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1. Partial productivity and total productivity

In recent years there has been a great increase in theoretical
studies and empirical surveys on productivity, which in relation to
a given firm, a group of firms or the whole economic system is
provided by the ratio of the results obtained by the productive pro-
cess to the means employed to achieve them,

It is easy to understand the interest shown in these studies
— especially those on the level of countries -— when it is recalled
that in the postwar period from a quarter to ahout a half of the
overall increment of production in several western countries was
due to the increase in productivity (x), and that at least 50 per cent

(") This article dllustrates synthetically the main conclusions reached by the writer in
his volume Produttivitt ¢ distribuzione del reddito in Italia nel periodo rg51-63, “ Annali di
Statistica , Serles VIII, vol, 135, gqth year. Readers are thetefore referred to this work for
a2 more extensive treatment of the various subjects examined. The results obtained inust be
regarded as provisional and subject to corrections and improvements, owing, in particular,
to the new series of natianal accounts which the Central Institute of Statistics is now
claborating, also an the basis of the results of the matrix of the Italian economy for 1939
published recently,

(1) Cf. E.D, Doxar and other writcrs, Economic Growth and Froductivily in the
United States, Canada, United Kingdom, Germany and Japan in Post War Period, * The
Review of Economics and Statistics ”, February 1984,
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of the extraordinary economic growth achieved by the United States
from the beginning of the present ceatury until today is also cx-
plained by this increase (2).

In the case of an entire economic system or of some of its
sectors, the ratio of the overall value of goods and services produced
in one unit of time to the volume of labour employed to produce them
provides the measure of so-called “ labour productivity ”, which could
better be termed “output per unit of labour ”. Similarly, the ratio
of the overall value of goods and services produced to the capital
employed to obtain them provides the “ capital productivity ”, or
better, the “ output per unit of capital ”. In these cases it is a ques-

“tion of geveric, partial productivity measures, in the sense that, on

the one hand, they consider apart from each other the two main
factors on which production depends, and on the other, they are
based on the entire value of production and not merely on the part
of it which flows to. labour and capital respectively. . '

In order to avoid the misunderstandings and disadvantages
inherent in partial measures of productivity, recourse can be had to
the concept of total productivity, by which one. refers not merely
to one only of the main factors of production — labour or capital —
but to both these factors jointly. If between a determined base year
and the following year production has grown more than would bave
been warranted by the pure and simple increase of the quantity of
labour and capital - employed, while maintaining the partial pro-
'cluctivities of the basc year, this means that total productivity has
increased. In other words, it means that the technical progress factor
has enabled every unit of labour and every unit of capital to be
utilized more efficiently in the productive process (3).

) ('—:) J. W. Kenorick, Productivity Trends in the United States, N.B.E.R., Princeton
University Press, 1o, p. 62. ’

atter (51’5) 3211 tf: oprcglsc njeaning (.)f ;chulngz:s in prod-ucﬁivit‘y,. on factors that influence the
the f;]lowin N ;l ¢ uses and limitations of‘tl.]e productivity cencept, cf. among others,
iy ILog Lo:' st ] W, Kennrick, Produc.n;wfy Tyends, etc., op. cit., pp. 6, Io, II,
o -I- s uccrsa.v.rsement de la plrodmtmte dans if*: indusnies de transformation,
Edizion,i sgc?:;tig}silg-_tgrﬁ. Graziant, Seifuppo del Mezgogiorno e produtivitd delle risovse,
I p;—o([m;g,,,'lm ?2:,.N3Ples,. 1964, pp.‘ 37-554 'Co..\u'r.i.'ro NAZIONALE: perLa ProbDuT-
No. 15, Doretar {;’ ,_qreI i sviluppa dell’ eeonorsin italiana, * Produttivitd ?, Year X,
tivin, Diwsburg U .95)’. art I, pp. 1059-86; R, L.M‘RICHMAN, Corso di misura della produt-
. g University, U.S.A., Dtalian translation edited by the C.N.P., Rome, 1953.
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Technical progress results from the action of manifold factors,
among which the following may be regarded as the most important:

(a) the shift of productive factors, i.c. of available resources,
from scctors with low productivity to those characterized by high
productivity ;

(b) the transfer of resources from backward regions to the
more developed regions, where factors often give higher returns;

(c) the qualitative improvement of resources and primarily of
the labour factor;

(d) the achievement of © increasing returns” determined by
the fact that output increases are sometimes more than proportional

to the increases of the factors employed in production, owing to the

widening of the market and the increased division of labour;

(¢) technical progress in the strict sense of the term, which
largely arises from previous investment in scientific research and is
reflected in a Aow of new inventions, new techniques, new many-
facturing processes, and so on.

2. Measures of total productivity

In calculating total productivity during the last decade, various
writers have used an index based on the ratio of the output actually
achieved in a given year to the theoretical output that in the same
year would have been obtained by assuming that the specific pro-
ductivities of labour and capital had remained equal to those of 2
previous year chosen as a reference, and that, therefore, production
had increased only in consequence of the increase of labour and
capital inputs.

Using symbols, by indicating with Y* the theoretical output
and with Y the rcal output (with subscripts T and o showing,
respectively, the given period and the base period), the index olp,
of total productivity at the given period, with reference to the base
period, is:

Jdp, = Y, 1 Y¥

in which Y¥ is providcd by:
L,

. Kip
Y* =4 Y, —~ +8Y i3
! ULO' ; 0IQOI}O
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In this expression (4) Y, indicates the product of the base year;

L .
L the index of variation of the units of labour employed; Iélp 0
0

the index of variation of capital at base period prices (5) and « ::Egl
§=1-—q the shares of income distributed respectively to labour and
capital.

Anf)'t'hcr method, proposed by Solow (6), for measuring total
productivity is based on the following production function :

QZF(K) L, t)

in which Q is the product; L is the labour input (measured in terms
of man—hour.s or man-year); K is the capital input; t is the time, this
latter a variable, which serves to express the effects of technical
progress on production.

If we assume that technical progress is “ neutral ” (namely, that,
leaving the marginal rates of substitution untouched, it shows itsclf
through a variation of the product obtainable by a given combination
of factors) the preceding equation can be written in the form:

Q = A9 - f(K, 1)

Now, if we write:
Q) : )
9= (output per unit of labour)
1 . .
k = T (capital per unit of labour)

and admit: (1) that the aforesaid function is linear homogeneous,
?amely, that the returns to scale are constant; (2) that the prices of
actors are equal to the respective marginal outputs, in other words

. d{;;;&fu ::Z,:: ;h; ?1ypczﬂllc_scsl0n.wh'lch thi.s expression is based, <f. G. px Mro, Produdtinitd
de aEfidzxo in Italia nel periodo 195r-63, op. <it., p. 21,

symbofss) éﬂ th;: dra;o thé elimination af the factor p, has not been made because the

Tkp, 2 nl(Il)nEk npo.Shou[d,.acco-.rdmg to the rule, be substituted by the aggregates
Pyt Which provide the monetary values of the capital at constant prices.

