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INTRODUCTION

Taking ¥.5.Jevans' line of argument, we can restate that the most important
econoaic problem for an  individual is how to satisfy his needs with the least
possible asount of labour. People work to consume | but they also work to save
in order to enjov more leisure ismediately or in the fufure, Fresdoa to
choose  thus :mplies a flexible balance between leisure and wealth, ‘He
does not seem to mwe to be 3 free aan, who does not sometises do nothing °
- Cicero  wrote,

But in turn, leisure has an econowic value only when 1t is freely
chosen. Idleness arising from involuntary unesploveent does not fit into the
concept of leisure, It is 3 deprivation and not a priviiege., (i.Soule (2¢4),
p.207. Un the other hand wark could not merelv imoly disutility, L.Von Kises
(26%), for instance, distinguishes between ‘introversive® and extroversive
labour. Introversive labour say bring about results that other peoole would
usually attribute to the disutility of labour. But even thoush introversive
labour can influence the supply in the sarket, it is only extroversive
1abour that concerns catallactics and therefore, economiz thearv. This is the
kind of labour that is performed in order g reap rewards,

from primitive socleties until our davs .

*Labour oproduced wealth; accusulated wealth Decame rconcentrated
in a3 few hands; and leisure Decsme the grand prize of those few
vho possessed wealth. Labour was the lot of the great majority.
Historizally, extended leisure Jepended an some kind af surplus
wealth, public or private, where one or wmany aight draw
sufficientlv for maintenance® (7.Woodv, (284),p. ¢}

The relationship between labour, income and wealth therefore has alwavs
peen the focus of economic thought in all historical operiods. Eronoamic
activity cannot be separated from humsan labour. “Time is the ultimate
resource” - noted K.Boulding (23} This factor is naturally measurabie by zeans
of tise intervals. Since human tise is 3 scarze and non storable resource,
it assumes manv if not all the characteristics of an economic factor, {n
this basis it is possible to apply the economic method which derives froa the
sarginalist paradige or, in other words, the two structures:adaptation and
aaximization to interpret the historical evolution of the labour sarket and
qive rational explanations for its functioning. There is no doubt that the
pure economic approach to the 1abour market disregards wmany Iapartant
contributions from other human sciences, Labour has 3iwavs been the wost
important of nhuman activities and the decisive determinant of human
behaviour. Lzbour is nat valuable onlv bec3use of its price (that 1s to sav
through 2 market exchange sechanisa) but, as J.lesourne (1%) points out, it
invelves  several  factors inciuding social status  and  hierarchical
structures, consusption patterns, household’'s constraints, individual and sass
psychology, etc. The economic 3pproach oniy verv recently began to  eabodv
all this within logicaily (and wathesatically) coherent models.

The limits of an econcai: 3pproach to human behaviour and to labour supplv
in particular (in the sense specified bv a.3ecker (11) are evident but one
should not forget that there have also bteen wany special difficulties in
treating working tise and leisure 3s any other scarce economiz resqurce o
good. Reiigqious and  philosophizal preconceptions have  alwavs  Ddeen



superimposed on an objective ‘scientific® analysis of the wmarket of human
time,

The aim of this work is first of all to simply verify how, the view of
working activity changed greatly in response to social evolution, sometimes
rationalizing existent labour relations and sometimes changing the existent
social and economic order,

Basic assumotions  on labour supply often reveal the nature of each
economic theory, because they compel the student to clarify his ideas about
sen 3nd their freedom, duties and responsabilities.

The second 3im of this work is to add some further elements to the
espirical literature that focuses on the weasure of the intensity of the
relationship between work and consumption. #s a matter of fact, working hours
are still 3 very controversial issue. For instance, no theoretical basis
greater than that of the opre-var years correspords to the rigidity of the
antagonistic positions of unions and entrepreneurs on 3 shortening of working
hours,

Above all there is still unanimous gpposition to making working hours more
flexible or,in other words, to letting the market play its role also in
individual labour bargaining. Fixed and standardized working hours probably
are an important factor of stability for the present reqimes of industrial
relations, Seen from the entrepreneurs’ point of view, flexible working hours
surely imoly an endless and frequent oprocess of labour and technical
reorganization. Ceen from the unions’ point of view, flexible working hours
would reinforce workers’individualisa and 3 tendency toward 3 qreat
diversification of jobs and functions.Perhaps this oprocess could weaken
unions’ strength, Hultiple hourly regimes adapted to specific needs of
different social, sexual and age groups, would undermine the feelings of
solidarity among people who share unifors conditions and who spend 2 great
part of their life at the same place of wvork.

In this sense, unionisa is in an awkward position. Its historical aia
{especially in its sarxist or leftist cosponents; has always been that of
decreasing the maxisum length of the working dav. But unions have 1mplicity
struggled to control also the minimym length of work. And whatever aiz unions
have had, they have progressively introduced elements of monopoly inta the
sypply side of the labour market. For several vears this strategy has been
more and more difficult to apply since new technological waves change
professional status and increzse labour mobility 3meng productive sectors. New
standards of iiving, and new and higher levels of education destroy the past
standardized working regimes.But above all, 1n high mass consumption
economies, the social images of workers and consumers ~annot be separated, But
there is 3 third element that co-exists with the former two: that of a growing
number of private or domestic producers endowed with their own capital, Income
produced from work is estimated for the U.S. to be around ¢0-507 of opaid and
weasured incowe. This fact cannot be without consequences for consusption and
work effort. At the same time paid working activity covers less than cne
quarter of the available time of a aan of working age. ‘"lLeisure® or tise free
from work therefore is dimensionallv the greatest component of human life.

The intricacies of the problea can easily illustrated, for instance by
seans of the conceptual scheme 2laborated by Feldman—Hornick. (87) (See fig.l).
fccording to them the share ‘'work® appears to be related to many other
factors which interact with each other,

There is however another dimension which further enlarges this conceptual
scheme, The assumption of individual sgents engaged in economic activity is
probably not the most appropriate and attention should focus on  housenolds,
which can be defined 3s i grour of people, economicslly and socially
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FIGURE 1
A TIME ALLOCATION MODEL
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interdependent on a day-to-day basis. (6.J.Linge(158)).

fis regqards the attitude toward work, 2a) households allow us to take
advantage of economies of scale in consumption activity. WNorking effort can
thus increase less than proportionally with respect to household expenditure
for market qgoods and services. Un the contrary the tendency toward saall
familial groups or an individualistic way of life zan increase individual
iabour supply and counteract the shortening of working hours.

b) Households come closer to intertesporal saxisising behaviour. Their
life span is considerably longer than that of their individual sembers, People
living in a household therefore can work more than in the case of a purely
individualistic way of life.

¢) Households decrease the uncertainty related to the permanent flow of
income. In other words unesplovsent of some of its members does not mean (as
economic theories which generalize the figures of individual workers or single
*breadwinners®, assume; a dramatic alternative between full labour incose ar
nothing at all.

d) Households only provide human capital investment and can delay the
entrance into the labour market of new workers, or allow shorter working hours
for thes,

2} Households efficiently combine home production with paid work.

However there are no clear and fixed <onsequences of these and other
observations, Individual labour suoply {or, roughly speaking, working hours)
can be motivated or demotivated without precise rules. #nd this is precisely
the principal reason whv the neoclassical tradition and the “new-classical®
economists do not accent the concept of ‘“involuntarv® unemplovament. Labour
supply cannot be exactly measured, And, even though the desand for labour is
the object of 3 relatively precise quantitative evaiuation, the difference
between supply 3and demand still remains vaque and indefinite.

Frictional or structural unemployment for instance dJepends upon the
factors sentioned above which continuously modify the quality of Jjobs, tise
and spatial comstraints, social habits, =otc., that is to say the basic
detersinants of the participation rate, working time. But also eyelical
unesploysent could derive from cosplex and  economically  rational
households' behaviour, It is from the persuasiveness of the sarriage which has
been affested petween the job search models of household behaviour and wmodels
of rational expectations responses to inflation that the ‘voluntariness® of
unesploveent has been succesfully rediscovered.{I.Risa (212))

But it is important to underline that even though the problesstic 1ssue
of cyclical voluntary unesploveent is opresently concerned with the leisure-
consumotion relationship and the agqreqate labour supply function, this
aoproach is only a very specific extemsion of the neoclassical theory of
consumption, The focus of this debate is in fact on the plausibility of the
hypothesis af intertesporal preferences of leisure and consusption.

