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Cambridge Journal of Economics 1995, 19, 591-603

REVIEW ARTICLE

Moving targets: the multifarious world of
Paolo Sylos Labini

K. W. Rothschild*

(Reviewing: P. Sylos Labini, Economic Growth and Business Cycles. Prices and the Process of Cyclical
Development, Edward Elgar, 1993)

The paper reviews a book by Sylos Labini consisting of ten previously published
articles, specially adapted for this edition. The book provides an excellent intro-
duction to Sylos’ work. It is characterised above all by his stress on the importance
of a dynamic perspective. He applies this perspective both to the analysis of the
economic processes as such and to the institutional background against which these
processes must be seen. The paper tries to extract from the book a concentrated
picture of the methodological approach and its application to problems of inflation,
unemployment, business cycles, technical progress and oligopoly. Sylos’ special
position between different ‘schools’—neoclassical, Keynesian, Schumpeterian—
becomes evident.

© 1995 Academic Press Limited

One has to be grateful to Mark Perlman and Mark Blaug for having decided to include
this volume by Sylos Labini in their series Economists of the Twentieth Century. This is the
more welcome because of the tendency to concentrate international scientific discussion
on the Anglo-Saxon academic scene and to lose sight of persons and developments in
other areas. Of course, one cannot complain that Paolo Sylos Labini has been
overlooked. With the publication of his path-breaking work on oligopoly in 1956 (in
Italian) and 1962 (in English) he obtained a firm place in this field all over the world. But
Sylos Labini, embedded in the lively theoretical and political environment of Italy, is
anything but a one-book man or a narrow specialist. His work both as a theorist and as
an adviser and admonisher in policy matters covers a much wider field and is indeed an
original and fundamental challenge to our basic approaches to economic theory. These
wider perspectives regarding the whole economy and its working are far less well known
than Sylos’ work on oligopolistic markets. The volume under discussion presents a good
opportunity to get acquainted with these wider and more fundamental views.

The book consists of ten chapters, each of which contains a paper which had
been published before in Anglo-American and Italian journals or as contributions to

Manuscript received 10 January 1994; final version received 16 May 1994.

*University of Linz. Thanks are due to two anonymous referees whose comments I have taken to heart (to
some extent).
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592 K. W. Rothschild

specialised books within the period 1983-1993. But though ‘concocted’ of different more
or less self-contained contributions, this volume is far more than the usual collection of
some haphazardly selected articles of an author in order to make them more easily
available to a wider audience. By careful selection of the papers, by bringing them
up-to-date and linking them together through cross-references, Sylos has managed to
turn the book into a coherent whole which tells—with only a few overlappings—the story
of his views and approaches to the problems indicated in the title of the book.

After having read through the book one has not only come across many important
insights into various aspects of the economic process in developed capitalist countries,
but one has also obtained a good impression of Sylos’ special place in to-day’s spectrum
of basic theoretical approaches. I think it will be useful if in the following section I first
give an overview of his approach and so postpone a review of the ten chapters until
afterwards. This will help to show more clearly how the several pieces fit together to form
an organic whole.

More perhaps than in other social sciences—Ilet alone the natural sciences—we find
economic theorists being divided into different schools: Classical, Ricardian, Marxian,
Schumpeterian, Keynesian, Sraffian and all the neo- and post-combinations connected
with them. Whatever one thinks of the value and/or meaning of these characterisations,
the fact remains that Sylos cannot be easily subsumed under any of these labels. In my
view his strength lies in his capacity to make use of elements and perspectives from
various schools and fit them together in a way which seems to offer a better chance of
coming to terms with a complicated and changing economic reality. As Samuelson put
it rather poetically in the Festschrift for Sylos (Biasca, Roncaglia and Salvati, 1993,
p. VIII):

Economists around the world, from Cambridge to Cambridge and Osaka to Omaha, admire you
for a lifetime of Schumpeterian innovation, Keynesian brilliance, Ricardian rigor, and Smithian
realism.

In this process of taking his inspirations from various ‘schools’, Sylos is not just an
eclectic; the various approaches are for him tools which he uses creatively, combining
them with his own ideas and additions to obtain a differentiated new mixture.

In this process none of the important theoretical paradigms is accepted or rejected
wholesale. Thus Sylos cannot be classified as an ‘orthodox’ or a ‘dissident’ economist;
perhaps rather as an economist ‘for all seasons’. Yet a certain exception has to be made
with regard to the basic structure of the ruling neoclassical equilibrium theories. While
Sylos does not deny the usefulness of this approach for the analysis of certain price and
allocation problems under static competitive conditions, he is irritated by its claim to give
an all-encompassing picture of to-day’s economies. Thus his critical remarks vis-a-vis
general equilibrium analysis and its assumptions are more outspoken and more frequent
than his strictures on other schools.