(®) R, M, Sorow, * Techni
. « Borow, ical Change and the Aggregate Production Function®, Tihe
Review of Economics and Statisties, August 1957, B T
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that. the market is competitive, we can show that the f-olIowing
relationship holds good: ;
AA Aag Ak

sAa 28 g nn

A q

~ This formula enables us to calculate the relative variation in
fechnical progress from one year to the next as a result of the relative
variations of the output per unit of labour (q) and of capital per
unit of labour (k), as well as of the fraction of output distributed

to capital (B).

3;: Distribution of income to factors

Before illustrating the main results of our investigations, it is
well to :deal briefly with the ascertainment of shares o and B=1 —a

of-net.income which have flowed respectively to capital and labour -

duting the period considered, This ascertainment, besides constitut-
ing the essential presupposition for measuring total . productivity
variations, has also an interest of its own because of the growing
economic and social importance in modern society of the subject
of income distribution to production factors. ,

It is no longer necessary to illustrate in detail the criteria tha
can be followed in determining the fractions or shares of income
which flow to labour on the one hand and to capital-enterprise on
the other, We will recall only that in our investigation — sirnilarly
to the practicc followed by other writers -— the hypothesis was
accepted that the unit labour income attributable to independent
workers is equal to that of dependent workers of the same occupa-
tional categories (7). _

The percentage shares of labour income and capital-enterprise
income for the individual years are given in table 1. Even when
all the causes of uncertainty and inaccuracy inherent in investigations
of this kind are borne in mind, one fact emerges clearly from thesc
data, namely, that in the casc of the whole private sector (excluding

buildings) the share of income going to labour (dependent and inde-

(7} As to the reasons that justify acceptance of this hypothesis, of.- G, pr. Mso,
Produttivitd, etc., op. <it., § 2.3 -
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Pc’ndent) has as a whole been greatly increasing over time.. In fact,
it rose from 74.1 per cent in 1951-53 to 77.5 per cent in 195456,
to 8o.1 per cent in 195759, to 78.6 per cent in-1960-62, finally soar-
ing to 84.4 per cent in 1963. The opposite trend, as is obvious, was
registered by the share of income going to capital-enterprise, which
underwent several fluctuations and fell from about 26 per cent in
1951-53 to 15.6 per cent in 1963. ' - '

) . . ) ] FABLE 1
PRRCENTAGE SHARES OF LABOUR INCOME AND CAPITAL-ENTERPRISE. INCOME
WITH RESPECT TO TOTAL NET PRIVATE DOMESTIC TNCOME (YEARS 1951-163)

) Overall non-
Agriculture Industry Services agricultural
sectors

“Whole of
v private sector
ears

Capital- Capital- B e R -

Lag*(;“r e Lﬂ{l‘)*()mr cater. Labour c::ﬂ‘éfl Labour Cj‘[')’t’ctf" Labour C:Iﬁxet:l-
se i " 5 ) . ) )
prisc prise * prise * prise ™ =

1951 63.8 | 362 | 69.5 | 305 | 85.3 | 147 | 75.3 | 24 | 758 | 2Bz
1952 668 | 332 | 749 | 252 1 854 | 146 | 8.0 | 213 | 75.4 | 24.6
|, 1953 629 |-3p.1 | 77x | o229 | B5.6 | 144 8oz | 15 75.2 24.8 -
1954 66.3 | 337 | 787 | 213 | 850 | wx | 815 | 1B5 | 773 22.7:
1955 64.6 | 354 | 79X ] 20 [ 83.5 | 165 | 808 | 12 | 6.4 | 22.6
1956 70.5 | 29.5 | 806 | g | B3.4 | 166 817 | 183 | 484 | ant
1957 0.9 | 29.1 | 80.3 1.7 1 84.5 | 155 | B20 | B0 | %9.4 | 2006
1958 20,0 | 0.0 | 80.8 19.2 | 8.4 | 12,6 | B35 16,5 | 8oz | 19.8
1959 org | 281 | 9.3 1 207 | Boaa | 109 | 831 | 160 | 806 | 1944
1960 60.6 | 3.t | 786 | ara | 842 | 158 | 808 | m.z] 785 | 21.4
1961 62.1 | 379 | 985 | 213 | 862 | 138 | 816 | 184 | s | 22
1962 507 | 40.3 | 8207 | 173 | 8.1 | 1rlo | 848 | -u5.2 | 0.6 20,4
1963 64.0 | 360 | 884 | 106 | 902 | ¢.8 | 801 [ v0.9 | B4y | 156

Average

1951-63 | 66.4 | 33.6 | 79.1 | 20,9 | 86.0 | iq0 | 82.8 | 182 | #81 | 219

® Dependent and independent labour.

Over the whole period 195153 the share of Jabour income
reached an average of 66.4 per cent for agriculture, 79.1 per cent
for industry, 81.8 per cent for the non-agricultural sectors (industry
an.d services), 86 per cent for services and 78.r per cent for the
private scctor as a whole. These- differences between the various
sectors can, at least in part, be explained by the fact that the share
due to: labour obviously tends, ceeris. paribus,.to be lower in sectors
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(agticulture, for example) where capital intensity, i.c. average capital
er worker, is high, and vice versa.

What in ltaly are the main causes of the increase in the share
of labour income during the period in question? It seems that they
can be attributed primarily to two factors: the first is the progressive.
rise over time of unit labour earnings; the second is essentially con-
nected with the shift of labour forces from the agricultural sector
(which is marked by relatively low wages and high capital intensity)
to the secondary and tertiary sectors, where capital intensity is lower
and wages are relatively high.

4. Dependent labour income, and saving

Have the changes occurring in the last few years in Italy in
the fraction of dependent labour’s income and in the level of real
wages influenced in any way the share of income transferred to
saving? '

In an endeavour to reply to this question, we have also shown
(chart 1) the relationship between the average labour income of
dependent workers present in Italy expressed in 1954 lire (baving
used as deflator the index of consumer prices) and the percentage
share of saving with respect to disposable income, this saving like-
wisc valued at 1954 prices. From an cxamination of the fitting
line (8) for the years 1952-61 it appears cvident that for this decade
a linear relationship seems to exist between average income level of
dependent workers (wages) and the average propensity to save; the
only years not subject to this regular trend are 1951, 1962 and 1963
in which one seems justified in supposing that exceptional circum-
stances exercized an influence.

As regards 1957, it can be stated that the high share of saving
is to be attributed, partly at least, to the favourable state of business

created by the war in Korea; this enabled huge profits to be made

and therefore a rise of the percentage share of capital income on
the net domestic product (9).