Yot there is another fasct te be taken inta account. All the former
reasoning has been developed in terms of labour economics. Changes in working
hours and participation rates are perhaps sven sore interesting for positive
studies of desand and consumer behaviour. Besides the govermment’'s interest in
the evolution, of aggreqate demand, and esplovment, there also exists (and
perhaps this is suych wmore important) the interest of orivate and public
entreprises in the 3llocation of such global desand.

There is no product which is not "time consuming®. The sarketing of manv
of thes is strictly linked to the available free-time of buvers (video-
recorders, motor-bvcicles, sport ciothing, books, newspaper, etec.). There are
other goods that, on the contrary, are "time saving® and that free time for
further consumption (household ppliances, carg, phones, ete.)



Consumer and marketing research have fthus progressively oroduced
empirical and theoretical contributions cn working hours and household's
leisuyre choices that are comparable with those of Ilabour economics., The
neoclassical approach therefore should be judged also in the light of the
extensive oroduction of interpretative scheses in all branches of practical
economic interest,

At this point onre is faced with the field of specific applied works
based on the conceptual scheses of aaximizing utilitarian behaviour subject
to income and time constraints, This line of research has generally been
developed by means of microeconomic analyses based on cross-section and
panel-data, This kind of madel has been developed in particular by the Chicago
and FAmerican schools in general, There has been less enthusiasa for
*classical® allocative models based on aggregate data.  The average weekly
hours in the U.5. have been,since the Second Word ¥ar,rather stable., It is
obvious therefore that it has appeared much more interesting to study the
influence of specific factors like incose distribution, race. sex, fertility
and education on individual labour supply ete, rather than the genersl
relationship between aggreqate consumption and aggreqate labour supply. In
Europe, where in the same period rapidly decreasing working hours have had 3
great impact on consusption and standard of living, the interest in such
nodels has been equally scarse.

The extension to European data of the joint allocative models oan
however, 3t first sight, be rather discouraging. The available statistical
inforsation on individual labour supply is in fact of very poor aquality. But
there are other great probless besides those of a correct weasuresent of
labour supply.

a) The axtension of the naoclassical microeconomiz pestulates to national
aggreqates camnot be ooherently justified from the theoretical viewpoint.
This kind of sodelling can be carried out only for purely empirical aias.

b} From the espirical viewpoint the allocative models enlarged to imclude
labour supply are very sensitive to different specifications and to different
statistical samples. The elasticities derived from the estimated parameters
are widely spread, What then is the utility of empirical exercises aiming at
testing such economis functions by quantitative sethods?

Sose reasons can be put forward;

3} It is still necessary to confirm or contradict the conclusions of 3 few
sodels whizh have already been tried,

b) It is always possible fo get fresh inforsation from new or longer
series of data,

¢ Empirical results even though they are based on rough data, reinforce
the desand for 3 refors of the National fzcounts to adapt them to new :omcepts
of consumption of commodities, leisure and home-preduction,

The present work aims in fact to enlarge the knowledsge of the theory of
the joint allocation of leisure and -onsumption by testing sisple econcmetric
sodels on aggreqate European data. There is also another ais to 3dd to the
forser ones. The idea that these concepts are of recent origin and that they
are the expression of extrese neoclassical abstractions, deprived of any roots
in past economic thecries is still coamon.

On the contrary it is easv to show that the topic of individual labour
supply, is one of the oldest in economic thought and that it is more or less
present in works of all the grest economists, and that its importance has
qrown together with the growing standard of living in Western countries. But
it should be noted that while the econowic debate cn rational expectations and
the voluntariness of unesoloyment has recently abeorbed qgreat intellectual
energies, it has wade less effort to analyze the historizal roots of such



theories.

The reconstruction presented in the First Part beqins with the origins of
ecanomic thought and ends with the theoretical contributiens given imsediately
after World War II. Among the contributions of the following years only
those regarding the enlarged demand systems, which utilize agqregate time
series data have been examined.This is the argqument of the first chapter of
the Second Part . The remaining two chapters illustrate different
specifications of enlarged demand systems applied,to new European data and
with some original econometric specifications. Two separate bibliographies
collect the necessary references for the reader interested in eniarging
his knowledge of the specific contributions which are alluded to in the
text,



* 1.1:The Ancient World

The ecomomics of work and leisure, conceived as two contradictory aspects
of human life is typically a subject of interest in industrial societies. In
primitive societies however the distinction between working activity and
leisure often had no meaning. (K.Thomas (253))

This separation was born when the division of labour becase the dominant
principle of industrial organization. However it is little more than 2
century 3go that economic theorists formalized the relationship between work
and leisure and defined clear and precise rules in the allocation of human
time through 3 caleulus of Fleasure and Pain, (J.Vass, (267),p.%1)

For the 4reeks and their slave society, work was 3 purely instrumental
activity reqarded as beneath the 4ignity of a free aan, The valued human
activities were. 35 Aristotle codified, the intellestual and political ones;
in other words, leisyre, which was spent in cultural and agreeable pursuits.
(R, ¥ondolfa (18%)}.

The dGreek tera oxwAin  (School), which had 3 similar seaning to our
leisure, nmakes <lear that time devoted to learning implied freedos froa
working activity. Plato stressed that this was reserved for those whose
parents were wealthy enough.(R.R.Trever (260)) The same observations appear
later in Cicerg’s letters, Labour and leisure were thus conceived as
different social characteristics of separated classes

For 31l the slave societies, labour supply (conceived both as the number
of sen available for work, and 3s the maxisum feasibie working time) was a
very isportant oprobles, becauyse it could represent economic strength or,
the major constraint of the productive capacity of those societies.
Columella, Varro and Plinius devoted pages to the studv of the productive
efficient use of slaves; they also compared the alternative use of free and
slave labour. (G,Tozzi (2%9)). Wealth, significantly, was seasured by the
number of slaves owned. (C.A.Yeo (248))

The conceot of 2 slave labour supply as an economiz  and exhaustible
resource  was  certalniy Intuitively clear to fhe Rosan  legisiators,
intellectuals and political leaders, The siave sarket was linked to imperial
expansion and thus  to military campaigns. The continuous search for new
slaves therefore became one of the strongest reasons for aggressive and
expansionary policies of the empires of those ages. But, at the same time, the
growing scarcity of 2 new "animal® labour supply became ancther one of the
causes of the decline and f3ll of the slavist society.(E.Roll (220})

Historians agree that a3 slave economy is linked to belligerant nationalisa.
#.8loch 21),(22), points out how the progressive retrogression of slavery in
the Roman espire was sccompanied by the "relative peace® of the first two
centuries A.D. The same author underlines how growing attacks from
Barbarians and Persians during the third century, and the great invasions of
the fourth and fifth centuries gave a fresh ispulse to the slave trade.

The disappearance of this kind of economic svstem was therefore gradual.
E.Ciccotti's famous study (34) emphasizes the length of tise which the
economic process took to graduaily adapt productive methods and political
institutions to the new scarcity of labour. Slaves and “free peasants, who
were constantly wutuallv opposed in the Ancient World, began to increase
their social and ecdnomic weight during the last period of the Roman empire
until the  cosplete disappearance of traditional slavery  had
occurred, (K.Flinn, (77))

Christian doctrine plavd only a secondary role in this process.
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*Christianity did not condesn slavery, The Church serely forbade
cosmitting baptized persons to thraldom, but this ban was
presumably no better respected than a great many others (...} The
sost obvious effect of the intrusion of Christianity was to bring
about 3 recognition of family rights for the unfree® (G.Duby,
(58),p.32)

Like all the ideologies which become dominant Christianity had to reach 3
cospromise with the social and political reality, Labour scarcity in the early
Hedieval age was such a great probles that:

*The Synod of Adge in 506 and the Council Yenne in 317 forbade
abbots to emancipate the dominial slaves which they had received
from private individuals ‘“for it is unjust that slaves enjoy
freedon when the asonks are working every day on the land**
(R.Doehard, (%8),p.27}

The scarcity of labour was so great that it caused a2 new upsurge of
slavery in the first centuries of the Hiddle Ages. #nd moral principles were
neglected when faced by such a reality, so that "it was even necessarv to
forbid ecelesiastics to take part in raids to capture slaves® (R.[loehard,
(%) ,p.28)

