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Introduction

The role of structural change in economic growth and employment
has recently become of major interest, However, it still remains a
highly complex issue, since both demand factors at macro-level and
supply factors al micro-level are deeply invalved.

A comparison between two competing views on the issue could be
an enlightening starting peint for further research!. The argument of the
present paper 15 that these views can be identified in N, Kaldor's and
inI. A. Schumpeter's works (Sections 1. and 2.). The comparison
tempts-one the search for a synthesis of the two views in order to
provide a more complete explanation. However, inconsistencies impede
it, though very important insights of the two authors can be maintained
for building a new theoretical framework for such an explanation
{Section 3.3, A tentative proposal in this  direction is finally outlined on
the basis of Hirschman's  and Rosenberg's contributions (Section 4.},

® The author has benefited from helpful suggestions by many economists of the
Universities of Trento and Modena (Ttaly), of SPRU {Brighton, UK) and by an
anorimous referes of this joumsl, A particular debt is due o F.Targei, The vusual
disclaimers apply. The MLP.L s scknowledged lor financial support,

! The demand-pullitechnology-push controversy usaally relates to techaical
progress (as reported by Gold, 19815 and by Dosi, 1984) and sometimes to
inventive activity {(Schmookler, 1986; Rosenberg, 1976, ch, 153 It is curniouws that
tie controversy has not explicitly shifted to economic growth and development. See
Pugno and Santarelli (1986),
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L. Kaldor's Macro-Demand-Pull Approach

In a number of papers Kaldor (henceforth K.) sceks an explanation
for m:_ﬁ trend of economic growth in capitalist cconomies, More
preeisely, he seems to pursue two distingt  lines of rescarch: the first
focuses on the conditions and  mechanisms for maintaining a trend of
_m_,_._: employment  equilibrium (i.e., the Harrodian exogenously given

natural” growth rate); the second studies how the rend of "full
_w.E_ES,EﬁE_, 15 achieved and shaped in highly dynamic  economics
_u.n, how a desired-actual rate of growth incurs  and relaxes bottlenccks
In approaching the “natural” path, which is thereby affected)?,

,m:_H.ﬁ the structural changes that cmerge as changes in - the
composilien of output and divergence in productivity  growth rates
among sectors are only dealt with by the second  line of rescarch, the
present paper will consequently  narrow its focus,

K'sf amous 1966 Inaugural Lecture marks the  cornerstone of his
research into growth and structural changes. The general question he
wa%omm.am,.u: fact, concerns the causes of long term economic growth
i capitalist economics.

K.'s starling-point of analysis is an empirical one, i.e. it consists
of the following stylized facts:

(£ ) the manufacturing growth rate is positively related with  the

% The first line of research is the world of steady-siate medels which describe 2
maa-mﬁ.._cﬂ clased economy with all variables but the labour force constant and equz]
in the growth rates, The main question in such an analysis is the stability of the ful
_“..H.Ev_cw.n._mﬁ path. This K. salved by making particular assumptions on income
distribution. Deviations are regarded as only being of theoretical interest (K., 1957,
1961; K. and Mirrlees, 194623, By contrast, the second line of research deals with :.ﬁ_
way in which economic growth interacts with fluctuations (see below) (K., 19545,
1954b; 1957b; 1966; 1967; 1971, 1974 |

K.'s preference for one of the two has recently been made explicit:
make [my theory of distribution] wark, some time ago I made that Toolizh
mmmz.ﬂﬂ_:a: of full employment. This depended also on the agpregate models
fashioned at thal time” (K., 19834, p.110, our translation).

m order fo

GDP growth rate (K., 1966, p.4)? ;

{ii ) the manufacturing productivity growth rate is  positively related
to the manufacturing output growth rate (this is a version of the
Verdoorn Law) %

{fii ) the manufacturing growth rate is positively related o labour
absorption from other sectors (ibid., pp.16-17).

Highly significant statistical associations for Western industrialized
countries during the late 1950s/early 1960s  are cited in support of such
statements (K., 1966; 1967, 1968; 1975a). A consistent theory that
fits these facts and  explains the rate of growth as a whole thus has to
be looked  for, and K. pursues it along "classical” lines.