{#) The interpolatory equation results as: Y= —8.842+0.045 X,

{g) In fact Siesto (V. Simsto, Sulla distribuzione del reddito ai fatiori produttivi in
talia negli anni rg5o-59, in “ A della XX Riunione della Societd Italiana di Statistica ”,
Rome, 1960, pp. 27-28 of the offprint) finds that for 1g51 the percentage of incomes from
capital (defined as the sum of the interest, rents, dividends, corporate savings, dircct taxes
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 As to the years 1962 and 1963, it seems that the cxecptional
circumstances that caused the decline in the average propensity to
save must be found in the sudden and substantial increase of yreal
wages beyond the productivity limits; this in its turn caused a reduc-
tion of all remaining incomes — labour incomes of indcpcndcnt

Coarr 1
RELATION BETWEEN THE SHARE OF SAVING WITH RESPECT
TO DISPOSABLE INCOME AND THE AVERAGE LABOUR INCOME
OF DEPENDENT WORKERS (THE INTERPOLATION 1S LIMITED
TO THE YEARS 1952-1961)
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workers, and incomes, interest and profits of one-man firms and of
companies, all of which, but especially the latter, are one of the
main sources of saving,

5. Output per unit of labour and per unit of capital

To' gain a good idea of the productivity of the Italian economic
2??;1]? it is best to begip by considering the “ generic productivities ”
e our and capital, 1.c.'thc output per unit of labour (c.ul.) and

output per unit of capital (o.u.c.), which are represented in abso-

of the compani ital i
panics and of the capital incomes of the public administration) with respect to the

net domestic product 1 i i 2
decads o059 (H.G?/ls).apprcclably hlghgr (1.3.2/2, than the average percentage of the entire
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Jute value for the individual sub-sectors (agriculture, industry, ser-
vices) and for the whole private sector in chart 2. Table 2 gives
the corresponding index numbers, with basc 1951=100.

As regards the absolute levels in 1963, it should be emphasized
that industry is the sector where both the output per unit of labour

Caanrr 2.

OUTPUT PER UNIT OF LABOUR AND PER UNIT COF CAPITAL AT 1954 PRICES
{years 1951-1963).

QUTPUT PER UNIT OF LABOUR OUTPUT PER UNIT OF CAPITAL
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and the output per unit of capital reach the highest values; the
cervices follow, for both types of productivity, and then comes.

agriculture.
As to the changes over time, it is best to consider the two types
of generic productivity separately. :
The most substantial increase of o.ul. between the initial and
the final year was registered in agriculture (+107.3%) followed

by industry (-+98.5%) and services (+45.5%). The large increase
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TABLE 2
INDEX NUMBERS OF OUTPUT PER UNIT OF LABOUR AND PER UNIT OF CAPITAL
RBY SECTOR OF LCONOMIC ACTIVITY, FOR TEIE YEARS 195163
(Base: 1951+ 100)

Yeass Output per unit of labour (¥:L) Output per unit of capital (Y:K)
Agriculture | Iadustvy Services Overall | Agriculture | Industry Services Overall

s 2 3 4 5 6_ 7 L
1951 100,0 100.0 100.0 100.0 100.0 100.0 100,90 100.0
1952 103.6 103.0 99.2 102, 100.5 103.4 g8.9 101:4
1953 11,3 1119 1015 1I3.0 111.8 I12.% 100.5 104.0
1654 113.9 121.T 102.1 116.4 102.% 123.0 G9.7 1.3
1955 124.5 128.4 104.2 124.2 108.1 131.3 100.0 116.5
1956 125.2 133.0 105.1 127.9 104.3 136.4 9.2 117.5
1957 128.5 13G.0 107.0 ¥33.0 102.7 1.43.0 98.4 119.9
1958 150.0 141.4 100.5 140,3 115.6 146.2 93.7 124:1‘
1959 158.8 152, 109.5 149.9 T16.7 159.7 5.9 130.2
1g60 156.2 166.0 119.6 160.9 108.1 175.3 08.4 134:7
- 1961 178.5 196.6 126.3 175.1 114.5 185.8 g8.1 140.9
" 1962 193.T 189.3 136.0 90,0 1134 194.9 96.7 144'3
1663 2073 198.5 145.5 203.4 08.6| 199.8 ] . g5.1 144'.7

of q.u.l. in agriculture must be attributed both to the progress achiev-
ed in the productive process (use of agricultural machinery, selected
sceds, the anti-parasite campaign, and the like) and to p’rimaril
the vast exodus of a good part of the under-employed ;griculturZi
workers, Wl’%(] were gradually absorbed by the other sectors. The
progress achieved must therefore be attributed not so much to a true
and proper increase in the sector’s efficiency as to, so to speak, a
progressive e{limination of the inefficiency that existed, in large p’art
Zoi?e?tcdl wrd{ gnder—cxnploymcnt. The relatively slight increase of
ol in the services sector finds an explanation when it is considered
aﬁ:t’gggmt.gff si‘cto‘r s very nature, the productivity gains it registers
oo gener Zr 01;n11ted, due to the fact that many of its activities
dors hairdfcq:c rsamicrvmes d(such as those of professiona] men, tra-
improvemené o ’efﬁ Crlic;f and so op) and dg not admit of any notable
e oo S C}Ll over time, In 1ndustry, on the contrary,
widey e m;;ch'e introduction of new productive means, the ever
of onl oA inery, and so on chult in a very substantial increase
s act has happened in laly.
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A very different trend was, instead, displayed by the output
per unit of capital, which between 1951 and 1963 increased by 9g.8
ver cent in industry and 8.6 per cent in agriculture, whereas services
actually registered a decrease of 4.9 per cent.

When the increases of output per unit of capital are compared
with those of per unit of labour, it is seen that in industry the
increase of o.1l, was almost equal to that of o.u.c.; in agriculture
a big increase (107.3%,) of oarl, corresponded with only a very
limited increase (8.6%) of ou.c.; while in services an increase in
oul. of 455 per cent was accompanicd by a slight reduction
(4.9%) in om.c. Taking the sectors as a whole, the increase of out-
put per unit of labour (103.4%,) was about two-and-a-half times
greater than that of output per unit of capital (44.7%)-

6. Total productivity

Table 3 and the corresponding chart 3 show the total produc-
tivity increases (or technical progress in the sensc previously ex-
plained) for the economic sectors considered, computed with the

method suggested by Solow.

CHart 3

INDEX NUMBERS OF THE ITALIAN ECONOMIC
SYSTEM'S TECHNICAL PROGRESS BY SECTOR OF
ECONOMIC ACTIVITY FOR THE YEARS 1951-1963

{Base: 1951==100)
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As can be seen, between 1951 and 1963 total productivity rosc
by about 103 per cent in industry, go per cent in the combined
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INDEX NUMBERS Of TOTAL PRODUCTIVITY IN ITALY Tante 3
BY SECTORS OF ECONOMIC ACTIVITY
(Base: 1951=100)
] Overall non-
Years Agriculture Industry Services agi;:ultﬂt?ari g::;g
- , sectors sector
1951 100.0 100.0 100.0 00,0 100.0
1952 102.6 103.2 99.3 1015 102.%7
1953 136.6 112.6 01,4 167.9 112.3
1954 109.8 122.4 101.9 113,47 115.3
1955 1182 1301 103.% 118.9 122.5
1956 117.2 135.0 164.5 122.0 125.6
1957 118.6 T41.4 165.9 126.2 130.1
1958 136.8 144.0 164.9 127.3 1.36.9
1959 142.6 156.3 1077 ¥35.4 145.8
igbo 338.2 I71.X 116.8 147.6 155.4
1961 153.6 181y 122,4 155.8 167.8
1962 160.4 194.0 130.3 166.0 179.5
163 163.8 202.9 137.9 174.2 180.6

sectors, 64 per cent in agriculture, and only 38 per cent in services
The rise in the index was fairly regular for the combined sectors
and for_ industry, whereas for agriculture there were substantial
fluctuations that can very probably be attributed primarily to ups
and dov'vns in agricultural production. The notable increase of total
productivity in the agricultural sector — as has already been observed
In connection with the output per unit of labour — must be attri-
buted only partly to technical progress and mainly to the exodus to
other sectors of vast numbers of under-employed farm workers and
the c':})'nscqucnt big reduction in the volume of labour employed.
- t}: at;(;idlfcsé Itncr;asc.of total productivity in the services sector
ey ey o the circumstance alrcady mentioned that in this
oo n:vennons and improvements in organization and in
Cuctiviy incg:aeszr‘ls can make a far less marked contribution to pro-
Sologv‘]l(i 0()iafta 1nhtablc 3 can be compared with those arrived at by
0) for the whole of the American economy (excluding agri-