0fficial church doctrine did not encourage any radiczal subversion of
labour relations. The Council of Gangra (324 A.C.} excomsunicited those who
invited slaves to abandon their owners. Even the great theologians wusually
chose a cautious approach to this controversial social issue, St.Paul taught
the owners to be human and friendly with their slaves, though at the same
time he asked slaves to be obedient and docile. HKany auotations couid be
cited to demonstrate that Christian thought showed little opposition to the
existence of slavery. Yet the new religion gradually did help to rationalize
more and sore  new economic relations which were essentially based on
serfdos,

During the Christian aedieval ages, labour was conceived of in 3
completely different light. Work, which was renamed Artes Serviles by
St.Thomas Aquinas, substantially had no intrinsie wtility, It was siaply the
seans to satisfy the purely trivial necessities of life. This does not wmean
that hard work was not appreciated. On the contrary leisure was seen 35
idleness and was severely condesned. °*If any would not work, neither should
he eat®- was part of the teaching of St.Paul, Indeed some acnastic orders
(like those of St.Basil, St.Benedict, 5t.Jerose, etc.) exalted labour 3s an
ascetic practice. Recreation, damncing, games, races, etc, were often
officially deplored, The fundamental dicothomy was between working and
spiritual activities. The final end and the real ytility of labour were man's
supernatural ais.  Human effort, a3t least from a theological viewpoint, did
not raise problems of efficiency and, at the same time, it was ruled by a3
complex religious calendar 3ising to persmit celebrations and spiritual
duties within the working days.

As Thomas noted, labour requiations in those tises were still showing the
strong influence of primitive custoss:

*The clase relaticnship between the agricultural cycle and the
iiturgical year, with its blessing and processions, shows that the
association between technique and ritual was still very close, just
3s do ceresonies of craft guilds with their oaths and initiations®
{259
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Within feudal agrarian economies, labour supply lost its forser
relationship with "sacroeconomic® detersinants and instzad became sore linked
to ‘micraeconomic’ factors. Wars were no longer an opportunity to increase
the productive capacity of 3 country by the absorbtion and exploitation of 2
foreign labour forae, After the fall of the Roman ewpire, slaves’ prices
increased considerably. This was 3 determinant cause of profound changes in
the labour organization of great landed properties. Temancy spread
progressively, The landowners obtained slaves from domestic procrestion and
let them live in their home. (G.Duby, (58),p.¢0)

*In this period great landowners seem to have discoversd that
it was profitable to marry off some of their slaves, settie them in
2 house and make thee responsible for cultivating its aspourtenant
lands and feeding their own families, The oprocess vrelieved the
master by reducing costs of staff  salntenance, generating
enthusiasa  for work on the part of the sarvile task-force,
increasing its productivity and ensuring its replacesent since
these slave couples were entrusted with seeinqg to their shildien's
upbringing themselves until thev became of working age.® {5.Duby,
(%9),p.+0)

The new agricultural structure of oroduction, which was born from the
obsolesence of the latifundia, was centered on the power of landowners, who
dominated 3 great number of dependent (but formally freel peasant families
(eoloni and servi casati) through a pyramidal and cosplex hierarchy. A great
rnumber  of slaves became responsible for supporting theaselves, They paid
their master a quota in kind for the rent of their own plat. It is however
difficult to understand clearly what was meant by the word freedom in that
period. The seigneur had only limited responsibility and interest in the
aininum welfare of his serfs, whereas thev had a great nusber of duties
toward his.

Wrote R.H.Tawney:

*The very =ssence of feudal propertv was exploitation in its naked
and shameiess form, including, as it did, compuisery Iabour,
3dditional “corvee® at the very sosents when the peasants’ labour
was wost urgently needed on his own holding, innumerabie dues and
paveents® ({251}, p.6%)

gut the wmost evident  inheritance from slavery was operhaps the
discouragement of labour mobility. Jne sust however make this abservatian with
caution because 3 partial flexibility existed sven in those times. The
dispersion of the former large groups of slaves who lived in the latifundia
w3s creating the conditions to aake peasant status more unitorm bv smoothing
over distinctions between free and unfree peasants, Katrimonial segreqation
slowly disappeared betweern the two qroups and this fusion was a3 cause and an
effect of demographic expansion of the rural population and of its growing
sctility. There are few Joubts however that the medieval sccial framework made
an efficient allocation of human efforts sore and sore difficult (at least
for our present oriteria of maxisum productivity of labcer, lsnd and
capitaii,

In the wmedieval ages the conceot of unesployment was  cowpietely
meaningiess. #s J.A.Schusceter wrote, the structural design of wedieval
society excluded unesploveent (230). The labour force 3ppeared as 3 fixed
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quantity, encapsulated in small communities where consumption fluctuated
around ainisum levels. It is therefore inexact to talk of a "labour market®,
Instead the productive structures were exposed and dominated in the long-run
by catastrophic axogenous events, which destroyed the balance between the
demand and supply of labour for decades. (J.C.Russel (222}, B.J.Roger Mols
(218)), The Black Death epidemi¢, for imstance had long-tera consequences on
the supply of 1labour and sedified the relative social weight of jobs and
professions wich resulted in great changes of wages and wealth distribution,
{¥.Abel (1))

Fros the "microeconomic® point of view, however, the “"economic agents® were
paving qreat attention to labour supply determinants. The peasant faaily was
forced to behave as 3 collective productive umit. Agricultural contracts
and customs implicitly determined that the family be large enough to
exploit all the soil's economic productivity, but not too large to bring
about 3 negative marginal productivity, 0f course this was a very difficult
equilibrium  to reach and the consequences were often starvation and famine,
There is an extensive literature on birth control in the nedieval age.
(W.¥.Langer (147), T.HcKeon (17%)). Rs a matter of fact, contrary to the
formal principles of the Christian doctrine , population was controlled by
several seans, some even particularly cruel such as infanticide and
exposure, But above all labour supply was <ontrolled by the abundance of
personal restrictions which were imposed on population sovements and on the
style of living of peasantry (education, sarriage, ete,). K.Wicksall (278)
noted that also momastic life or ,for instance, the “two-child svstes" was a
kind of restriction which becase superfluous in the following centuries
because of high infant mortality and the spread of epidesics.

Labour supply has thus been generally ruled for centuries by factors
exogenous to economics which condemned the majority of the population to
the “iron 1aw® of subsistence. But the term ‘"exogenous® deserves 3
clarification W.Abel cites for instance, the Deutsche Chronik (1538) by
S.Frank and writings of U,Von Hutten, where wars and epidemic Jiseases were
seen 35 necessary remsedies for Germany’s overpopulation. These “natural laws®
sust have appeared so obvious that, three centuries later Classiecal
economic assumed thea to be the long-term laws governing labour supply. The
caysal chain of "exogenous' factors (wars, plague, etc.)- population and
lsbour force decrease - decreasing food production, produced lomg-run cycles
in prices and wages, This vicious circle was broken only by the dawn of the
industrial revolution. From this viewpoint therefore the  demographic
downturns and stagnations of the XIV-XV and the XVII-XVIII centuries were 2
consequence of historical events which could not be considered  ‘endogenous®
in the Aalthusian sense, but that acted as #althus hypothesized.

*The famous theories of Halthus and Ricardo on economic growth
vere deeply influenced by the :ontemporary situation. Between
the AVIIT and XIX centuries, several writers tried to explain the
disproportion between prices and wages, by means of approaches
vhich differed from those of the two classical English economists,
siaply because 3 large part of thes were concerned only with the
contesporary situation: wmseanvhile Halthus and Ricardo, who
introduced  “eternally valid® presises, were deducting from the
particular 3 gener3] economic theory® (W.Abel (1 ),p.302)

After 1500 the catastrophic decrease of population stopped and the

demographic trend turned upward, Technical progress in handicraft, in
transport and trade, wade possible 2 slow, but constant growth of population.
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Agriculture too reacted slowly but positively to the stimulus coming from
new trades and markets. The great innovations of the Medieval age spread
even if at a different pace in different European regions, Yet the medieval
economic and social institutions could not have absorbed the profound
stresses arising from the economic structure. In particular the growing
wobility of labour was erading the feudal constraints , and producing new
phenomena such 3s mass unemploysent, vagrancy and a widespread poverty which
were linked to urbanization. Under the pressure of expanding comserze and
economic growth, old structures which ruled every esconomic activity (serfdom,
quilds, etc.) broke down,

In some sense, the merging of the concepts of poverty and unemployment had
been anticipated in England in the fourteenth century by the Statute of
Labourers, This law required that all able-bodied men and women under the age
of sixty and without visible means of support should accept employment, at
fixed wages; it also forbade giving of alms tp able-bodied unemploved.
(P.J.Kchulty (17703, fRs we will see this was 3 typical answer to nationalist
concerns and was 3also an extresely powerful stisulator of economic growth,