K.'s approach views economic development as the result  of
interaclion among economic seclors, where manulacturing  is the
"enging”, and demand coming from the "primary” sector  and from
abroad is the stimulus. K.'s specific argument can be schematised in
the following chart:

* More precisely: "the [aster the overall rate of growth, the major is the excess of
the rate of growth of manulacring production over the tate of growth of the

eopnomy 4s 4 whole" (80, ).

4 The Verdoom Law was originally based on pesitive associations belween
productivity growth and cutput growth Both for industry as a whole and for industrial
seclors in varous advanced countries before Werld War T and in the intereear pericd.
It was theught 25 of a "rule of thumb™ for planning purposes (Verdoomn, 1949)
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where:

1}, =exogenous demand components,
I} = global nominal demand,

¢ =real output,

P =labour productivity,

E = labour demand.

Lower case letters stand for rates of changes; arrows  [1]-[5] stand
for positive channels of causation, except for [3"] which leads to
inverse effects (-). The intermittent arrow stands for less stable
causation,

Manulacturing is regarded as an open system. At country level, it
is stimulated by demand from agriculture during the first phases of
industrialization, and from abroad during the following phases (K.,
1967). Analogously, at  world level, the growth of manufacturing is
governed by development in the "primary” sector (K., 1974). Labour
supply 1s not the constraining factor; on the contrary, "for industry it is
potentially unlimited " (ibid.), when disguised unemployment in other
sectors, both at home and  abroad is considered (ibid.)®. Therefore,
exports from the manufacturing sector (d,., ) stimulate a wider range of
demand (d ) through the accelerator-multiplicator mechanism (channel
(11}, while the lack of labour constraint allows output (g ) to adjust
{channel [2])6. .

According to K., increasing returns of output growth  (Verdoomn
Law}) is a typical phenomenon only of manufacturing (K., 1966, pp.16-
18)7, where there occur both static and dynamic economies of scale
{learning by deing, specialization) and technological diffusion through
embodiment in new capital vintages. The phenomenon, therefore, is
"macroeconomic” in nature { Young, 1928) because it develops through

3 Since K.{1968), labour has not been regarded as constraining in "maiyre”
econarmics either,

6 "The rate of growth of industrialization fundamentally depends on the EXngenons
components of demand” (K., 1968, p.386; see also 1975a, p895). In facy, neither
labour nor eapital is regarded as “a serious limitation on economic growth" (K,
1968, p.390),

7 More precisely, K. does not regard the Verdoorn Law as appropriate either for
the other sectors or for individual manufactiring indusiries.
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interactions among industries.

According to K., labour productivity growth in manufacturing (7 )
could thus be explained simply, by output growth (channel [3])%.

Feedback from productivity to output through prices {channel [4]) 15
recognized as effective by K., thus enabling "circular and cumulative
causation” d la Myrdal to occur (K., 1971 and 1974). Nevertheless,
this channel is also regarded as being "far less regular and systematic”
than channel [3] (K., 19734, p.893n), because price flexibility with
respect to productivity and price  elasticity of demand may not be
sufficiently high and systematic (K., 1966, p.14)°.

The net effect of output growth (channel [5°]) and of productivity
growth (channel [5"]) on labour demand must be  positive if K.'s
above-mentioned'® third empirical law (i ) is to be fulfilled.

The driving impulse towards growth, therefore, is  provided by the
exogenous demand components. These are  responsible not only for
the pace of macroeconomic growth (see Thirlwall, 1979), but also for
structural changes among sectors (manufacturing/mon-manufacturing)
and among industries (within manufacturing), The "engine” role of
manufacturing, in fact, consists of potentiating and transforming
demand stimuli into macroeconomic growth through intersectoral and
interindustrial development, This emerges as a passive process of
productivity growth and employment expansion. Lacks of exogenous
demand stimuli, on  the other hand, appear to be responsible for

¥ K. maintains that the Verdoorn relationship is not necessary in his model (i.e.,
the elasticity of productivity with respect to output in manufaciunng could be very
low) imsofar as manufactunng absorbs labour from sectors that display diminishing
returns. But if the alternative case to a strong Yerdoorn relationship is a weak
relationship - 1.2, & case where the commelation cocilicient 15 low - then labour
ahsorption can no longer be predicted with a high confidence level, and the whole
mode] becomes unstable,

¥ K. maintains that price elasticity of demand should be greater than one if bath
stylised facts (i )-(00 ) are (o be explained (ibid, ). Such a restriction, however, must
refer to demand in real terms (our g ). In fact, a rise in p could increase g and e
through reductions in price, although rominagl demand is also reduced.