(10) R. M. Sovow, Technical Change, etc., op, cit,
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culture and the public administration} in the period 190g-49, using
the method he propased and we, too, have followed. We obscrve
first of all that in the case of the United States the index of total
productivity between the initial year and the final year moved from
100.0 to 180.g¢ that is, in a period of 40 years it showed an increase
fittle above that registered in the same sectors in Ttaly between 1951
and ‘1963 (174.2).

The increase in the United States’ index of technical progress
corresponds to an average annual compound increase of 1.53 per
cent, a value that comes out about three times smaller than that
registered in Italy (4.73 per cent) in the period 1951-1963. This
means, as was said, that the non-agricultural sectors of the Ttalian
economy achieved during this period productivity gains more of less
equal to those obtained by the same sectors of the United States’
ccotiomic system over a period about three times as long. Adwit
tedly, this great difference in results must largely be attributed to
the initial low productivity level of Italy’s cconomic system, which
enabled far greater increases to be made than those possible in an
economy that was already well developed.

Less rigorous — but nevertheless not wholly without signifi-
cance — are the comparisons that can also be made between Italy
and other countrics where the method used differs from that we
have adopted, A case in point is the increase in the index of total
productivity of factors calculated for France by Vincent (11). One
can infer from this index that the average annual compound rate
for the years 1949-62 is equivalent to 3.52 per cent, namely, it comes
out considerably lower than that for Ttaly for the period 1951-62

(5.48%). In spite of the reservations that must be kept in mind

when. comparing the two aforementioned rates — both because of
the different methods used and because of the slight difference in

(1x) For his measure of total productivity L. A, Vincent uscs series taken from the

national accounts or estimated personally by bimself., The index of final gross production
is obtained by meking a weighted average of the indices relating to production intended
for (a) the households; (5) Snancial administrations and institutions; {(€) gross capital forma-
tion; {d) exports. The weights are given by the corresponding values of 1056, In the

case of labour, Vineent determines a weighted average (with weights given by the hourly

costs of 1936) of ¢he indices of the hours worked in agricultare, in the non-agriculwural firms
and in the state civil administration, Finally, as capital the writer uses an index of amortiza-
tions and one of consumption of imported intermediary goods, weighted with the respective
wvaltes for the year 1956, For further details sec: L. A, Vincent, ® La productivi pationale
en Frauce ™, Etude et Conjoncture, Juiy 1963, ’
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the period examined — it is clear that total productivity has in
recent years grown in Italy at a quicker pace than in France.

_ Anoth_er comparison that can be made — always with the reser-
vation deriving from the different methods of computation used —
rcl'atcs to the agricultural sector of Italy and the United States, In
this COI’{D'IICCtiOIl one can consider the indices of total agricultural
productivity computed by C. O. Meiburg and K. Brandt (12) who
got out the ratio of agricultural production indices to indices of the
global input of productive factors. The average annual compound
rate of productivity increase in agriculture in the United States for
thcfperiod 1948-57 comes out substantially lower (3.70%,) than that
registered in Italy over the years 1951-63 (4.20%,). This comparison
too, therefore shows that the progress made in Italy has been swiftf:l.3
than that of the United States.

7. Total productivity in the various areas of ltaly

.D-uring the period we are examining the increase in total pro-
dt%ctmty was not uniform throughout various areas of Italy, and
t}'11§ must clearly be attributed to the different sociai-economic, con-
ditions existing between one arca and another. Table 4 gives the
average annual (simple) percentage rates of increase in total pro-
ductivity in the various areas and the different sectors. 7

We see, first of all, that the highest rate for the three sectors
as a whole was registered not in No. I area but in No, II. This
can be explained by the different pace of increase experienced by
agricultural productivity. In North-West Italy, in fact, the agricul-
tural sector had already made considerable progress by the beginning
of the period examined, hence possibilities for increasing further its
productive efficiency were rather limited, By contrast, in the agri-
-lcult.urc. of the other two areas many possibilities existed at tEhr:—:
bt‘glgnmg of the period of improving productivity, above all because
of w1despread. under-employment and “ concealed unemployment ”
lcilzhe fural dl_st.ri.cts.‘ This explains the rather high increase of agri-

ural productivity in the north-castern, central and southern areas.

——

oo %{I;)BC S MIEIBU[(G and'K. Branwr, Agricalinral Productivity in United States r870-1960
arch Institute Studies, Stanford University, Vol. I, May 1g6z ’
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Tasty 4

INCREASE OF QUTPUT PER UNIT OF LABOUR ATTYRIBUTABLE TO CHANGES
IN CAPITAL INTENSITY AND TECHNICAL PROGRESS BETWEEN 195r AND 1963
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- TaBLE g
AVERAGE ANNUAL (SIMPLE) PERCENTAGE RATES OF INCREASE
IN TOTAL PRODUCTIVITY BY AREAS AND BY SECTORS
OF ECONOMIC ACTIVITY (YEARS 1051-1963)
{ Arcas l
B @ North- | ()
k Sectors (T) North- | Bast and Southern fraly
West Italy Central Traly and
\ \ Ttaly the islands
Agriculture C e 2.5 5.6 4.8 4.4
Industry ‘ 6.6 6.4 4.4 6.1
Services . . i 2.9 2.5 3.0 2,8
Whele of private sector . . . ! 5.5 l 5.8 4.7 5.5

{percentages)
‘ Changes due to .
Sectors - . -

' Capital Technical Both
B 77% intensity progress oth causes
Agriculture 24.8 75.2 100.0
Indhstry : — 2.2 102.2 100.0
Services i 12,2 87.8 100.0

|
Overall l YN 92.9 i00.0

In the case of industry the most rapid pace of increase in pro-
ductivity was in area I, a clear sign that, in secondary activities,
an already-developed productive structure provides the basis for
further progress; this is confirmed by the relatively slow expansion
of industrial productivity in southern Italy and the islands.

Finally, the expansion of productivity in the services sector was
rather slow in all three areas compared with what occurred in the
other two sectors that produce goods. This is a phenomenon mainly
attributable, as already mentioned, to the nature itself of the sector.

8. Technical progress and capital intensity as decisive factors in
the increase of labour productivity

The indices of technical progress (or total productivity) enable
us to determine what part of output per unit of labour is attributable
to changes of capital intensity (.. of capital per worker) and what
part, instcad, s to be ascribed to changes in technical progress itself.
The composition percentages for the three sectors of cconomic activity
and for the private sector as 2 whole are given in table 5 and relate
to the entire period 1951-63.

