Wt BF®) /¥7yV=xzm-3IHLT

¥ WX E
Economic Dynamics for Demand, Employment
and Technological Change

(FE. BRRUSMELDOEEEY)

FA G XABEDEE

Modern economic systems are characterized by ever increasing complexity, that arise from fast technological
progress, from elaborately intermixed production processes, and from the expanding desires of the consumers. We
may perhaps say that the primum movens of such complexity is constituted by technological change. On one
hand, by the creation of new goods and the improvement of the existing ones, it stimulates the needs of the
consumers and their desire for ever new goods and other sources of satisfaction. On the other, it enlarges the
possibility of production by improving the techniques and thus reducing the quantity of resources to be used as
inputs. Technological change influences employment and welfare through both the above mechanisms in a
complicated way. In particular, technological change, as improves productivity, can be both a source of wealth and
of poverty. In fact, on the one hand, by enlarging the possibility of production it creates wealth. On the other, it
creates poverty and unemployment by the interaction of different factors. The reduced need for labour is the most
straightforward one. Higher levels of wealth, however, may be indirectly the source of further impoverishment. In
fact, at higher levels of income the structure of consumption changes and demand eventually saturates. The
ensuing changes in the structure of production and the saturation of demand may have an important impact on the
level of aggregate employment and may give rise to unemployment and even to a slowdown of output growth. In
our research we aim at analyzing the impact of technological change on production, employment and demand, in
the absence of new goods. In order to do this, we have chosen a two-sector pure labour production model of the
type presented by Pasinetti (1993), in which we introduce the hypothesis of unbalanced productivity which was at
first proposed by Baumol (1967). By defining the employment rate as a variable determined by sectoral production
technologies and effective demand, we are able to study the sole time path of aggregate employment which is
consistent with macroeconomic equilibrium.

In Chapter 3 we concentrate on the consequences brought about by an unbalanced pattern of productivity
growth, assuming that the demand functions of each sector grow at a constant rate, at first in nominal terms then
in real terms. In both cases, unbalanced productivity growth causes structural change, which affects in turns
aggregate output and employment. This result emphasizes that unemployment caused by structural change is due
not only to delays in the adjustment process (frictional unemployment), but also to more fundamental reasons
connected to the transformation of the production system and it cannot be dismissed as a transient phenomenon.

In Chapter 4 we introduce the hypothesis of saturation of demand in order to investigate the effects of the
satisfaction of consumer's needs due to a high level of income in the context of structural change. We find that,
besides the short term unemployment determined by unbalanced productivity, employment growth tends to slow
down in the long run, and under certain conditions it is possible to have a period of rising unemployment. This
seems to be consistent with the actual condition of many countries that have to face a slowdown of production in
the presence of high unemployment. We noticed, however, that in our model the lower level of employment is not
accompanied by a decrease in the level of output. We were thus led to considerations on the problem of
distribution of income which, with a rise of unemployment, becomes concentrated in the hands of the diminished
working population, and we pointed out the opportunity of public intervention through redistributive policies.

The model we have examined allows us to emphasize sharply some of the peculiarities that characterize the
growth of a productive system subject to structural change. However, it leaves open many directions for further
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research. We mention first the study of the feedback between a change in the employment level and effective
demand, but we want to point out also the extension of the model to more than two sectors. The interest of such
an extension lies in the fact that it would allow for a satisfactory treatment of the creation of new goods and
destruction of old ones and the impact of such a process on aggregate employment and demand. Along with the
results already presented in this dissertation, these will constitute a complete treatment of the effects of
technological change on the economy.
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