On the other hand, the popuiar mass demand for imsediate improvesents in
standards of living and labour conditions (which accompanied and followed the
industrial revolutioni had been anticipated in those times by the Utopians.
Thosas Hore, P,{.Plockhay, T.Campanella and others, dreased of a reduction of
working time to six or four hours 3 day, 3s a basis for human satisfactions,
But leaving aside these comments, one can conclude that Medieval economic
thinking was quite unable to cope with the new challenge,

The desographic catastrophes unbalanced the former distribution of jobs
and oprofessipns and produced explosive cosbinations of unemplovment and
labour scarcity. In over—populated areas unemploywent and food shortage were
the causes of the spread of violence in everv-day life. (J.H.Elliott (42)).
The relief from plague and famine was not sccompanied by 3 renewed social
stability, Mass poverty, vagrancy and crisipality were the by-products of
econoaic growth and thus became the objects of public concern (J.A.Garraty
(94))  The late XVI century societies were extremely conservative. Social
tensions were not oven amitigated by the enlargement of the jgeographic
borders, Overpopulation did not find its “natural® solution in mass
sigrations and colonial expansions. Geographic  discoveries and  the
enlargesent of the areas of international trade were carried out, oddiy
enough, firstly by Portugal and Spain, two countries without such a specific
problem (E.E.Rich (210))

It is interesting to nate that labour scarcity in the XVI-XVII centuries
was not always a point in favour of workers’ bargaining strength. Labour
scarcity stirred up authoritarianisa in the ruling classes. East and central
Europe’s peasantry during the XVII century was subject to aore and more
restrictive labour laws which were attespts by landlords to counteract labour
sobility. While singly or collectively peasants began to evade and defy the
laws landlords tried to freeze labour relations by extending their claims on
the labour by making peasant subjection hereditary. This mseant 2 return to
conceptions of forced labour,

(...} workers were so precious as rent and tax-pavers, as field or
house servants, that they and their children had to be tied to a
domicile 3s firmly as pessible, It was not in the least a matter of
ejecting peasants from their lands in order to enlarge the domain
fares, a development :owmon emough in both earlier and later
periods. It was the no-less brutal process of binding thea fast to
lordships, {...) Legislation endorsed the decline (...). It built
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up a legal framework in which 3 scarcity of labour 4id not help the
labourers" (J.Stoyle, (246),pp.31-32)

furing the following centuries two apparently contradictory tendencies
developed within European economies. The first was a search for a new labour
force (negro and #merican indian slaves) for colonial dosinions, The second
was an overabundant lsbour supply in many European countries.

It is well known, for instance, that from the Harxist viewpoint the
progressive ispoverishaent of the peasant class was 3 premise for ‘primitive
accusulation®. Therefore  the fall of real wages and the arbitrary
expropriation and incorporation of the land of the small peasantry which
followed the enclosures legislation in England was 3 means to create an
issense reserve arsy for the developing urban manufacturing industry.(Baak
(8),J.Chambers, (37) N.Crafts, (49)). This is 3 vexed question. ¥.Sombart has
already objected to the importance attributed to enclosures. In some cases
at the end of the XVI century, enclosures absorbed instead of diminished the
1sbour force, Other sodern historians have pointed out that the fall of
real wages has been over-emphasized. But besides the unresolved probless
there are few doubts that income distribution after the XVII century was
altered in all the developing Western countries, and that 3 nassive cheap
Yabour force was available for new manufacturing industries.

The draining of huge economic resources fros all over the warld and their
concentration in 3 few countries and in a few hands thus permitted a great
accusulation of financial and productive means which set the Industrial
Revolution in motion. Religion, philosophy and economis thought prepared the
way for and rationalized this historical transition,

The leading economic classes of merchant and handcraft-sen needed new
arqusents to justify their growing economic power to the other classes.
Within the new social system that they were imposing, the sasses of the
poor appeared an ignominious waste of resources.

fi qreat revolution came about therefore in the conceptual framework of the
social seaning of labour and leisure. With Calvinisa and Protestaatiss, both
austere religions, labour became more and more 3 sort of “ascetic practice’,
M.Weber wrote referring to the Protestant ethic:

*(...} on earth san sust to be certain of his state of grace, "do
the works of him who sent him, as long as it is yet day". Mot
leisure and enjovment, but only activity serves tc increase the
glory of God, according to the definite manifestations of his will®
({271}, p.156)

#.Weber also pointed out the obvious conceptual distance from the {forser
sedieval approach. In St.Thomas Aquinas’ philosophy labour was only 3
necessary naturali ratione for the saintenaince of the individual and the
cossunity., But the maximum labour effort was not an individual wmoral
imperative. Work was 2 seans, and Christian theology admitted and exalted
life without work if that life was seen 35 devoted to contesplation and
praver. Monastic life was the highest fora of productivity in order to
increase the Tesaurus Ecclesiae. On the contrary the Protestant ethie looked
on labour 35 a3 calling:

* the best, often in the least analysis, the only seans of
attaining the certainty of grace. find on the other hand the
exploitation of this specifie willingness to work (was) legalized
, in that it alsc interpreted the employer’'s business activity as a
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calling® ({271), p.196)

The important aim for the entrepreneur became thus the expleitation of all
his own and other human resources for the glory of God. Leisure, regarded as
an idle waste of time, was the first and in principie the deadliest of sins.
C.Hill (114) observes that a hostile feeling toward the poor spread within
bourgeois mercantilist society through Puritanisa. Poverty was ceasing to be a
sort of "holy state®, which solicited human coepassion and charity and sasses
of vagabonds, beggars and criminals had to be subjugated to a new iron
discipline, both in work and in life,

"It was a creed which sought not merely to purify the individual,
but to recomstruct Church and State, and to remew society by
penetrating every department of life, public as well private, with
the infiuence of religion® -wrote R.H,Tawney (281), p.102

further he noted that:

*In their emphasis on the moral duty of untiring activity, on work
3s an end in itself, on the evils of luxury and extravagance, on
foresight 3nd thrift, on soderation 3and self-discipline and
rational =zalcylation, they had created an ideal of d{hristian
conduct, which canonized 3s an ethical principle the efficiency
which economic theorists were preaching 3s 3 resedy for social
disorders® ((281), p.247)

The Calvinist religious ethiz thus reclassified all social duties and
rights. This explains the attacks on the Church’'s institutions for the relief
of poverty through the use of alas., Society was seen no longer 3s a ismabile
sedieval structure which aade labour force movesents impossible but as a
dynamic system vhere everyone could qet richer through labour. The feeling
of guilt for being poor thus becase a powerful propeller for economic growth,
¥hile the contrast Letween landlords and entrepreneurs grew wuntil a
compromise favourable *o entrepreneurs was reached, the new religious climate
prepared the necessary basis for the enrolaent of the masses 1nto the
industrial working force.
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1.2: Mercantilism:how to reach “full employeent® and achieve national
strength by avoiding idleness and labour scarcity

The Mercantilist school received and translated the above sentioned
religious outlines into some cynical economic postulates. For capital flows
the HMercantilists suggested their well known rules for international trade,
For the labour wmarket the precepts to realize the glory of iGod were
transforsed 1nto nationalist goals of greatness and power. Their basic idea
was that the nation could increase its economic strength only by means of 3
constantly qgrowing population and strict laws against the "laziness® of the
inferior classes to produce the aaximum labour effort. (P.W,Buck (29))

The Mercantilists, however, were still partly influenced by the medieval
inheritance. They were concerned in particular with income and wealth
distribution rather than the functioning of competitive markets, For this
reason, they did not develop a wage theory., They focused instead on wage
adainistration in order to achieve social and national aims. In this sense
they advocated 3 pelicy which would permit the largest and quickest
accumyiation of capital and, at the same time, the lowest zost of production
to defeat international -ompetition,

fiercantilisa, however, departed fros medieval economic philosophy when it
introduced the idea of economic progress . Rlthough this idea of progress
applied only to emerging :lasses and certainly not to wage earners, E.Furniss
noted:

"(that} the rise of the trading classes to 3 pasition of dominance
in the social and political structure gave the widest possible
diffusion of the spirit of capitalisa which had been generated
within this group and that spirit proved then, as always,
inimicable to the policies of restrictions and requiation which had
flourished in an earlier day®"., But {for labour sarket thearies:
*(,..) no chaspion of larssez faire appeared (...} The interest of
dominant classes remained on the side of reguiation 3nd the writers
of the time continued to exhibit the habit of sind formed when the

rating of wages was 3 matter of course®{(91),p.159)

Workers had, therefore, to be constrained, by customs and rules, within 23
non-competitive structure in order to ensure the lowest price of labour to
entrepreneurs. But this soparent pragmatisa of Mercantilist thought inevitably
led to a3 paradox. Just like all the old and modern nationalist policies which
disregarded individual economic behaviour in favour of collective qgoals,
sercantilisa was populationist, without a3 specific interest in demographic
consequences on human behaviour and social dynasics. The true inferest of
nationalist economiz theories was {(and is } in international «competition.
Profits came from trade, that is to say, from low cost policies. In the
Mercantilist age, when production was highly lsbour-intensive, the wmost
important probles was of course: how to saint3in the Iowest labour .ost
possible relative to foreigners competitors, At the same time this unilatersl
interest in the labour sarket led to the restrictionist and repressive outlook
toward labour supply which is typical of nationalisa,

“They treated of labouring class as a group to be handled in the’
wass bv the state (...} In all of this it is apparent that the
rapidly spreading individualistic concept of soclety did not extend
to the labouring olass® ((91),p.114)

17



So wrote E.Furniss. But this raised a question:

"Why, if the most useful should the labourers class have been the
poarest of 311 social classes? How account for the fact that while
the social aobservers of the period united in elevating the
theoretical importance of the workingman, the cumulative sffect of
their policies was to reduce his share in the social income? (...}
The labourer’'s unigque social importance was attributed to his
service to the nation in making possible 3 favourable balance of
trade and, (...} the belief (was) that this service could be
rendered effectively omnly by a labouring class kept in poverty®
((91),p.195

In 1771, for instance A.Young (269) wrate:

*Every one but an idiot knows that the lower classes sust be keot
poor or they will never be industrious® (...) "They aust be (like
31l mankind) in poverty or they will not work’

These phrases sus up the amorai principles of Mercantilism, but they also
present us with the important economic concept of 3 backward bending curve of
labour supply. Higher real wages would have lowered labour efforts, bath
through shorter hours and both through 3 withdrawal of secondary workers from
the labour sarket. This idea was held by social students for 2 long time. In
1669, T.Aanly (170) declared that an increase in wages aakes:

*{...) the wmen have just 50 such the more to spend in tiple and
resain nov poorer than when their wages were less (...} They work
so much the fewer days by how much more they exact in their wages®

This was not only, as P.H.Douglas (57) pointed out, 3 ‘*backward bending
surve® interpretation of short-run labour supply, but an assusotion about an
elasticity of labour with respect to vages, that was equal to unity., This
assumption was essential to justify an unchanging standard of living and it
was 2 ~ommon pitfall in relation to this topic that can be found in amany
Jissertations up to now,

In Harx's Capital we find another axampie of the reactionary feeling of
some fHercantilist economists, Harx ciftes the poleaic debate Dbetween
K.Postethwayth and an anonimous author of An essay on trade and commerce
(1770). This last writer answered the progressist ideas of the first who
argued for a shortening of the working week, for econcsic 3nd industrial
reasons, that:

* we fatally experience to be true from the conduct of one
manufacturing pooulace (that) mankind, in gemeral is  naturally
inclined to ease and indolence,, who do not labour, wupon an
average, above four davs in 3 week, unless provisions happen to be
very dear, (...} Put all the necessaries of the poor under one
denomination, for instance call them wheat or suppose that (...}
the bushel of wheat shall cost five shillings and that he (the
worker) earns 3 shilling by his labour, he then would be obliged to
vork five davs only 2 week, if the bushel of wheat should cost but
four shiliings, he would be obliged to work but four davs, but as
wages in this kingdom are much higher in proportion to the price of
necessaries (...) the sanufacturer who labours four days, has 3
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surplus of wmoney to live idle with the rest of the week®
((173},p.262)

-

The solutions which the same suthor proposed were drastic:

“*The labouring people should never think themselves independent of
their superior (...) It is extresely dangerous to encourage mobs in
3 cosmercial state like ours, where, perhaps, seven parts out of
eight of the whole, are people with little or no property. The
cure will not perfect, till our manufacturing poor are contended to
labour six days for the same sum which they now earn in four
days " ((173} ,p.262)

Once amore he advanced the idea of a House of terror where poor pecple
should have had to werk 12 hours a days for 3 purs  subsistence allowance.
Marx wmaliciously ncted that, 43 years later, this propesal could appear
progressive  winen compared to the resistance English entrepreneurs put wp ta
the 12 hours limit for children.

Furniss further clarifies the cruel but logical coherence 37 this
ideology which, in the extreme version, openly theorized the "social utility
of poverty"

*(..) the nstion's destiny was conditioned wupon 23 numerous
population of unskilled labourers, driven by the very competition
of numbers to a3 life of <onstant industry at sinisum wages:
*submission® and "contentaent” were useful characteristics for such
a pepulaticn®((91), p.150)

However this interpretation of the Hercantilist age needs clarifying. For
the economists of that time such 3 competitive labour market was certainly not
sufficient to do away with the idleness of the poor. They therefore advocated
strong intervention on the part of the State to regulate fhe matter. In 2
certain sense they were concerned above all with the a=eans to reach and
aaintain full esployment

th.Firmin, a ophilantropist who spent his life attempting to alleviate the
consequences af unesployment, stated:

*It is better to lose something in 3 way that will sake 3 people
better and skilful than to suffer thes to live in idleness®
()

Some eariier English writers like J.Bellers also tried to estimate *the
cost of unemployment® (Jonhson (132), p.283) and wmany suggested fields wvhere
the State’s agencies could employ poor people and force the idle to work,
W.Petty, for instance, suggested:

*Batter to burn a thousand sen’s labours for a tise, than to let
those thousand men by non-esploysent lose their faculty of
labouring® (...} Even building ®3 useless pyramid upon Salisbury
Plain® or hauling the “stones of Stonehenge o Tower Hill® would be
preferable to allowing the unemployed to resain idle' {quotations
irom J.A.Garraty (F3))

Another cynical view 2an be found in the Fable of the Bees bv B.Handeville
(182). In this vork Mandeville advocated cuts in public expenditure on poor
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children to ensure a sufficient rumber of ignorant people who would then be
available for hard , dangerous and dirty works,0n the other hand, there is
also, as Keynes (135) pointed out, in Handeville's pamphlet an interesting
clain for "full esployment® policies: \
"The great art to sake a naktion happy and what we call flourishing,
sonsists in giving everybody an opportunity of being employed,
which to compass, let 3 governments’s first care be to promote as
great 3 variety of manufactures, Arts and Handicrafts as human wit
2an invent; and second to encourage Agriculture and Fishery in all
their branches, that the whole earth may be forced to exert itself
as well as Han"((13%))

Some other Mercantilist suggestions for 3 labour "supply oriented® economic
policy can be found in 0.Hume,kJ.Law, A.Yarrington, T.Sheridan, J.Child,
D.Defoe, J.Hougton and others.