As.can be seen, the weight of technical progress in determining
the increase of output per unit of labour was about three-quarters

in agriculture, a little less than pine-tenths in services and mor¢

than 100 per cent in industry, where capital intensity slightly
decreased.

9. Disaggregation of technical progress
. The overgll technical progress of a group of sectors can be
disaggregated in its three components, in accordance with 2 method

proposed by B.F. Massell (13):

(1) intllra-sectoral technical progress, i.c. arising from true and
proper technical progress achieved within the sphere of the indi-
vidual sectors considered;

' (2) inter-sectoral technical progress, due to reallocation of
capital between the various sectors;

(3) inter-sectoral technical progress, duc to reallocation of
labour between the same sectors,

For th}i whole Period 1951-63 these three components have had
th(? following relative weight in overall technical progress of the
private sector:

Intra-sectoral technical progress (ys)
e e e . . . 85.6°
Inter-sectoral technical progress (I’K +y - . L. 12.44)
of which for shifts of capital (yz) . . —057%,
for shifts of labour (yo) . . . . 15.1%

(ys -+ ye+yr) 10009,

—_—

(13} B.F, Massuia, “ A Disa i i
Poliiical Economy, December xgﬁfaﬁgr;f;fed Yiew of Technical Ghange ™ The Journet of
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The greater part of the technical progress achieved in the period
was therefore due to a greater efficiency of productive activity within
the individual sectors, The circumstance that yx is very small and
negative whercas yu. is relatively large goes to prove that inter-sectoral
technical progress was determined primarily by shifts of the labour
forces, while the shifts of capital had a negative influence, or rather,
bearing in mind the smallness of the absolute value, acted on the

expansion of the Ttalian economic system to practically a nf:gligible
extent,

10. The capital-output ratio

Taking as a basis the serics of national income, investment and
capital stock — all expressed at constant prices — it is possible to
obtain those characteristic indices of a country’s economic structure
represented by the marginal and the average capital-output ratios.

As is known, the marginal ratio is generally obtained by divid-
ing the increment of the capital stock in the year # (an increment
that coincides with net investment of the same year) by the increase
of income produced in the following year. In this way one assumes
that the investments made during the year z all begin to yield an
income during the year 7+ 1: this-is an assumption that can turn
out to be very far from reality. On the other hand, it is difficult
to make in this connection hypotheses that are not arbitrary, at least
to some extent, since available statistical information is insufficient to
establish how long a period must clapse before various kinds of
investment actually yield returns.

Tt must also be borne in mind that, other circumstances being
equal, the marginal capital-output ratio tends to change over time
il the interpal structure of investments alters, Thus, if there is an
increase in the relative importance of investment in the sectors where
the capital-output ratio is relatively high (infrastructures, iron and
steel industries, chemicals, etc.) while the fraction of investment
diminishes in those sectors where that ratio is low (as in certain
manufacturing industries), the ratio relative to the whole economic
system tends to increase, and vice versa.

The marginal capital-output ratios calculated with reference to

successive years almost always turn out to be exceptionally erratic.

This happens because of the imperfections often found in basic data,

- ) NBER, Princeton University Press, 1961, p. I0.

Productivity and the Distribution of Income te Factors in Ttaly (1951-63) 59

because of the changeable composition of investments (among which
as was said, there are some that give an immediate return and oth.crs,
that take a long time before showing any return) and because
finally, the increase of income perhaps depends far less on the in.
crease of capital stock than is generally supposed.

For these reasons it is difficult to single out a reliable funda-
mental tendency of the ratio in question. We will therefore deal
very briefly with the marginal ratios we have obtained, dwelling
fonger on the average ratios.

The marginal capital-output ratios we have calculated for the
Wl_lolle of the Italian economy show values thac fluctuate between a
minimum of 1.47 and a maximum of 4.99; the average for the entire
petiod is 2.5 This value is one of the lowest found compared with
other countries. In fact, for the United States this ratio was about
3.3 in the decade 1919-1928 (14), while a ratio of about 3.0 (1926-30)
and about 2.4 (1946-55) was found for Canada (15); of about 3.0
(1928-37) for the Soviet Union (16); and finally of about 2.6 (1920-37)
for Japan (7). Besides, Kuznets (18) has found that in the United
States the marginal capital-output ratio, which was about 3.2 around
1870, rosc to 3.6 in the twenties, but fell to 2.9 in the decade 1935-45
and to 2.5 in 1946-55.

Although a low marginal capital-output ratioc can result either
from insufficiently mechanized productive techniques or from a
high efficiency of the economic system, it seems there is geod reason
to believe that in the case of Italy the low value of this ratio is due
to the latter cause, more especially because in the years 1951-63 she
passed through a period marked by strong expansion with increasing
returns, made possible mainly by the introduction into the productive

process of large quantities of productive factors only partly utilized
previously, '

. (1.4) W‘. Feuwen, Long ferm Tendencies in Privaie Capital Formation, ® Long-Range
Economic Projection *, Princcton, 1954, p. 275 et seqq., Table 1, col, 4, p. 306.
Roval ((I:S) W.. I.'IOOD and A, Scorr, Qutpui, Lebor and Capital in the Canodian Ecomomy,
¥l Commission on Canada’'s Economic Prospects, 1957, p, 257 ct seqq.
Ren (16) A, ECKS'I."EIN and P, Gurmaw, © Capital and Output in the Soviet Union 1928-37 ",
viewr of Economics and Statistics, 1956, p. 436 et seqq,
of B (17) G. Ramss, “ The Capital-Output Ratio in Japanese Economic Development ”, Review ’
conemics Studies, 1958-59, p. 23 ct seqq. .
(18) 8, Kuzners, Capitel in the Amevican Ecomomy, its Farmetion and Financing

L3




6o Banca Nazionale del Lavoro

As to the average capital-output ratios (19) — which obviously
coincide with the reciprocals of the outputs per unit of capital with
which we have already dealt — table 6 shows that they possess a
notable stability over time (a stability which the corresponding mar-
ginal ratios are far from possessing), though they display a manifest
tendency towards decrease in agricalture, in industry and in the
whole private sector, and a slight increase in services and in build-
ings. In the case of the whole private sector there was a substantial
saving of capital, as shown by the reduction of about 32 per cent
in the capital-output ratio. But this average reduction is the result
of very different behaviour by the various sectors, since whereas for
agriculture and industry there was a respective reduction of the ratio

{1g) For a given economic system, the ‘average capital-output ratio tends o change
over time primarily because of the following factors,

"The first is cleatly technical progress, namely, that ensemble of favourable circumstances
which enables a production to be cbtained greater than that which could be expected solely
from the effect of increases of labour and of capital inputs,

The sccond factor is linked with the longevity of the capital goods produced, which
consist of durable geods with an average life generally longer than thai of other consumer
durables and non-durables, Now, the percentage of durable goods in general and capical
goods in particular s netably low in underdeveloped countries beeanse of the difficulties
they meet in diverling from consumption part of the income produeed in order to transfer
it to saving. It is therefore clear, at least in a first phase of economic growth, that it is
the increase in the average life of the capital goods introduced into the productive process
that determines an increase of the capital-output ratio.