With this as the background of Sylos Labini’s general attitude, we can turn to the
significant basic elements which characterise his own theoretical framework. First and
foremost we must stress the dominant role of a dynamic vision in Sylos’ ‘grand design’. To
see economics as a dynamic process is for him an essential precondition for an
understanding of real conditions and developments. This does not mean that for special
questions or occasions static analyses may not be very useful in themselves or as a first
step towards a more dynamic treatment. But the principal outlook should be dynamic.
It is from this position that Sylos’ criticisms of neoclassical theory and its equilibrium
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Moving targets 593

approach flow most frequently. Neoclassical theory is—in his words—mostly concerned
with ‘interdependence’ in a certain situation, while his concern is with ‘interaction’ in an
ongoing process. In this he finds himself in tune with classical writers, Marx and
Schumpeter. Keynes is criticised for neglecting (longer-term) dynamics, but it is stressed
that—in contrast to neoclassical thought—his theory lends itself without difficulty to a
more dynamic treatment.

This central role of the dynamic viewpoint affects many aspects in Sylos’ approach.
Formally it means that the search for ‘equilibrium’ is either given up completely or at
least pushed into the background. Models and econometric equations which serve as
tools for specific questions are mostly not in terms of levels of variables and their
relationships but in terms of changes in variables and their relationships. More important
than these formal aspects are the shifts in perspective. The continuous dynamics of the
economic process need a propelling force. This is seen—in line with Schumpeter—in
technical progress and technical and organisational innovation. Innovation thus becomes
a second central element in Sylos’ analysis. But in contrast to the traditional assumptions
of autonomous technical progress, Sylos distinguishes between irregular and autono-
mous ‘big’ (Schumpeterian) innovations (possibly leading to Kondratieff cycles) and a
steadily ongoing endogenous process of innovation whose speed and form (labour-
saving, capital-saving etc.) are induced by structural changes and relative price—wage—
profit changes which, therefore, have to be included in the dynamic picture. This leads
to the attempt to expand Keynesian short-term aggregate investment-income analysis
into a more disaggregated model which offers room for relative changes between decisive
subaggregates (wage-structures, price-structures etc.).

While the short-term dynamics and innovations are mainly the result of economic
shifts in the narrower sense, these are themselves dynamically changed in the longer run
under the influences of history and changes in the institutional framework. This
view—with its roots in classical, Marxian, Schumpeterian thinking and the historical and
institutionalist-evolutionary ‘schools’—leads to a recognition that the ‘laws’ and regu-
larities obtained in economic analysis have to be seen as subject to change. One of the
outstanding changes which has occupied Sylos’ attention all through the years is the shift
from competitive industry in the nineteenth century to oligopolistic industry in the
twentieth century which, together with a greater influence of trade unions, has had
important consequences for, price and wage behaviour and the functioning of markets.
Turning to these phenomena one enters microeconomics and here Sylos, following
Ricardo and Sraffa, stresses the importance of constant average and marginal costs at the
firm level in the industrial sector. Taking leave from the preponderant U-shaped cost
curves he necessarily has to move to less precise, but more realistic ideas about price and
wage formation and about income distribution. This establishes obvious points of
contact with Keynesian and Kaleckian ideas.

It will be clear that a research programme on these lines which takes to heart
Schumpeter’s dictum that a good economist must cover history, economic theory, and
statistics cannot lead to well-rounded, formally elegant models which will be applicable
to all and everything. In the main body of his texts Sylos tells a ‘story’ in the best sense
of the word, where theoretical considerations, historical and institutional influences and
a considerable amount of speculation all have their place. Theoretical models, econo-
metric and statistical analyses—sometimes relegated to an Appendix in a Marshallian
manner—serve as a centre of crystallisation for ordering and comparing alternative
developments and for keeping in touch with reality; but they are never allowed to take on

This content downloaded from 149.171.67.148 on Tue, 20 Oct 2020 02:57:15 UTC
All use subject to https://about.jstor.org/terms



594 K. W. Rothschild

a life of their own and to dominate or to limit the argumentation which has to make
allowance for institutional factors and dynamic developments.

This concludes my short sketch of the ‘Sylosian’ (or is it ‘Labinian’?) approach. I hope
that Sylos is able to recognise himself in this picture. I turn now to an overview of the
contents of the book.

Chapter 1 (‘Sraffa’s critique of the Marshallian theory of prices’) together with
Chapter 2 (‘The great debates on the laws of returns and the value of capital: when will
economists finally accept their own logic?’) deal with some ‘microeconomic foundations’
for the macro analysis of the later chapters. They provide the basis for a dynamic
approach which tries to get away from the limitations of the ‘laws of returns’ typical of
traditional static marginal analysis.