In susmary, one can agree with J.R.Garraty (93) that, in the language of
sodern aconomics, the seventeenth-century writers saw l3bour as a factor of
production, but almest ignored it as a factor of consusption. The mixture of
authoritarianisa, oynicism and somsetimes true social concerns is an  aspect
that wmany economists of our cemtury often have not sufficiently taken into
account in looking 3t Mercantilist theary. Indeed, wmore attention should be
given to the influence of Mercantilist thought in preparing the C(lassical
synthesis by stressing the primacy of labour in production. The history of
econcaic thought even though there is no absolute consensus gemerslly agrees
that after 1750, there were some late Mercantilist thinkers who  gradually
changed their attitude toward labour. (R.C.Wiles, (280)}}. A.W.Coats’' paper
(42) brought to light sany hidden subtlelties in Late Mercantilist thought.
The C(lassical synthesis was preceded by sany contributions that crested 2
favourable ~limate for these new ideas. (pats quotes, for instance,
Vanderrlint who already in 1734 supported economic incentives for 1sbourers,
Coats also re-evaluated works of Berkeley, Hume and many other Hercantilist
authors, <oncluding that:

"Despite continued concern with the wmoral and 2conomic
consequences of luxury consumption, increased spending by the lower
classes, was not becoming accepted 3s inevitable, but was welcomed,
as contributing to the preservation of an equitable and stable
social srder, 3and even as an 314 to the disseaination of politizcal
desocracy® (...} "Support for these views case from some of the
sost profound thinkers and acute observers of this day, and was
consistent with 3 general movement of thought affecting philesophy-
the influence of the Enlightenment, religion- particularly the
decline of the Puritan conception of shamefulness of poverty and
the rise of sethodiss, and literature- the esergence of romanticiza
and sentimentalisa® ((42), p.20%)

20



1.3: The C(Classical tconomists: the discovery of desographic and social
geterainants of labour supply

The earlier industrial age presented many problems which involved new
conceptions about the labour market. The industrial revelution was widely
subverting customs and habits by creating a new industrial lsbour force, The
agrarian society had eade limited use of soney. The great part of the
population had been living largely by self-subsistence, while the market
satisfied only a saall proportion of their wants, The growing industrial
sector, an the contrary, through urban developsent and the absorption of ail
the dispasable time of the labourers, {forced amore and more people to live by
exchange sechanisas,

Yorking-class families began to specialize more in the sale of labour power
to purchase c<osmodities aarketed by profit waximizing fires (K.Perelman,
(200),p.21). And this adaptation of working families was 3 painful process
which transforsed customary relationships between wsan and wife, parents
and children,

D.0gg (190) observes that for instance in England there was already 2
long tradition which had accustumed the poor to value their infant children
35 wage earners, The so-called Speenhamland Svstem allowed for a concession
from rates for each pauper child, whether legitisate or not.

*Consequently, more perhaps than any other country, England had 2
vast supply not so much of man power, 3s 3 juvenile and infantile
power. (...} Fauper children were sent off in “parcels® of ten or
twelve, to each of vhich the Poor-Law authorities usually idded one
idiot child for good seasure® (D.0qg, (190),p.11D1)

Kistorians have often spoken of a worsening of living conditions of poor
people at the time of the Industrial Revelution. (J.E.Thorold Rogers (2342},
But this pessimistic idea seess strongly influenced by romantic anti-
industrialist feelings. ©Some recent studies also accepted the hypothesis of 3
shorter average working tise before the Industrial Revolution than after,
{Freundenberger-Cummings (B89)). fccording to these studies the annual work
effort in the 17-th century should have been shorter than in the following
centuries. As 3 matter of fact there wvere between 40 and 50 Church and secular
holidays reducing the total amount of days and hours of work. (Solow-
Temin, (243)} However this apparent abundance of leisure was detersined by
subsistence status. The 58 average weekly hours of the pre-industrial decades
vere the maxism feasible limit for a physically weak and under-nourished
labour force. This hvpothesis has many sisilarities with present phenomena in
underdeveloped countries. A very poor diet in those days (as today) would have
literally wmade it impossible to perfors the 4000 annual working hours of
Industrial Revolution  times. (Clark-Haswell (41)). Thus only when the
standard of living allowed for better nutrition were there exceptional
conditions to transfors enorsous human ‘self-fertilizing® resources into
industrial productive processes, To the Classical economists therefore the
world seesed one wherg-as R.Smith wrote:

*(...} the desand for men, like that for any other cossodity,
necessarily regulates the production of men; aquickens it when it
qoes too slowly, and stops it when it advances too fast’
({239} ,p.80

Labour was then partly freed from religious customs and traditions and was
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becosing 3 sort of cosmodity with 3 precise relationship with its own price,
(E.Hopkins (127)) But even if the supply side of this market did not seea
dosinated by the same clear rational economic law of other commodities,
economi¢ thought shows, in this preparatory peried, an apparently strange
diversion from the Mercantilist tradition, Economists who had been classified
as precursors of the Classical school began to work out social enquiries by
seans of new conceptual categories,

W.Petty, who apparently shared Hercantilist opinions about the backward
bending curve of labour supply, united them with pre-Ricardian (or pre-
Halthusian) ideas about an 3lleged natural price of labour. If workers
substitute leisure for consusption when wages were higher than this natural
price, this confirsed the existence of something like a surplus-labour vhich
had to go, on the contrary, to capitalist entrepreneurs who reinvested it.

J.5tevart was also interested in clarifying the determinants of wage-rates,
In this sense his outlook was more advanced than the usual HMercantilist
approach. for a Mercantilist, there was no particular interest in explaining
wage detersinants, The best economic solution would simply have been to
saintain labour services’' prices at the lowest level possible., This
reinforced domestic price cospetitiveness and produced  gains  from
international trade. For the pre-Classical writers however wages evidently
differed for workers with different skills. The problem therefore was how to
deternine the right price for thes. The theory of subsistence levels which
¥as advanced by these econoaists in some sense represented an attemot to
reduce this elusive 1issue to clear terms of demand and supply laws.

R.Cantillon, who is 3lleged to have proposed the first coherent theory of
subsistence wages, does not seem, in the light of sore modern eriticisa, to be
50 ‘“sechanistic® as many historians of economic thought have believed.
K.Bowley (24) points out that it is necessary to understand that this author
was trying to 1solate the issue of labour supply from many biasing effects:

*What is remarkable (in his work) is that he set out to explain why
subsistence levels detersined unskilled wages and the wmeans by
vhich the supply of labour was adjusted to the subsistence wage.
Again unlike wost of his contesporaries he realised that it was
relevant to explain how it was that subsistence levels wmight be
above physiological subsistence and still determine wages (...)
From another angie it is evident that what he was trying to do was
to expiain how certain econosic variables, in an essentially static
society, were deterained® ((2¢), p.182)

To this extent, H.Bowley detects a subtle distinction between this
intellectual sbstraction and the 3podictic “natural laws" of human and social
behaviour. She underlines furthermore that he seeas to have had wmuch wmore
faith than either Saith or Malthus in human commonsense.

With A.Seith the turning point in labour supply theory is reached. It is
svabalic fthat the great Scottish economist, at the beginning of his
intellectual evolution, still accepted the traditional concept of 3 backward
dending curve, (238) In The Wealth of Nations (239) he changed his ideas
radically and theorized a positive sloped curve,

This opened several questions that Smith solved only partially. The
backward-bending curve of Mercantilist thaught was a denial of  subsistence
theories that a priori assumed 2 fixed working tise. Smith in his attempt %o
Justify a3 positive relationship between wage and labour effort, assumed that
vorking people substantiaily desired only future leisure, at the * ending of
their days®.5mith wrote:
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‘The liberal reward of labour (...} increases the industry of
human  people (...} A plentiful subsistence increases the
bodily strength of the labourer, and comfortable hape of bettering
his conditions and ending his days perhaps in ease and plenty,
anisates hia to exert that strength to the utmost. Where wages are
high, accordingly we shall always find the workmen sore active,
diligent and expeditious than where they are low." ((239), p.81)

The economic history of the following decades, however, shows that Saith’s
ideas were too crude. As wodern sicroeconomic analysis has shown, increases
in labour income remove the constraints to a purely subsistence status,
Workers also desired ‘“present® leisure and wanted shorter working days, the
increase in the wage rate did not generate 3 pure substitution effect, but
led rather to 3 decrease in working time through an income effect, When
primary needs are satisfied, the workers also take into account a2 balance
between income 3nd the 2ffort needed to earn it and , at the same time, they
try to reach a point of saximum productivity that usually corresponds to
shorter working hours. When the labourers eventually live in an affluent
society, however, the effect of greater consumption and shorter working tise
on the productivity of labour can be negligible, Thus Seith’s positive sloped
supply curve could dbe justified, At any rate, Seith's hypothesis dominated
labour econcmics for 311 the following period. @ positively sloped curve of
individual labour supply solved its own inner contradiction very well when it
was considered from 2 macroeconomic point of view. In fact changes in real
wages did not produce  two opposite effects on working time and on the
participation rate in this framework anysore. Other modern economists like
Harshall and Wicksell dealt with this puzzling question but they did not
revolve it. This sisplification was strictly necessary to handle the problen
of wage determination in terss of a competitive labour wmarket, P lchulty
resarks that:

*(...)the difficulties presented for econcaic theory by the
purchase and sale of labour are wvell illustrated in Rdam Smith’s
analysis of wages, which shifts from short-rum to long-rum, from
influences narrowly economic to those sore broadly social, and froa
sarket to non-sarket institutional forces® ((177),p.49)