10 When per-capiia meome 15 the same in all sectors, manufacuring % no longer
able to absorb extra labour, to expand output and to raise productivity. In this way,
it approaches the stage of "maturity” (ibid ., p.3)
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unemployment!!. In conclusion, the Kaldorian process of
manufacturing  growth is characterised by positive and close
correlations between the growth rates of demand, ocutput, productivity,
imvestment and employment at macro-level. Since phenomena at micro-
level do not receive an autonomous explanation, this  approach can be
labelled as a "macro-demand-pull”.

Two further qualifications characterise this approach. Firstly,
population growth, in the long run, is endogenous  to the extent that
the subsistence level improves  (Malthusian regulation) and migration
is induced (K., 1954a). The performance of agricultural productivity is
brought (o altention here, because it governs economic possibilities of
the population and new demand for  industrial products. In this
respect, a substantial rise in agricultural productivity ("the agricultural
revolution") is the necessary condition for industry to be stimulated
effectively ("the industrial revolution™ (K., 1934k 19467, However, it
is not the sufficient condition in  explanation of the extent to which
industry is stimulated, i.e. the aclual industrial rate of growth, In fact
“the most  plausible explanation for a rate of growth [L..] in output as a
whole is expectation of @ growth in demand on behalf of entrepreneurs
" (1951, p.B42, emphasis added). Therefore the dynamics of
exogenous demand components explaing overall economic growth only
in a first approximation (as in K., 1971}, since the ultimate
determinant lies in entreprencurs’ expectations of that dynamics (K.,
1954a; 1954b; 1957a).

The second qualification concems the endogeneity of  technical
innovation, claimed by K. to be dependent on investment!2. More
specifically, K. theorises the "technical progress function”, which
relates productivity  growth 1o capital intensity growth (K., 1957a).
Therefore the elasticity of productivity with respect to outpul varies
according to both the "height" and the shape of this  function, these
being due to the ""technical dynamism' of the economy, [...] meaning
by this both inventiveness and readiness to change or to experiment”
(1961, pp.208-209),

11 Tt could be labelled as “Reynesian” as Far as the role of demand is concermed,
but the possible lack of plant productive capacity is ignored.

12 “Improved knowledge is, largely, if not entirely, infused into the cconomy
through the introduction of new equipment” (K., 1961, p 2077,
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The complete endogeneity of lechnical innovation (K., 1934a;
1954b) therefore depends on the stability of the  “technical progress
function". This is confirmed by K.'s  cmpirical findings, where
productivity growth is larpely  explained by output growth and, to a
small but statistically significant extent, by capital intensity growth
(K., 1967, p.82).

K.'s approach Lo capitalist cconomic growth therefore predicts!3 a
growth path where manufacturing  entrepreneurship works as the

ctive force, while decreasing returns in "technigal dynamism" and in
population response 10 economic growth provide the constraints (K.,
1954a;1954b). The interdependence of the former with the latter  gives
the specific long term rate of growth!4,

2. Schumpeter's Micro-Technical-Push Approach

The questions Schumpeter (henceforth 5.) poses at the center of his
analysis of capitalist economic development concern growth
fluctuations and structural changes.

His analytical starting-point is a theorctical ong: the Walrasian
aeneral equilibrinm, reformulated in the theory of  static circular flow
(Schumpeter, 1934, ch.1; 1939, pp.35-38). His research, in fact,
comprises a consistent matching between that theory and a new one
desipned to explain the dynamic features of the economic system!3,

Historical and statistical records for the entire pre-war capitalist

13 For an example of predictive purpases, see how K. explains the puzzling U.S.
preductivity slowdown by means of the lack of demand (K., 1985h).