The third factor that influcnces. the varjations of the average capital-output ratio
relates to where new investraent is to be used, In fact, investments in infrastructures (roads,
raitways, ete) have a productivity in tcrms of income far lower than that arising from
investment n manufacturing industries, 'Therefore the fact that during a certain period a
high fraction of investment is intended for infrastructures tends to raise the capital-output
ratio, and vice versa,

On the basis of the preceding consideration a theory of economic growth has been
formulated which is based just on the variations in the capital-ontput ratio over time, and
is said to have been comfirmed by the historical experience of various countries (cf, in this
conpection R, Bicame, ¥ Produrtivith del eapitale ¢ sviluppo economico *, in Mercurio, year V,
No. 11, November 1962, p. 36). According to this theory, the capital-output ratio is not a

constant in the various phases of economic growth, as was thought somme decades ago, To -

be specific, the capital-output ratio is said to be low in a first phase of cxpansion, that is,
when the economic system in characterized by an abundance of manpower and a scarcity
of capital; while in a second phase it is said to be highet, primarily because of new invest-
ment in infeastructures, which is not very productive in the short run, For that matter,
in this second phase the effects of technical progress arc said to be so small as to fail to
counterbalance completely the negative effects arising from the necessity to allot a large

share of savings to those infrastructures, Finally, in a third phase, when the infrastructures -

have becn created, investment can be channelled towards rapidly productive uses, and espediatly

to -manufactoring industries, the result of which would be to lower again the capital-

output ratio.
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of & per cent and 50 per cent, for services and buildings, on the
contrary, there was an increase of about 5 per cent of the capital
employed per unit of output. For these threc fundamental sectors
as a whole (agriculture, industry and services, but excluding build-
ings) the reduction was about 31 per cent,

TabLE &

AVERAGE CAPITAL-OUTPUT RATIO PER SECTOR OF ECONOMIC ACTIVITY
(YEARS 1951-63)

Average caPital-output ratio (K/Y) ]

B (in 1954 lirc)
Years Secctors Overall

Agriculture | Indostry Services Overall puldings T;i:;tfc
1951 5-37 2.44 2.7t 344 5527 474
1952 5.34 237 274 3.39 55.10 4.65
1953 4.80 2,17 2.70 3.13 55.51 4-31
1954 5.22 r.g9 272 309 55.80 425
1955 4.08 r.86 2.51 2.95 55.68 4.06
1‘956 5.05 .79 2,73 2.92 56.26 403
1557 5,23 1.7E 2.75 2.87 55.00 3.95
1558 4.66 1.6 2.83 277 55.80 3.82
939 4.61 1.53 283 2,64 56.05 .3.65
1560 4.96 140 276 2.55 56.57 3.52
1961 4.69 .32 2,90 2,44 57.60 3.36
1962 4.73 1.26 2.80 2.38 57.66 3.:2.7
1963 4.95 I.23 2.85 2.8 57,05 3.24

 Considering the data of table 6 from the static point of view
it will be seen that the quantity of capital needed to obtain one unic
of output differs greatly in the various sectors. Thus, limiting our-
selv_cs to the years 1951 and 1963 and to the sectors of industry
agriculture and services, it will be seen that in 1951 the (:apitalj

-output ratio was higher for agriculture by 56
itput per ceat compared
with the overall figure for the three sectors, while industryp and

zz;\;mels‘had a lower ratio by respectively 29 per cent and 21 per
. In 1963, again compared with the whole of the three sectors,

the rati :
insct ;21310 tf)c\r agriculture was more than double; that for industry was
 ihstead about half, and that for services higher by 20 per cent. In

othe . .
r words, from 1951 to 1963 an increase in the variability of the

- capital- - rati
- “apital-output ratio occurred as between the three sectors considered.
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But in this connection it should be pointed out that only the ratios
caleutated for the whole of the three sectors or for the entire eco-
nomic system possess @ precise significance. On the contrary, the
significativeness of the ratios calculated with reference to the indi-
vidual sectors is far less, owing to the close interdependence existing
between these sectors (20). Thus, for example, the small value of
the ratio in the industrial sector must primarily be attributed to the
fact that this sector can profit from economies made possible by low

Cuary 4
AVERAGE CAPITAL-QUTPUT RATIOS
IN THE UNITED STATES AND ITALY

. 1o

| &0 _\_ _A_n_L_L,J_LJ_I_\_LJ_A_AL_A_L;LJ_J_L_u_J
1930 1935 1940 1945 1950 1955 160

costs of transport and communications, which are sectors with a
high capital-output ratio. Similarly, the agricultural products’ pro-
cessing industries profit from economies made possible in the agri-
cultural sector, where the K/Y ratio is also high. And the same
hiappens in industries that use oil as fuel relative to the oil products’
processing industries, where the K/Y ratio is likewisc very high,
"The question can pOw be asked whether anything exists in other
economic systems which can be compared, at least approximatcly,
to the levels and the dynamic of the capital-output ratios we have
determined for Ttaly. A reply to this question, limited to the United

(z0) F, D1 Frwzio, La programmazione sconomica {1946-62), UTET, 198g, P. 1885
W. LroNtier, Studies in Structure of the American Eeonomy, Oxford University Press, 16535

p. 53 et seqql.

Series 11, 1952,
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States, can be found in chart 4, where our data — sui -
Eor?{egv ton]z:ike 'tlilfm compar:(ble — are set against ?1112:: lgbf:ﬂifg
W. Go . . .
1549 S smith for the American economy in the period 1929-
The c.ha‘rt shows that in the five years 1958-62 the average capital-
output ratio in Italy was about equal to that calculated for the United
States for ic five years 1936-40 (2.33): from this it would seem
posaubic.to infer that, from this aspect, the development of the Itélliaﬂ
economic system is following that of the United States with a time
lag of about two decades. It can also be scen that in Italy too
between 1951 and 1963 there was an appreciable reduction of the
ratio (from about 2.7 to 2.2), though it was less rapid, if more
regular, than that of the United States in the 13 years ‘193"7—49.

11, Effects on prices and wages of the change in demand structure

All rapid cconomic growth is generally accompanied by a power-
ful cxpansion of the services sector which, as we have frequent!
emphasized, has less possibilities of increasing its productivity. ’
_ Now, one can ask, primarily from a theoretical point of view
if and to what extent the change in demand siructure that conscz
quently 'results (greater relative importance of income produced in
the services sector in relation to overall income) has an influence
on the general level of prices and wages.