Chapter 1 is partly a short summary of the ideas about the ‘laws of returns’ in the
history of economic thought since Adam Smith. For Smith, who was mainly interested
in dynamic economic growth, the increase in productivity of all factors through the
increase in the division of labour dominated the picture. For Ricardo, who turned to the
problem of income distribution, the question of conflicting returns became more
important and diminishing returns in agriculture (though not in industry!) begin to play
an important role. But in the whole classical period (including Marx) and then again with
Sraffa, prices (including factor prices) were not regarded as equilibrium prices but were
seen in relation to reproduction conditions. Basic goods must be reproduced and the
surplus can be consumed or accumulated.

The approach changed with the arrival of neoclassical marginal micro theory with its
stress on static equilibrium and partial analysis. Marshall was well aware that there are
‘many kinds of returns’ including increasing returns, but these were shunned because
they were not compatible with the assumptions of competitive static equilibrium.
Imperfect competition and oligopoly theory had to take account of increasing returns but
they remained static and marginalist.

Chapter 2 then advances a critical assault on the continued dominance of (diminish-
ing) marginal productivity in price and income distribution theory. Sylos starts off with
the simple truth that factor relations are both complementary and substitutional. But far
more than is usual in theory (though more common in empirical work) he stresses the
complementary aspect in extensions of production under a given technology and
relegates the substitution aspect to (dynamic) technical change. In principle, Sylos
prefers the assumption that a given technology works with fixed factor proportions. This
was also sometimes realised by Marshall when he spoke of joint demand for different
factors. Under such conditions it is not possible to derive a (static) factor demand curve
on ‘marginal productivity’ lines. In the static context marginal productivity is a
mathematical derivative without economic meaning, if one declines to accept the
assumptions of marginal substitutability and reversibility within a given technological
framework. Substitution, however, makes sense in a dynamic setting within which the
relative prices of labour and machines influence the shape of technical progress (e.g. in
a labour-saving direction).

Thus in the short run—with a given technology and capital equipment—constant
direct and marginal costs are typical in industry, while in the long run increasing returns
for all factors are the rule in the wake of dynamic technical progress. Rising marginal
costs are a ‘myth’. Empirical studies point in this direction. Yet the U-shaped cost curve
survives in traditional theories. ‘Economists—with a few exceptions—have not batted an
eyelid’ (p. 31).
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Saying adieu to diminishing returns and marginal productivity creates problems.
Capital and income distribution cease to be nicely defined and exactly determinable
magnitudes. Both the cost and the quantity of capital in a heterogeneous world become
difficult questions. ‘Some economists thought they could settle matters by a witticism—
capital conceived as a jelly; but witticisms cannot take the place of theoretical analysis’
(p. 33). With these difficulties neoclassical income distribution theory breaks down. An
aggregate production function rests on dubious foundations such as homogeneous
labour and given quantities of capital. ‘Marginal productivity’ founders on the difficulties
mentioned earlier (complementarity and constant costs).

Solutions have to be looked for elsewhere and Sraffa and Kalecki have opened
alternative vistas. Mark-up pricing in an oligopolistic industrial world becomes decisive.
Distribution ceases to be an unequivocal endogenous process. Wages will have to be
above subsistence and profit rates above money rates of interest, but for the rest there is
a ‘free’ interval in which conflict and bargaining power play their part influenced by
policy, oligopolistic and trade union power, price-setting behaviour, etc. As far as the
dynamic picture is concerned the fact that accumulation comes out of profits becomes
important. Rising wages which squeeze profits can reduce accumulation, which in turn
presses down wages with consequent increases in profits and accumulation and so
on—determining in an ongoing process the trend and cycle of growth and distribution.

All this is directed towards realism but not yet placed on firm theoretical bases.
Particularly, more needs to be known about mark-up pricing (levels and changes). Sylos
offers a few suggestions as, for instance, that proportional levels depend on conditions of
entry which in turn depend on the extension of markets, elasticity of demand,
technology, initial advertising etc. Mark-ups vary (partly because of price rigidities)
inversely with changes in direct costs. Bargaining power, foreign competition, relations
between the public and private (industrial) sectors also play important roles.