K.Bowley concludes that -

"It is perhaps idle to speculate 3s to how Adam Smith would have

fitted the backward-sloping supply-curve into the analysis of

wages in The Wealth of natioms. It seeas (...) that it wouid have

been difficult unless treated 3s a tesporary phenomenon arising
from public provision of education. (...) Rdaa Smith must be

regarded 3s establishing for good or ill, the belief in the

norsal-shaped supply-curve of works 3ssused by nineteenth-century

economists® (X.Bowley (24),p.198)

Seith's synthesis was, from this viewpoint, a point of departure for other
Classical theories of the labour sarket. These were highly abstract scheames
vhich, on the adaission of their proponents, had no norsative or political
value, In England, for instance, the percentage of dependent workers compared
with that of the self-esplaved was still low. (onsequently:
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*(...} it seemed likely that the attention given by economists to
the question of wmarket wages was out of proportion fo their
actual isportance as a proportion of national income. But another
factor probably counts heavily in explaining the primacy of the
wage probles in Classical economics: the implicit need, in an era
of emerging class structure, to explain to the labouring class why
it got what it 4id" P.MeNulty, ((177), p.79)

The predominant ideas in the Classical age thus became those presented by
Balthus and Ricardo, which focused on the macroeconomic aspects of lsbour
supply, Their central idea was that of the natural vage:

*(...) that price which is necessary to enable the labourers, one
with another, to subsist and to perpetuate their race, without
either increase or disminution (...) When the market price of labour
is below 1its natursl price the -ondition of I1abourers is aost
wretched: then poverty deprives thew of those comforts which
custos renders absolute necessaries, It is only after their
privations bnave reduced their rumber or the demand for labour has
increasad, that the wmarket price of labour will rise to its
natural price, and that the labourers will have the wsoderate
conforts which the natural rate of wages will afford* ((208),
p.53)

But in Ricardo we find another brilliant insight which unfortunately was
not further developed, Work and :consusption were, he noted, linked by 3 mutual
relationship. Rational workers :hose different combinations of consumption
goods and,at the same time, they planned their family size with similar
eriteria, This contrasts , for instance, with earlier Halthusian views which
vere asore pessimistic and mechanical. In Ricardo there is also a sort of
anticipation of the economic theory of fertility:

*The friends of humanity cannot but wish that in all countries the
labouring classes should have 3 taste for comforts and enjoysents,
and that they should be stimulated by all legal seans in their
exertion to procure thea, There cannot be a3 better security
against superabundant population. In those countries where the
labouring classes have the fewest wants and are contented with the
cheapest food, the people are exposed to vicissitudes and
siseries,.They have no place or refuge from calamity they cannot
seek safety in a lower station, they are already so low that
they can f3ll no lower. On any deficiency if the chief article of
their subsistence there are few substitutes of which they can
3vail theaselves and dearth to them is attended with alsmost all the
evils of famine.® ((208), p.57)

The same concept can be found also in 3 passage of his Works:

It is not to be understood that the natural price of labour,
estisated even in food and necessaries, 1s absolutely fixed and
constant. It wvaries at different times in the same osountry, and
very wmaterially differs in different countries. It essentislly
depends on the habits and customs of the people (...) Many
conveniencies now 2njoved in an English cottage, would have been
thought luxuries at an earlier period of our history" ((199),p.94)
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In the short-run however workers were inevitably and completely subjugated
by the sarket rules.

"Labour is 3 commodity which <annot be increased and diminished at
pleasure® ((208), p.10%)

Consequently Ricarde’s labour economics was characterized as  very
pessimistic. Given the primacy of long-run economiz laws, the only hope for
labourers was in economic growth. But Ricardo also believed that the scarcity
of natural resources obstructed the pattern of growth, From these
considerations  there appeared 3 glooay future for the working
2lass, (S.Hollander, (123))

¥ore often than not Halthus has been judged to be excessively pessimistic,
It is of interest to note that Malthus, besides his populationist theories,
3lso stressed the role of habits in determining labourers’ standard of living,
In the Essay on the Principle of Population (18046 editiom) he wrate:

‘The condition of the labouring poor, supposing their habits to
resain the same cannot be very essentially improved but by giving
thea 3 greater -ommand over the seans of subsistence, But any
advantage of this kind sust frca its nature be temporary, and is
therefore really of less value to them than any persanent change
in their habits. But sanufactures, by inspiring 3 faste for
coaforts, tend to prosote 3 favoursble change in these habits, and
in this way perhaps counterbalance all their disadvantage®
{(166) ,p.206)

There is however a further resark to be made about Malthus' interpretation
of the (lassical system. L.Raobbins further (204) emphasized that when
Malthus suggested wmoral restraints to control population, he isplicitly
intended besides physiological determinants also the psychological components
of the supply price of labour. Somehow, therefore, there is 3 mseans to escape
the perpetual subsistence conditions.

It would be twisting the evidence, however, to say that the Classical
School was not heavily anchored to a *naturalistic or biological® vision of
population growth. In the eyes of the Classical accnomists, the variation in
the Iabour supply had definitely to be related to the number of workers.
Furthersore every change was seen to be chieflv the ~onsequence of natural
desographic movements which actually did apply in the long-run. Their theory
therefore was essentislly 3 theory of labour force {or the participation rate)

In this sense the C(Classical economists introduced the concept of class as
3 seans of studying the sechanism of income distribution. Labour, as a
productive facter, had to Dbe measured in the aggregate irrespective of
education, sex, age or skill. Classical political economy recognized the
value of services rendered by the household; however - 35 H.Perelman
resarks, ((250), p.23) -that literature also excluded the household froa all
theoretical discussions. This "mvopia® in seeing sore subtle aspects of the
labour market is certainly rather surprising because , even 3t the beginning
of the Industrial Revolution, there was a tendency to model individual or
household 1abour supply  according to  economic  detersinants,
0.53it0(224), (228}, has shown that in those dark years, wage incresses were
caysing noticeable fluctuations of the working burdens among sex and 3ge
groups of labourers, In particular, women and children were playing the role
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of secondary segments in the sarket, and there is evidence of the existence of
what wodern labour economics calls added worker effect (that is to say, the
entrance of marginal workers into the labour smarket to counteract decreases in
household’'s income),

The these of working hours during the Industrial Revolution is, as
sentioned before, a controversial issue. The traditional view is that of a
worsening of labourers’ conditions caused by the introduction of new
technologies in sanufacturing, But there is a current of historical thought
vhich has examined this hypothesis ence again. The English working class |, for
instance, seems, in the light of these new studies, not so weak and ready to
change old habits as was assumed. Rbsenteeisa and other kinds of resistence
were real and important phenomena even in those times. Furthermore without
doubt intensity and lemqth of work in agriculture, , were no shorter in those
days and in the former centuries than those which were in force in the
industrial sector. There is therefore no evident proof of the theorv of
the worsening of workers’ conditions in early industrial society
(E.Hapkins, (127)). From the second half of the nineteenth century the
existence of a negative correlation between wages and hours of work seems
proven (H.A:Bienefeld, (18)). Qf course such a relatiomship is partly vaque
and confused, but the phencaenon surely played a very important role in the
successful recruitesent of workers into unions and left-wing political
aovesents, Thus from the claim of 2 twelve hours day the organized working
rlasses passed to the target of tem hours and after that of the eight hours
working day.

However each c¢ut of the working day was  “adamantly™ and consistently
opposed by their employers.(Solow-Temin, (243)) Why 7 The question is an old
one and still topical. Employers knew that shorter working davs could not
be really linked to lower total wages, wWorkers assumed their standard of
living could not worsen and justified their claims on the basis of increases
in praductivity. But the evalustion of changes 1n hourly productivity is
theoretically insoluble and the answer can be only espirical, In fact there
are  ng 3 priori reasons to suppose that the elasticity of output with
respect to working hours is greater or less than one. E.D.Denison’s study
(55) estimated that in 1929 a reduction of an hour of the work-wesk was fully
cospensated for by gains in productivity. In 1997 a | per cent reduction of
working time produced a loss of 0.4 per cent in production. Even though a
large wmajority of modern labour economists incline toward the hypothesis of
less than proportional changes of production with respect to  hours, there
are austhors who believe that they have proved that such elasticity is greater
than one., Moreover another difficult problem related to the substitution of
hours for aen exists. The possibility of adopting shifts imolied difficult
labour organization of jobs and duties. Furthermere the nes hourly standards
were not adopted by all producers. Therefore there were disadvantages for
those who were the first to cut hours (at least in the short run)., Each
individual entrepreneur thus strongly disliked such innovations. (I.Levenson,
(1%8), p.197) It is certain, that seen from the XIX century workers’ viewpoint
the choice of a3n optimal distribution of leisure and income was really
sesningful and appreciated. -

J.Fourastie’ :learly resumed the argusent as follows.