To find an answer to this question, let us imagine that the
enterprises of an cconomic system can be divided into two groups:
the first lilcludcs _thc enterprises which for the sake of brevity lw;e
i\zlflllovcil'l dynarm.c ”, namely, firms which by installing technical
oo 101115 or owing to other factors, succeed in considerably in-

casing t1c1r“proc¥uct1v1ty; the second is made up of firms which
g}zi:wlll-o(ciall_ static ” an'd which for various reasos can increase
o Pﬁr rr11_1ct1wty only slightly. Experience shows that the “ dyna-
. s are mainly those which produce goods, namely, the
gricu Fural and industrial concerns, while the “static ” firms are
primarily those which produce services. S

—_—

21) ROW, T, ;
{21) - Gouvsmrrn, The Growith of Reproducible Wealth of the United States of

L Americ
2 from 18 H fatd
f 05 to rgso, International Association for Research in Income and Wealth
e H

“Income and
) 3 Wealth in the United St
States, Trend S
Table s, pp. 297-68., » Trends and Structure ¥, Income and Wealth
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The “dynamic” firms, for the very fact that they are such,

succeed within a very short space of time in producing more at
lower unit costs, and therefore, under pressure from labour demands,
they grant certain wage increases but Jeave unchanged, or else make
very slight reductions in, selling prices, in order to ensure for them-
selves higher profits. In this way such firms reconcile their own
interests with those of their workers, but do not pass on entirely to
consumers the benefits of productivity increases.

It might be thought that, when the prices of the “dynamic”
firms’ products remain unchanged, the wage increases they grant
will not cause inflationary effects. But things work out differently.
The fact is that the additional production of the “ dynamic” firms
can be only partially absorbed by the greater purchasing power pos-
sessed by the workers of those firms. The remainder of this addi-
tional production ought to be absorbed by the “static” firms’
workers, but as both the latter’s wage level and the prices level
(including the prices of the goods produced by the “ dynamic ” firms)
have remained unchanged, they will be unable to purchase it. On
the other hand, however, a part of the higher purchasing power of
the “ dynamic ” firms’ workers will be used to buy goods produced
by the “static” firms, which will consequently be faced by an
increase in demand and by a tendency on the part of their man-
power to shift to the “dynamic” firms, assuming that a state of
full, or almost full, employment exists. To overcome this difficulty
deriving from the change in the demand structure, the “static”
firms will be compelled to grant wage increases that go beyond the
productivity increases achieved, and this will necessarily lead to price
increases of the good produced by the “static” firms. The result
will be that the latter’s workers, thanks to their increased carnings,
will be able to purchase that part of the additional production of
the “dynamic” firms which cannot be absorbed by the latter’s
workers: but price stability will begin to be threatened in the very
sphere of the ©static ” firms’ products.

The necessity for the “static” firms to grant wage increases
that exceed productivity increases is accentuated by the fact that it
proves difficult to deny wage increases when these are demanded
for reasors of common fairness: the more so since the productivity
increases of the “dynamic” firms are not, gencrally speaking,
achieved at the cost of a greater effort by the workers they employ.
For the same reasons other demands are then put forward by other
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categories of workers so as to re-establish the differences that pre-
v1ou.sly lex1stcd in the various wage rates; demands that anyhow
ar justified by the tendency of the cost of living to rise. Thus an
inflationary spiral is started (22).

It can be asked besides whether the same inflationary effects
occur also "When wage increases, instead of being adjusted according
to productivity increases of the individual firms, are made propor-
tionate to the average productivity increase of the whole economic
system, The reply is certainly in the affirmative, In fact, assuming
tha.t every cconomic system always contains sectors and branches of
activity where productivity grows more quickly than in others, and
therefore includes “ dynamic” and “ static ™ firms, it is clcar, that
wage increases granted by the latter in proportion to the average
increase of the whole system would in every case exceed their pro-
ductivity increase, a fact that would mark the start of that chain
?f actions and reactions which ends, as we have seen, in price
increases.

Wage increases granted by individual firms or sectors or branches
of activity -— no matter whether they be equal to ‘the increase of
the resp'cgtivc productivities, or be, instead, z;djustcd to the average
productivity increase of the whole economic system —— therefore
create in all cases.a certain inflationary pressure (23).

. (22). O.n wage policy and on relationships between productivity increase, prices, wages
income distribution and hours worked by labour, <f.: 1LL.O., *Lc partage des gains d;
. ‘T i3 H ; o, N ;
productivité *, Rewue jnternational do Trapail, Vol, LXXX, No, 1, July 1960, p, 1 o
qu H E H. Purres Brown and M. H, Browwr, “Inflazione e distribuzione del reddito ™,
Jwemglw, Nf), 1 of 1962; “ Distribution and Productivity under Inflation 1947-57 7
. s
! he Economic Journai, December 1g6o, Vol. LXX; J. P, Henbrrson, * Prezzi, produltivith
< occupazione negli Stati Uniti rica ¥ B
ML,inﬂg?ion heg : niti  d’America ;. Mc'wzfuo, No, 6 of 19643 P. Streersw,
e VI‘NC ¢ generata dalla domanda, dai walori o dalla produtivith? », Mercario
r ! . 1 . . . Y L) ?
et s g. 4, p, 65 G, Mazzocowt, Varaziond di predustieitd ¢ politica selariale, Milan
2
chmm,‘ 1961, p. 33, PP 123-26; T. BaLocm, “Productivity and Inflation ™, Oxford
E Price:chP;zém;., New Series, Vol. 10, No. 2, June 1958, pp. 220-45; G. D. N, Worswick,
‘ s Productivity and Incomes *, Oxford Economic Papers, New Series, Vol, 10, No, 2
June 1958, pp. 246-64. . ' T
- < L .
@ l,cr(n‘? 'Thlls conclusion is reached also by Turser {cf. H. A, Turner, * Les fluctuations
oi A . . . .
Yoo P , a.prccluctmte et Pinflation des cofits dans les industries de transformation
tie anternational du Travail, Vol. LXXXI, No Ma 1] 1 ’
states in fact (; 2): “ O ’ . ) drune Sagon gindeale e, do N e
QUi prevalen P. 442): On peut done conclure d'unc fagen générale que, dans les conditions
prodEctiv.;;m de nos jours, l'inflation naitra autematiquement de [accroissement de la
trrctun ¢, ou plutdt d’cs effets de accroissement de la productivitd sur Jes systémes ot les
s actucllement érablis en matiére de salaires
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Tt can therefore be stated in conclusion that every rapid economic

growth is accompanied by a change in the demand structure (which
shows itself primarily in a powerful expansion of the services sector)
and at the same time by an inflationary process that nevertheless
will be of limited intensity so long as wage increascs for the whole
of the economic system do not exceed productivity increases.

The theoretical expectation so far illustrated - that an increase
in the relative importance of the services sector is accompanied by
a rise in the general level of prices — is confirmed above all by the
data given in table 7.

TaBLE 7

EXPANSION OF THE SERVICES SEGTOR AND INCREASE OF CONSUMER PRICES
BETWEEN 1951 AND 1961 IN SEVERAL COUNTRIES

Percentage changes in . ‘X“i%% a;l,:;alof
. the share of services Ompo o
Countries . consumer prices
with respect to gross| .
domestic product increase {percentage)
@
I SN I S R R
Netheelands .- -« .« « « .+ 2.7 2.04
German Federal Republic . . . . . 4.8 1.44
United Kingdom . ., . . . . + . . 5.X 342
Portugal . . . . . . o . . 10.4 1.28
Belgiom . . . . . . . . o 12,9 1.14
France . . o+ o+ = 0 .o ox oo 1.0 4.28
United States . . . . + . « « « . 9.8 130
Italy . . . . . o e e 20.7 1,98
Canada . . . . . . 0 e e e 22,0 1.25

{a) Gomputed on the basis of the compound capitalization formula.