As in several other places of his book, Sylos refers especially to Keynes about whom he
had mixed views: admiration for his ‘revolutionary’ break with equilibrium analysis and
regret for his failure to carry this revolution to its logical end, particularly in the fields of
oligopoly and long-term developments (where Schumpeter has more to show). In this
chapter he ‘defends’ Keynes against the widespread assumption that he remained an
‘orthodox marginalist’. While it is true that Keynes assumed diminishing returns in The
General Theory, his theory does not depend on this assumption. Thus in his scheme a fall
in interest rates leads to more investment with a possible expansion of demand for
(complementary) labour and not, in the neoclassical manner, to technological change
and a substitution of capital for labour. Keynes also accepted (with pleasure) Dunlop’s
and Tarshis’s information that real wages rise in the boom and he praised Kalecki’s
‘degree of monopoly’ as an ‘important piece of pioneer work’.

The chapter concludes with the opinion that marginalism has its place in certain static
settings where ‘derivatives’ can be purposefully used. Its general extension to wider areas
and dynamic conditions is not defensible. “To eliminate the ambiguity now ruling the
roost of the theoretical scene—this is my thesis—we must have a critical reconsideration
which makes no concessions to the “let sleeping dogs lie”” bent of intellectual life’ (p. 41).

In Chapter 3 (‘Long run changes in the wage and price mechanisms and the process
of growth’) Sylos sketches the historical-institutional background for a critical apprecia-
tion of suitable theoretical hypotheses. The nineteenth century (with competition, gold
scarcity and a steady flow of inventions) is characterised by falling prices and slowly rising
money wages. Rising productivity thus leads (via falling prices) to an automatic rise in
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596 K. W. Rothschild

real demand without endogenous inflationary tendencies. This situation begins to change
towards the end of the century with the appearance or strengthening of new tendencies.
In industry, concentration and a growing differentiation of goods leads to oligopolisation;
agriculture no longer provides falling prices since the transport revolution has come to an
end; and on the labour market unionism and growing specialisation among a skilled
labour force have increased labour’s bargaining strength.

These tendencies which enabled oligopolism plus unionism to pass on collectively
wage and price increases (leading to downward rigidities) were intensified after the
Second World War and the breakdown of Bretton Woods. Wage pressure, greater
fluctuations in raw material prices, speculation, all contribute to a stronger inflationary
trend. Downward rigidity of prices and growing productivity now require rising money
incomes if stagnation and unemployment are to be avoided. The automatic nineteenth
century process of falling prices has disappeared. Economic policy and increases in
wages and public expenditure in proper proportions play a decisive role. It is question-
able ‘whether the laissez-faire capitalism of the last century and the present-day system
have much in common’ (p. 62). Strangely, Keynes recognises the importance of the
new rigid structures much better than Schumpeter did, although the latter was more
concerned with the underlying long-term changes. As far as policy is concerned, Sylos
comes to the conclusion that ‘the optimum combination of the market and the state
has shifted towards the state’ (p. 63). But with rising deficits and debt levels limits
may be reached. More attention should be given to a rearrangement of public
expenditure to ‘create real services and technical assistance to firms, especially to those
of smaller size’ (p. 63).

A critical consideration of Keynes is the content of Chapter 4 (‘The General Theory:
critical reflections suggested by some important problems of our time’). Theories, Sylos
says, can be criticised on three different levels: (1) logical inconsistency; (2) hypotheses
unrealistic at the time of writing; (3) historical: hypotheses no longer valid. His criticisms
refer to some extent to (2), but mainly to (3). Among the former, he finds that Keynes
put too much weight on psychological factors without explaining why certain psycho-
logical waves occur at certain moments of time. Thus Sylos tries to show that the Crash
of 1929 and the Great Depression were caused by a sequence of changes in income
distribution in the preceding period, with growing profits turning to financial speculation
and overspeculation which led to the crash, and this combined with technological
productivity gains, falling effective demand (low wages) and rigid prices (oligopoly)
caused both the depression and the psychological climate that went with it. Keynes also
overestimated the possibilities of controlling the volume of money. In that respect there
is a similarity to Friedman, though with the decisive difference that Keynes acknowl-
edged the real effects of monetary policy and that his assumption of an exogenous control
of money is not a vital element in his theory.

As far as the change of circumstances is concerned quite a number of influences have
to be noted. The labour market has become more heterogeneous, with greater differen-
tiation in types and status of jobs, and with foreign labour and segmented markets, so
that ideas about mass unemployment, simple Phillips and Keynesian relations, are no
longer applicable in the same manner as in 1936. Inflation has become more prominent
long before full employment is reached. Budget deficits—Keynes’s main weapon against
unemployment—have become more problematic in view of the differentiated labour
market, the inflationary tendencies and the much higher levels of existing government
debts.
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The main differences between the basic perspectives of The General Theory and Sylos’
approach are summarised in two simple ‘reference models’ (pp. 80/81) which are
presented below. They are called a ‘Keynesian model’ and an ‘Alternative model’ by
Sylos though he himself admits (rightly, I think) that it is doubtful that this simple

reference model correctly represents Keynes’s theory.

