Structural change and
economic growth

A theoretical essay on the
dynamics of the wealth of nations

LUIGI L. PASINETTI

TN R ‘ - s

- W

CAMBRIDGE UNIVERSITY PRESS

Cambridge
London New York New Rochelle
Melbourne Sydney



Contents

Preface page X1
I Introduction 1
1 Foreword 1
2 The historical background of economic analysis 1
3 A hint at Mercantilism and at Physiocracy 4
4 The ‘Classical’ approach to economic reality 5
5 Marginal economic analysis 8
6 The baffling 1870s 11
7 The theory of marginal productivity 14
8 New contributions to economic theory 17
9 An alternative conception of the material world 19
10 A pure production model ' 23
Part1 A multi-sector model of economic growth

II Production in the short run , 29
1 A well-diversified economic’system 29

2 Production by means of labour alone: a very simple
case 30
3 A necessary condition for full employment 33
4 Production by means of labour and capital goods 35
5 The physical stocks and flows of the economic system 37
6 The structure of prices 39

- 7 A more complex model involving capital goods for
the production of capital goods 43
8 Simplifications 46
9 The equilibrium conditions 46
10 49

Towards a dynamic analysis

v



I

W N =

CONTENTS

The simplest case of economic expansion - population
growth with constant returns to scale

A simple dynamic model

The conditions for a dynamic equilibrium

A more complete formulation of the effective
demand condition :
The dynamic movements of relative prices, physical
quantities and other economic variables

Elegant features of the present case of economic
growth

IV Technical change and the dynamics of demand

1
2

Technical progress in macro-economic models

A hypothetical economy with uniform technical
progress and uniform expansion of demand
Analytical properties of the two cases of economic
growth considered so far

The production aspect of technical change

The demand aspect of technical change
Modifications needed to the current theory of
demand

Sketch of a theory of the dynamics of consumers’
demand - a hierarchy of needs and wants

Dynamics of demand continued—-learning as a more
basic process than rational behaviour

The evolution of demand over time

The criterion for the choice of the hypotheses—
variables and constants as against unknowns and data

V A general multi-sector dynamic model

1

[~ VI S

~N

The hypotheses:

A. Initial conditions

B. Movements through time

Restrictions

The flows of the economic system

The conditions for a dynamic equilibrium
Impossibility of automatically maintaining full
employment through time -

A third special case of proportional economic growth
Full employment as an actively pursued target of
economic policy

vi

S0

50
51

55
56
59

61
61

62

64
66
68

70
71

75
76

77

80

80
80
81
83
84
85

87
88

88



CONTENTS

8 A central Agency entrusted with the task of keeping

full employment 9
9 The dynamic movements of physical quantities and
relative prices 91
10 The structural dynamics of employment . 94
11 The dynamic movements of capital/output and
capital/labour ratios 97

12 The price system through time —a degree of freedom
at time zero and a degree of freedom among the rates

- of change 99
13 The ‘standard’ rate of growth of productivity 101
14 A ‘dynamic’ standard commodity 104
15 Macro-economic variables through time 106

16 Short-run flexibilities 108

VI The empirical significance of vertically integrated analysis 109

1 Vertically integrated sectoral analysis versus input—

output analysis 109
2 Fitting empirical data into a vertically integrated

sectoral model 112
3 The rationale of framing a dynamic analysis in terms

of vertically integrated sectors 114

Appendix to Chapter VI-A criticism of the Von
Neumann-type of dynamic models, as applied to
economic systems with technical change 118

Part II Economic dynamics theory

VII The ‘natural’ features of a growing economic system 127
1 Foreword 127
2 Two basic properties 127
3 The ‘natural’ rates of profit 128
4 A labour theory of value and a labour theory of the
rate of profit 131
5 The two basic functions of the price system 133
6 The ‘real’ wage rate as a macro-economic concept 136