They show, in fact, that in those western countries for which
information on the subject is available (24), between 1951 and 1961
there was an increase in the relative importance of services output
compared with the overall output of the private sector, and that

this increase was accompanied by a more or less substantial rise in
consumer prices.

(24) Cf. United Nations Organization, Yearbook National Accounts Statistics, 1957
and 1962, New York, 1958 and 1963,
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TasLe 8

AVERAGE ANNUAL COMPOUND RATES OF INCREASE OF CONSUMER PRICES
IN CERTAIN PERIODS BETWEEN 1951 AND 1963

{percentages)
Headings 1951-58 195863 195161 1051-63
General index . |, . ., . z.3 3.2 2.0 2.7
Goods index ., . . . . ., . 1.8 2.2 1.2 2.0
Services index 4.1 6.3 4.8 5.0

Thc data regarding Italy illustrated in table 8 and chart 5 enable
the 119]{ existing between expansion of the services sector and increase
of prices to be made even clearer. It can be seen, in fact, that in

CHART 5

INDEX NUMBERS OF CONSUMER PRICES
FOR THFE. YEARS 1951-1963

(Base: 1953=100)
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t . ) . . M ’
ahe period 1951-61 the powerful expansion in the services sector was
ccompanied by an average rise in prices of about 2.7 per cent

a;lmually:, and that this rise originated in and was primafi]y fed by.
the services sector (5%).
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12. Incomes per unit of labour and per unit ot capital

 We have seen above that one of the notable changes that tpok
place in Italy’s economic structure during the _pcnod 1951-63 was
due to the considerable increase in the share of income that went to
labour (dependent and independent) and to the co.rr(?spondmg ‘fall
in income from capital-enterprise. However, the variations over time

CHaRT 6
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of those shares provide a partial, and in a certain sense distorted
picture of the income distribution process, in that by their very
nature (composition ratios) they can vary not only as a result of the
different distribution of income but also because of the different
quantity of factors used in production,

To make therefore a more complete evaluation of the changes
that occur in distribution, it is helpful to study also the average
incomes for each unit of productive factor (derivation ratios) from
which the influence of the variations in the quantity of factors used
has been climinated.

In the case of the labour factor, the units to which overall labour
income should be related clearly consist of either the employed
(physical units or man-year) or the hours of work put in. Income
from capital-enterprise can, instead, be related to 100 or to 1,000
lire of capital, inasmuch as it would not be easy to devise a specific
measuring unit for entrepreneurial activity, while it would be far
harder to make a suitable combination between that unit and the
capital unit. By this simplification it is implicitly admitted that
entrepreneurial activity is proportionate to the quantity of capital
employed, and this, after all, does not seem to be too far from the
real sitvation. Chart 6 enables a comparison to be made between
the movement of the indices of overall labour incomes per employed
and the movement of the indices of total productivity and the
indices of income from capital-enterprise per unit of capital. It
appears to be clear that the last mentioned indices, in spite of the
annual fluctuations to which they are subject in the peried consi-
dered, come out as a whole more or less stable in the case of agri-
culture, industry and all the sectors together, while they tend to
decrease for services. On the contrary, the indices of income per
unit of labour all increase, also to an extent greater than productivity.
It can therefore be stated that only the labour factor has substantially
benefited by the advantages derived from the increased efficiency of
the Italian cconomic system, whereas the capitalenterprise factor
has.always received roughly an unchanged unit return — except
during the 1959-61 boom period experienced by industry,

A more synthetic picture of the different movement of pro-

. ductivity and of the unit incomes of the productive factors is provided

by the average rates given in table ¢.
These once again show in the first place that in agriculture and

. ndustry the rate of increase of unit labour income was far greater
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than that from capital-enterprise. In the case of services there was,
instead, a fall of 3.3 per cent in income from capital-enterprise com-
pared with an increase of 3.3 per cent in income from labour.

TanLk 9

AVERAGE RATES OF CHANGE IN INCOME FROM LABOUR PER
EMPLOYED, IN INCOME FROM CAPITAL-ENTERPRISE,
AND IN TOTAL PRODUCTIVITY BETWEEN 1951 AND 1963

(pm‘centages)
Income from
‘ .S ) IJ;ZE?UZ f;g:n ca!pital—cntr:r- l Tota.l .
| ectols employed prise per unit productivity
‘ oy of capital
Agriculture ! 5.8 o8 \ 4.1
|
Inchastry . . . - - e s ‘ 6.9 1.3 | 5.9
I
Services ! 3.3 i —3.3 h 2.5
l 8.6 l PETE 5.3

| Dwerall

Taking the sectors as a whole, it is seen that while the increase
of unit labour income (6.6%,) exceeds that of productivity (5.3%);
the increase of unit capital-enterprisc incofmne {0.2%4) is far smaller
than the increase of productivity (5.3%)- This provides further
proof that on an average in the period 195163 the workers enjoyed
benefits even superior to those permitted by the rise in productivity,
whereas savers and entrepreneurs, taken together, profited but litde
from the higher grade of efficiency reached by the Italian economic
system, '

13. Final considerations

[t has been seen that the very considerable rise in productivity
and real wages, as well as in employment, is the most significant
feature of the prodigious progress made by the Italian economic
system in recent years, a Progress the like of which has never been
secnn in the economic history of Italy or any other country. It suf-
fices in this connection to consider that a per capita increase of the
real product more or less equal to that registered in the thirteen
years 1951-03 required in the past a period of more than three-
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~ quarters of a century in Italy and about 30 years (from 1925 to 1955)

in the United States,

It is perhaps in just this exceptional rapidity of Italy’s recent
growth — which became downright impetuous after 1959 — that
one of the indirect causes of the disequilibrium which occurred from
1962-63 between the rise in wages and the rise in productivity is to -
be found; a disequilibrium which gave risc in their turn to the pro-
nounced upswing of prices, the whittling down of profit margins
and the drop in investment which are a feature of the current phase
of the Italian economic cycle. P

'Thls is the reason why, in my opinion, a cautious planning
policy ought to be based on the realization (a) that the very high
growth rates of the Italian economic system in rccent years were
largely made possible by the introduction into the productive process
of notable labour forces previously partially or totally not used, and
(b) that if, therefore, the plan were to be drawn up on the basis of
expected rates of growth that were too high, this could encourage
the onset of new disequilibria and strains likely to compromise the
growth process itself. :

In the sccond place, the policy mentioned above ought to re-
create — in conjunction with measures to curb rising prices and to
provide incentives in certain sectors — conditions that would en-
courage increased investment. But to achicve this objective it is
necessary to create sound, long run prospects coticerning the structure
of the productive system and to ensure that equilibrium between
costs and returns is gradually restored, allotting an adequate part of
productivity increases to the re-establishment of reasonable profit
margins. '

The re-establishm i
indeed, also a wcll—fouilcge?if lilsgscetg:l(:ﬁtilg;azfrllnli; a;::?lif:(\)r 3 in & more

ed in a more
ot lcss' near future, are in a free country the most effective way of
all to increase saving and therefore investment. !
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