Keynesian model

(1) Income

(2) Consumption
(3) Investment

(4) Rate of interest
(5) Employment
(6) Price level

(7) Wages

Sylos Labini model

(1) Investment

(2) Prices

(3) Profit share

(4) Capacity utilisation
(5) Consumption

(6) Real consumption
(7) Cost of living

(8) Employment?

(9) Wages

(10) Income
(11) Rate of interest

C,=a,+b Y,
I,=a,+b,(RYK*) — ¢yt
1=a; — byM,+c; Y,
N=a,+b,Y,,

P=a,W

w=w

I=a,+b,R/Y +c,UT — d,i
P=a,+b,W—c,i+d,PC
R/Y_=a3+b,P— c;W+dyn — esPC
UT=a,+b,C+c J+d,E
C.=astbsW+c NW+d N
C=CJP

V=a,+b,P

N=a,C+b,1—- 7%
W=ag+bgN+cg V+d,UP
Y=C+I

=7

where Y=income, C=consumption, I=investment, R=total profits, K=capital, i=rate of
interest, M=quantity of money, W=wage level, N=employment, P=price level,
UT =rate of capacity utilisation, PC=prices of primary commodities, 7=productivity of
labour, E=exports, NW =non-wage incomes, V'=cost of living, UP=union pushiness.
Y, C and I are given in constant prices except when given with a subscript w (measured
in wage units) or a subscript ¢ (measured in current prices). A circumflex indicates a rate
of change; an asterisk denotes expected values.

As may be seen, the main differences are: the ‘Keynesian’ model (KM) is short-term
and static, while the Sylos model (SM) is long-term and dynamic, which means that the
decisive variables (N, W, P, V) are expressed as rates of change and that productivity
changes enter the picture; investment in the SM is not dependent on profit expectations
(KM) but on current profits (available finance) and current capacity utilisation; prices
and incomes are disaggregated in the SM to take account of differences in price
formation (wholesale prices, prices of primary commodities, cost of living) and in
consumption behaviour (different effects of increases in Y when coming from wages or
other incomes, from increases in wage rates or in employment); wages which are taken
as given and constant in the KM (except near full employment) are a variable in line with

! In the book N is misprinted as N.
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598 K. W. Rothschild

a modified Phillips relation in the SM; and finally Keynes assumes an exogenously
(policy-) fixed quantity of money while Sylos works with an exogenously fixed rate of
interest.

All these differences are mirrored in the subsequent theoretical, historical and
econometric material. In several cases they lead to different policy conclusions in
comparison to Keynes’s rough guide lines. In particular, while for Keynes expectations
and effective demand play a decisive role, the Sylos model stresses current profit shares
and the double role of wage increases as stimulators via effective demand and as brakes
on profits and accumulation because of their cost effects (the net effect depending on the
parameters in equations, 1, 3 and 9 in SM). This points to the problem of finding an
optimum change of money-wages (or an optimum rate of profit). But notwithstanding his
critical remarks regarding certain aspects of Keynes’s theories, Sylos pays the highest
tribute to the role Keynes played.

Without Keynes, and in particular without The General Theory, it is probable that the social
progress which has taken place after the Second World War would have been much more modest
... On the analytical plane, it is necessary to emphasize that Keynes is far superior to most
economists who were his contemporaries because of the fact that he directed systematic attention
... to one of the fundamental problems of our time, the growing role of the state in economic life

(p. 97).

In Chapters 5 (‘New aspects of the cyclical development of the economy’) and 6 (‘The
changing character of the so-called business cycle’) Sylos deals with various aspects of the
cyclical nature of the growth process. He takes his clues from Schumpeter and Keynes
and tries to modify them so as to make them more applicable to the study of cycles, which
can differ in several respects following historical and institutional changes. Both
Schumpeter and Keynes agree that the roots of the cycle lie in the investment process.
But after that their perspectives differ. From Schumpeter Sylos ‘borrows’ the stress on
the importance of inventions and monopolisation and the differentiation between
different types of firms but criticises the reliance on competitive pricing. In Keynes the
role of price-setting finds a place and he has provided the framework for the analysis of
the relative movements of the big economic aggregates over the course of the cycle, but
in his short-run perspective there is no room for inventions and monopolisation, and
shifts in industrial and price structures are neglected. Like Schumpeter, Keynes pays
little explicit attention to institutions, though his analysis provides connecting lines to
institutional factors: wage rigidity to unions, budget deficits to the state, effective demand
to international economic relations.