7 The determination of relative prices and physical
quantities in a dynamic context 138

8 The dynamic paths of the wage rate and the rate(s) of -
profit 142

vil



VIII

IX

CONTENTS

9 Total profits and total wages—an asymmetrical rela-

tion

10 New investments

11 Total consumption

12 Profits and wages, savings and consumption in the
‘natural’ economic system

13 The consumption goods basis of a pure labour theory
of value

14 The ‘natural’ economic system and the two levels of
economic efficiency

15 Profits and savings in a capitalist economy

16 The role of institutions

The ‘natural’ rate of interest

1 Personal savings as distinct from over-all savings

2 The emergence of financial assets and liabilities

3 The emergence of a rate of interest

4 A whole series of own-rates of interest, implied by
the same (actual) rate of interest

S5 The ‘nominal’ or ‘money’ rate of interest

6 Price changes and the ‘rate of inflation’

7 The relation between the nominal rates of interest and
the ‘real’ rates of interest—the ‘standard’ real rate of
interest —

8 The correct problem concerning the rate of interest.

9 The ‘natural’ rate of interest

10 Natural rate of interest and income distribution

11 The more general case of production with labour and
capital goods ,

12 Rates of interest versus rates of profit

13 Rate of interest and rate of profit in capitalist econo-
mic systems

The accumulation of capital and related problems

1 Capital accumulation as a condition for equilibrium
growth

2 Four quantitative notions of ‘capital’

3 The distinction essential for dynamic analysis

4 Ambiguities in the concept of ‘roundaboutness’:
capital intensity versus degree of mechanisation (or
capital/output ratio versus capital/labour ratio)

viit

143
144
146

146

148

148
151
153

156

156
156
158

159
160
161

164
166
166

. 168

171
173

174

176

176
177
179

180



10
11
12
13

CONTENTS

Capital intensity and degree of mechanisation in
comparisons through time

Capital intensity and degree of mechanisation in
comparisons of different economic systems

The so-called ‘Leontief paradox’, no longer a para-
dox in the present theoretical context

Choice of technique versus changes of technique
The choice-of-technique function

The determinants of the choice of technique

Rate of profit and choice of technique

Wage rate and choice of technique

The meaning of cost minimisation in the ‘natural’

_economic system

14
15
16
17
18
19
20
21
22
23

X The

Asymmetry between rate of profit and wage rate
mirroring the deeper asymmetry between capital and
labour

‘Genuine’ production functions

Neo-classical production functions and the irrele-
vance of marginal productivities

The process of change of technique

The meaning of technical progress

A classification of technical progress

Alternative criteria of ‘neutrality’ of technical
progress and their information contents

Increase of the degree of mechanisation, appearing as
a process of ‘substitution’ of capital for labour

The determinants of capital intensity

Rate of interest and total investments in capitalist
systems

structural dynamics of a growing economic system

Technical change as a decision-generating process
Structural dynamics of prices and the movement of
the general price level

Structural dynamics of production and the organisa-
tional necessity of aiming at steady growth

A digression on the relevant decisions at the level of
the single production units

Technological unemployment and labour mobility as
a consequence of technical progress

Declining industries in a process of economic
growth

ix

183
184
186
188
189
191
192
194
198
198
200
201
205
206
208
212

215
216

217

219
219

219

222

225

226

229



0

CONTENTS

The periodic recurrence of short-run difficulties to
full employment

Fluctuations in a process of economic growth

Say’s law and under-consumption theories — a re-
appraisal

XI International economic relations

1 Limited international mobility
2 International comparisons at the same structure of
commodity prices
3 A fallacy arising from the Heckscher-Ohlin model
4 The primary source of international gains
5 The order of priority in the expansion of demand as a
strict limitation to international learning
6 Trade-a secondary source of international gains
7 The effects of international trade
8 Correcting two widespread views
9 The once-for-all character of the gains from interna-
tional trade
10 The remarkable closedness of economic systems as
regards productivity gains i
11 International movements of workers and exploitation
12 A ‘general’ principle of comparative productivity-
change advantage
13 Terms of trade between primary products and manu-
factures—a digression
14 A ‘special’ principle of comparative productivity-
change advantage and the structural dynamics of
international trade
15 Economic policy implications
16 The wealth of nations
Index

~

232
236

240

245
245

245
247
249
250
253
256
258
260

261
262

263
266
268
2N
274

2717