M " TIhe actual rate of development is the outcome of the strength of
entreprencurial pressures on the one side, and the elasticity of responses of
papulation growih, lechnical progress and capital accumulation on the other side”
(K., 1954b, p.237). "[Tlhe more the “warranted rate’ tends 1o exceed the "natural rate’,
the more it will Perd the “natural rate' in its own direction” (1934a, p.69).

15 “[Hlistorical facts {...] induce the theoretical work and determine its patiemn”
(5., 1939 p.32). For a distinction between an "orthodox " and an "innovatar” 5., see
Giraziani (1977} and Donzell (1983). Donzell: {1983), in particular, calls into
guestion 5.'s reference to Walrasian type of equilibrivm, among different neoclassical

Cypes, a5 the most proper for his own approach.
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acwnm:ﬂEnE of the UK, the US and Germany provide the empirical
cvidence for his attempt (S., 1939, chs. VI-XV).

In order to render K.'s previous schematization  comparable with
i " -
S.'s, the following chart 1s proposed:

[6] Major

Innovations

Innovation appears to be the stimulus for economic development,
i.e. the shock pushing the system out of the Walrasian equilibrium
characterizsing the circular {low!e,

This is defined by 8. as a "new combination of factors of
production™!? or, more rigorously, "as the setting up of a new
production function" (8., 1939, p.87). The relevant  innovation,
however, is only the major innovation as a uno acty or indivisible
phenomenon (S., 1934, p.81n, p.231; 1939, pp.93-94 and p.101).

The prospect of profit motivates the leading  entrepreneur to

16« ; : :
Innovation [...] is at the center of practically all the phenomena, difficulties

and problems of econumic life in capitalist society™ (ibid ., p.87), "It is a distinet
factor because it is not implied in, ner a mere conscquence of, any other” (fhid .,
.86, original italics),

. 17 In $.41934) it includes: "(i ) the introduction of a new good L] (Y the
introduction of & new methad of production [...] {iif ) the opening of 2 new market
[..] Civ ) the conguest of a new source of supply of raw materials [.] (v ) the
carrying out of the new organisation of any indusiry” (p.66).
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introduce innovation into a new line of production!'®. This means that
1 new investment is added  as a claim on factors of production, which,
however, are  assumed by 8. as already being fully employed (S.,
1934, pp.67-68; 1939, pp.131-133). Thus a change in the
composition of cutput, rather than an increase in it, occurs  through
increased prices, When the new capacity cventually comes into
operation, a higher quantity andfor a better quality of consumption
goods emerges, thus increasing labour productivity {channel [6]}!? and
output {channel [4']) (and possibly reducing prices). These emerge as
the macroeconomic results of underlying adjustment processes of
(ransmission of microstimuli through firms and industries by means of
the conventional pricefguantity mechanisms.

Demand, therefore, is assumed to be perfectly flexible  with respect
to price, quality and novelty of output  (channel [2'])%0. Possible
"technological unemployment” can thus be rapidly absorbed and does
not emerge asa  significant phenomenon (channel [3]).

5. calls this round of effects "Primary Wave". It is reinforced by a
"Secondary Wave", insofar as the initial burst of prices ignites profit
expectations and the setting up of new businesses throughout the
sconomy (S., 1939, pp.145-161). This enables minor innovations
Mowing from the major ones to diffuse through firms and industries
(1934, p.81n), thereby effecting a further overall productivily increase
(channel [3]) (1934, p.245n). It is important to note that the
conventional adjustment mechanisms arc applied to a process of
proliferation of technological opportunities, i.c. 10 the very
Schumpeterian concept of "swarming”.

Eventually, overproduction and speculative heating is approached

L This "does not [...] presuppose either an actual nor an expected rise in prices
and expenditure” (ibid ., p. 1300

The second actor in 5.'s play is the banker, who finances innovation by creating
banking money (ibid ., pp.10%-123)

19 When output changes in quality, the definition of productivity becomes
ambiguous. However, no satisfactory solution seems to exist (S.'s aitempt is in
1934, pp.141-145),

20 Copsumers' tastes are moulded by supply when product innovalions are
introduced (5., 1934, p.65; 1939, pp.73-74); but their traditionsl sovereignty
Tzappears in the adjusiment processes to price changes.






