Sylos aims at a combination of Schumpeter and Keynes plus a considerable number of
general and specific modifications. This leads to a wide range of interesting consider-
ations and proposals only some of which can be indicated here. As far as historical
influences are concerned, Sylos distinguishes for the period 1800 to 2000 four periods of
roughly 50 years, each one characterised by some specific major (irregular) innovations.
Leaving open the question whether there is such a thing as a Kondratieff cycle, he
maintains that these waves of innovations together with organisational innovation have
left their mark on institutions and processes with consequences for the nature and forms
of the cycle. Thus in the nineteenth century we have a multiplicity of small firms,
competition and flexible prices leading to simultaneous regular (Juglar) cycles, while in
the twentieth century we get oligopoly and product differentiation, powerful unions,
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downward rigidity of industrial prices and wages, and increasing state intervention
leading to a more ‘guided’ movement of the cyclical process.

Business cycles, therefore, take on different forms in the course of time. Sylos
distinguishes roughly three periods: 1800-1913—the ‘classical business cycle’ in a world
of growth, falling or stable prices, rising wages; the interwar period—violent and irregular
fluctuations in a world of weak growth and monetary crisis; and the post-war period—the
‘new business cycle’ with weaker recessions in a world of high growth, oligopoly and
unions and downward rigidity of industrial prices and wages. The differences in historical
cycles do not, however, exclude an attempt to provide a general basis for the theoretical
analysis of the cyclical process. Sylos proposes an advance in five steps when cyclical
phenomena are studied.

After establishing the decisive role of investment both in the short and in the long run,
the first step is concerned with the mechanism of the cyclical process. This is achieved in
an adjusted multiplier-accelerator model. The second step allows for changes in prices
and wages in the course of the cycle, with their effects on profit and wage shares,
investment and effective demand. Economic policy enters the picture, in particular fiscal
and monetary policy. With regard to money, Sylos does not see it as a prime mover of the
cycle but as an important element for the course of the cycle (liquidity, rate of interest).
In a third step the theoretical basis for a consideration of the role of relative prices is
introduced (a problem neglected in Keynes’s aggregated analysis). This is captured in a
three-sector model with two production goods and a (passively adjusting) consumption
good, all produced under constant returns. Induced technical progress changes the
technical parameters and relative prices with effects on output and employment. In a
fourth step one moves to an econometric model which can take into account the specific
factors and relations concerning the cycles under consideration. In this connection Sylos
introduces a simplified version of a ten-equation model of cyclical growth in Italy with
investment, prices of finished goods, profits, utilised capacity, consumption, cost of
living, employment, wages, interest rate and endogenous growth of productivity as
variables and public expenditure, foreign demand etc. as exogenous influences. Finally,
Sylos proposes (but does not present) as a fifth step a disaggregation of industries and
branches into leaders (‘locomotives’) and the rest, leading from time to time to changing
hierarchies with consequent changes in trends and cycles.

These are only indications of a broader treatment of the subject which includes
some interesting reflections on the origins and singular characteristics of the depression
of the 1930s. The general ‘philosophy’ of the two chapters is best given in Sylos’ own
words:

The conclusion is that the features of the business cycle cannot be defined in abstracto since they
are strictly connected with the growth process and with the industries that lead this process in each
historical period. All this does not mean that we cannot generalize: we can, but on condition that
our theoretical steps prepare the ground for an empirical analysis and that this analysis be used to
modify the theoretical model ... I believe that such studies, in which theoretical analysis is
chemically combined with historical research, are essential if our aim is not to play with fantasy, but
to try and understand the reality in which we live. (p. 129)

In his chapters on the business cycle Sylos enumerates three ‘fundamental’ questions
which should be considered—more fully than in the Keynesian and Schumpeterian
approach—in analyses of the business cycle: market forms, income distribution, and
variations in productivity. Chapter 7 (‘Oligopoly: static and dynamic analysis’) is devoted
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to the first question. It deals with the market form which Sylos regards as the dominant
type in the industrial sphere and as a decisive break wvis-a-vis nineteenth-century
capitalism. Here he is, of course, very much on his own ground considering his earlier
pioneering work in this field. Though the literature on oligopoly has multiplied
considerably since Sylos’ early contributions almost 40 years ago, a large part of it still
suffers from too static an approach. This is so because a major part of economic theory
is ‘characterised by an abnormal development of static analysis, while the effort devoted
to the dynamic problems has been relatively modest—a paradoxical situation in an epoch
characterized by extraordinary technological, organizational and institutional changes’
(p- 136).

Schumpeter was, of course, an important forerunner in seeing the shift from static pure
competition to the new form of dynamic competition through innovation nurtured by
monopoly profits and creating them in turn. But Schumpeter’s thesis, just like Sraffa’s
attack on diminishing returns, did not conquer mainstream economics, which still tends
to adhere to competition and U-shaped cost curves as suitable building blocks in
traditional equilibrium models. Furthermore, Schumpeter was too restrictive in his
exclusive stress on large, monopoly-like firms (‘concentrated oligopoly’ in Sylos’
terminology), neglecting the more widespread cases of product differentiation (‘differ-
entiated oligopoly’) and ‘mixed oligopolies’ (economies of scale and differentiation),
where small business also can find a place for oligopolistic strategies.

The central role in the analysis of such strategies is occupied by the problem of
price-setting. Price-setting was, of course, also known to traditional economics in the
theory of monopoly prices. But in its static setting this is just an algebraic exercise in
profit maximisation. Price-setting in the field of oligopolistic competition only acquires
meaning in a dynamic setting where costs, barriers to entry, multi-product output and
innovation all enter the picture, which cannot be captured under the rules of short-term
profit maximisation. While Sylos agrees that there is no simple theory of price formation
and that there are many and varying (cyclical and long-term) types of price-setting, he
maintains—and underlines by his arguments—that ‘full-cost’ pricing and other mark-ups
are not just ‘rules of thumb’ but can be shown to be very meaningful in a dynamic
oligopolistic setting.

The study of price-setting is, therefore, a major requirement in the study of modern
trend-cycle analysis, particularly since it is also an important support for income
distribution theory, as Kalecki had clearly seen.! In an empirical examination of Italian
manufacturing prices Sylos arrives at the surprising result that costs plus mark-ups are
important but that demand has a dampening effect on prices because of declining costs
with increasing output and credit volumes.

Sylos is aware, both on the basis of game theory and of empirical case studies, that a
great variety of mark-up and price-setting strategies are possible. But it appears that the
aggregate picture gives rather reliable general results regarding mark-ups and strategy
differences between various sectors. Sylos draws an analogy from physics where we are
confronted with an irregular motion of molecules on the one hand and rigid ‘laws’ about
the behaviour of gases on the other. ‘Macroscopic variables show a regularity that cannot
be seen in microscopic variables’ (p. 147).

Chapters 8 (“The theory of unemployment, too, is historically conditioned’) and 9
(“Technical progress, unemployment and economic dynamics’) dealing with the most

! This aspect of Kalecki’s work is criticised by Sylos as being too concise, ‘but’, he adds, ‘as is commonly
the case with great economists, potentially very fertile’ (p. 146).
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pressing socio-economic problem of cyclical and general development (stagflation)—i.e.
unemployment—which cover almost a third (30%) of the book, are only loosely
connected with the structural edifice of the earlier chapters. More than in other parts the
theoretical and general considerations are supported and complemented by statistical
and econometric material, mainly in Appendices covering 24 out of 70 pages. The
observations on unemployment in these two chapters which try to show the causes and
the variability of unemployment situations—historically and between different
countries—are far too numerous to be summarised in a review article. Let it be said that
they provide many interesting suggestions and viewpoints. Here I can only try to indicate
the bare bones of the main thrust of Sylos Labini’s approach to the problem.

As the titles of the two chapters indicate, Sylos sees his main contribution as fitting
unemployment into his general picture of a dynamic economic progress shaped by
innovation and technical progress and embedded in changing social institutions. In his
view the main existing approaches do not fully meet these requirements. Three
approaches are mentioned: the Keynesian, the Ricardian and the neoclassical. Keynes’s
theory is static and applies particularly to a situation of mass unemployment, unused
capacities and insufficient demand. It can by dynamised but then needs to be supple-
mented by questions of technical change, structural shifts, etc. A certain disaggregation
of the labour force, of prices and economic branches is required. Ricardo, in his famous
chapter ‘On Machinery’, was certainly thinking in dynamic terms with growth, innova-
tion and relative prices all playing a part. But he failed to distinguish between
autonomous and induced innovation, which is important in unemployment analysis. The
neoclassical approach, finally, is in essence static and too much concentrated on the high
wage-low employment connection (substitution).

In his own verbal and econometric considerations Sylos then introduces several
disaggregations with regard to labour (e.g. wage and salary earners), type of unemploy-
ment, industrial structure, economic and cyclical environment etc. But the decisive
factor is that Sylos is not so much concerned with unemployment levels as with changes
in unemployment which are (potentially) taking place continually in a world of changing
relative prices and changing technologies which are themselves part of the ongoing
process, at least as far as induced technical progress is concerned.! This perspective comes
up again and again in his discussions of various aspects of the unemployment question.
The essence around which these discussions are grouped can be shown by the relevant
equations (from a wider and more general ‘simple’ model) which Sylos uses as a rallying
point in his theoretical and empirical considerations.

N=Y-# )
i=k+a¥V+all — P)+b(W—-P_) _, )
N=cV-all.—-P)-b(W-P,)_, (3)
U=LF-cY+a'(L-P)+b'(W-P_) _, 4)

where N=employed persons, Y=output, 7=labour productivity, L=unit labour cost,
P=prices of finished goods, W=wages, P, =prices of machines, U=unemployed
persons, LF=labour force. A circumflex indicates a rate of change.

! With regard to the idea that technical progress and its speed are endogenous and driven by economic
impulses enumerated by Sylos, he writes: ‘For me such a proposition is so important that I consider it as one
of the watersheds between static analysis of exchange and production, considered as natural processes
separated from any institutional set-up, and the dynamic analysis of modern capitalism’ (p. 213).
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Equation (1) shows changes in employment following changes in output and
productivity. Equation (2) shows changes in labour productivity as a result of four
factors. The first term (k) represents autonomous technical progress, a¥ (a>0)
represents ‘Verdoorn’s Law’, i.e. the procyclical change in productivity. The third
term captures the relationship between the growth in labour unit costs and prices, the
fourth term between wages and prices of machines, with a time lag. The third and
fourth term cover induced changes in technology, in the first case ‘static substitution’,
in the second case ‘dynamic substitution’ through a change in technologies. Neglect-
ing k we get from (1) and (2) equation (3) where ¢=1 — ac can be taken as positive
since empirical studies have shown that a<1. Finally, we get in equation (4) the
change in unemployment which can be shown to depend on four general factors.
(The change in parameters a, b and ¢ to a', b and ¢’ is meant to indicate that
additional specific factors have to be considered). The first term represents the
historical-sociological long-term influence of changes in population and labour force
participation (e.g. women). The second term could be called (in view of a) a
dynamised Keynesian factor, the third has a neoclassical ring and the fourth echoes
Ricardo.

As I said before, these are merely the bare bones. The flesh consists of several sections
dealing with such themes as Keynesian and present-day unemployment, flexibility,
working hours, American and European developments, etc. whose influence is discussed
on a broader plane which cannot be easily subjected to a strict theoretical framework.
Sylos can not, of course, offer any startling new therapy against unemployment. What he
suggests is an activist approach on several fronts with the aim of speeding up economic
growth, increasing the flexibility of the labour market, giving support for the growth of
small firms and self-employment, and strengthening research and higher education.
International coordination, monetary reform, aid to the Third World, etc. can all play a
part in this task of reducing unemployment.

The final chapter of the book (‘ “Capitalism, socialism and democracy” and large-
scale firms’) is separate from the rest of the book. Based on a paper given to the
Schumpeter Society, Sylos here takes Schumpeter’s ideas as a starting point to consider
institutional prerequisites for an innovative economic development. He agrees with
Schumpeter that concentration has played and still plays an important role in this
respect. But he adds two critical modifications. With regard to Soviet-type socialism
Schumpeter was too much impressed by developments parallel to those in the West as far
as concentration, bureaucratisation and organised research is concerned. He therefore
overestimated the innovative vitality of the system. It should be seen that a continuous
process of innovation requires a constant search for improvements on the spot by ‘free’
managers, technicians and workers.

The second observation points out that Schumpeter neglected the role of small
business in the innovative process. The important division is not between small and
big firms, but between an innovative and a ‘static’ sector. Within the innovative sector
both small and big firms have a specific role to play with mutual relations and dynamic
shifts. The time-honoured problem of the ‘optimum size’ of firms should be replaced
by looking for the ‘optimum composition’ of the industrial establishment period by
period.

What on earth makes a person willing to choose the study of economic theory and
policy as a life-time occupation? After all, there are more amusing activities than study of
the ‘dismal science’. I think that there are four main reasons for such a choice: (i)
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attractive career opportunities; (ii) a social engagement inducing one to look for ways and
means for making a better world; (iii) the intellectual challenge to master the intricacies
of sophisticated theoretical structures connected with academic economics; and (4) the
intellectual challenge to select and design suitable theoretical and applied models which
can help to ‘explain’ a dynamic and chaotic economic reality. In my opinion, Sylos Labini
clearly falls into groups (ii) and (iv). This means that his work has many faces and cannot
be easily presented as a unified, rounded theory which one accepts or rejects. Reading his
essays can be accompanied—depending on one’s experiences and idiosyncrasies—by
many ‘ayes’, some ‘noes’ and several ‘perhapses’; but one thing is certain: they are always
relevant and stimulating.
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