*Subsistence 15 an inescapable problem for evervone 3s long as the
essential needs of foods and clothing are not satisfied. But as soon
25 these elesentary oroblems of the level of living are resolved,
men Dbegin to attach more importance to the style of life. And very
soon they are ready to sacrifice some part, even an important part,



of their level of living, to improve their style of life. It is thus
that since 1900, by veluntarily reducing the duration of work we have
uymwittingly reduced our possible level of living by about a
half"((82),}
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1.4, Harx-fngels’ theories: the 'reserve aray’ and the growing sisery of the
working class

The radical criticism of the C(lassical theories by #arx and Engels
atteapted to formulate a new theory of labour-value. Obviously this involved
an extensive study of worker's conditions., Consegquently in the works of these
authors apart from sharp sociological analyses, one can also find many
brilliant insights sbout forthcoming social phenomena. #il their analvses,
however, were subjugated (at least as reqards the theme we are concerced withi
to the basic assumption of an “iron law® of perpetual subsistence statys for
the labourers, This rigid premise was essential to the conclusion that
capitalist society could not possibly resolve the dramatic contradiction
between growing misery and wealth accumulation. HMarx and Engels, for this
reason, advocated 3 global revolutionarv change in the economic svstes

Their earlier works, as is well krown, were <oncerned with historical
and sociologicai enquiries into working class conditions which gives us
impressive and precise descriptions. But in these books a clear vision of the
Jeep changes in the style of living of the masses is also present. In
Engels'work The Conditions of the Working Class (45) the feelings associasted
with work for the new industrial labourers was thus described:

‘The sore a3 man, the worker, feels himself, the sore hateful must
be to him, because he feels the constraint, the aimlessness of it
for himself, Whv does he work? For love of work? For a natural
ispulse? Mot at all! He works for money, for a thing which has
nothing to do with the work itself® ((8%),p.118)

Transiated in utilitarian teres this seans that the new industrial worker
was forced by the technological revoiution to accept a new balance between
total disutility of his work and the utilitv deriving from subsistence
consusotion. As has been menticned before, pre-industrial societies slowly
evalved and at the same time saintained their equilibrium bv mesans of a
mixture of leisure and work which was codified by seta-economic laws.

On  the contrary,the urban worker was losing such a sense of
confidence in an established social order, where custoas and strong community
feelings were widelv shared. In the new industrial capitalist society, he was
forsally free to sell his labour-power vithout the constraints of the feudal
order, but he was alwavs (for subsistence statusi forced to accept capitalist
ryles and c-onditions. Therefore the worker could in no way choose his own
style of living and.

*The failing of the workers in general may be traced to an
unbridled thirst for pleasure, to want of providence, and of
flexibility in fitting into social order, ta the general wscbilitv
to sacrifice the pleasure of the mosent to 3 remate advantage*
{(65),p.129)

Marx recalled these pages in his Capital. The Seventh chapter is entirelv
devated to the study of the working dav’s evolution. The ‘real® working day
vas the cause for which the antagonist social forces vere fighting, The class
struggle was, as in the Classical view, a shifting balance between the
opposite sides of demand and supplv of labour. But the focus of HKarx and
Engels' interest was not the emplovment level. For these authors the greatest
probles for the worker was not only the fear of unesployeent, but above all
the specific conditions of the swolovee, The reserve arwy of the memployed
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was a constant datum of the capitalist aconomy;if at the peak of 3 boom
unesploveent tesporarily disappeared, such disappearance would have been
very shortlived. The strugale concerrned instead the reappropriation of the
surplus-labour and the surplus-value: in other words, the length of the
working day., The capitalists (as class) tried to curd this resistance by
introducing new machines which inevitably created the right reserve armv of
uneaploved.

#arx and Engels’ theorv is in this sense much sharper than the (lassical
one. fis a wmatter of fact it refers to all the features of labour supply:
participation rate, vorking length, intensity of labour.

farx, in Capital, does not believe that the workers have any chance to
actively control their own labour suppiy. Sometimes, hewever, (as in the
parts reqarding umioniss and strike power) he seems to think that it is
possible for the working class to achieve 3 real improvesent in their
standard of living within capitalist society. The proposed solutions are
alwavs however the total subversion of the oresent social systes: to replace
capitaliss with socialisa. It 1is therefore difficult to summarize Harx’'s
cosplex ideas about labour supply dynamics. (me can start from the simple
scheme of the first volume of Capital. The reoresentative worker must exchange
his only economic resource: labour—power, and he resumes his own status by
saying to the capitalist:

*You and I know, on the market, only one law; that of axchange of
cosmodities. find the consumotion of the comsadity beiong not to the
seller who parts with it, but to the buver, who acquires it, To vou
therefore belongs the use of ay daily labour-power. But by-means of
the price that you pay for each day, [ must be 3ble to reproduce it
daily, and to sell it again. fpart from natural exhaustion through
age & ¢., I aust be able on the morrow to work with the same norsal
asount of force, health and freshness as today. You oreach to ae
constantly the gospel of “saving® and “abstinence”, 6ood' I will,
like a sensible saving owner, husband ey sole wealth, labour-power
and abstain from all foolish waste of it. 1 will each dav spend,
set in sotion, put into action only 3s such of it as is cospatibie
with its noraal duration, and healthy develoosent. By an unlimited
exacytion of the working 4ay, vou may in one dav use up 3 quantity
of labour-power greater than I can restore in three, What vou 4ain
in iaboyr I loose in substance® ((173),pp.224-225)

But ‘what is the working dav?"- Harx asks.

*{...) the working dav contains the full 2¢ hours, with the
dJeduction of few hours of repose without which ]abour-power
absolutly refuses its services again, Hence it is self evident that
the labourer is nothing else, his whole life through, than labour-
power, that therefore all his disposable time i3 by nature and law
labour-time, to be devoted to the self-expansion of capital. Tise
for education, for intellectual develooment, for the fulfilling of
social functions and social intercourse, for the free-play of his
bodily and sental sctivity, even the rest time of Sundavs (...}
sconshine! But in its blind unrestrainable passion its were wolf
hunger for surolus-labour, o23pital oversteps not only the wmoral,
but even the merely phvsical saxisum bounds of the werking-
day* ((173) ,p.252},
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There is however 3 contradiction in this kind of reasoning, HMarx quotes
for instance an “empirical® test of the existence of a backward bending curve
of the supply of labour, This implicitly means that the workers, at least
sometimes, do not live in subsistence conditions:

*factory Inspector Leonard Horner conducted in his own person and
through his sub-inspectors, sany examinations of witnesses in the
factories of Lancashire (...) abaut 701 of the workpeople examined
declared in favour of 10 hours, a much smaller percentage in
favour of 11 hours, and an altogether insignificant ainority for
the old 12 hours (...) The sajority of the “over-times® declared
"they would much prefer working ten hours for less wages, but that
they had no choice that so many were aut of employment (,..} that
if they refused to work the longer time, others would issediately
got their places, so that it was 3 question with thes of aqgreeing
to work the longer time, or of being thrown out of employment
altogether® ((173),p.270) ’

The author however does not enlarge wupon these notes. The veheaent
criticism of the capitalist systea continues with caustic historical remarks
about all the trickerv and the sismanagesents which the dominant «<lass has
been 3pplying to neutralize the liberal legisiation on working tise.

"The history of the working day in certain branches of sroduction,
and the struggle still going on in others in regard to this
regulation, prove conclusively that the isolated labourer, the
labourer as ‘free® vendor of his labour force, when capitalist
production has aonce attained a certain stage, succumbs without anv
power of registamce. the creation of a norsal working dav is
therefore, the product of a2 protracted war, wsore or less
dissesbled, between the capitalist class and the working class’
((173),p.283)

In the pages following, hovever, #arx seemed to believe that the worker
sovesent could achieve sensible improvesents of its social conditions
through organized :ollective bargaining.

‘For ‘*protection® against °*the serpent of their 2gonies®, the
labourer aust put their heads together, and, as a class, cospel the
passing of a lav, an all-powerfull social barrier that shall
prevent the very workers from selling, by veluntary contract with
capital, thesselves and their families into slavery and
death" ((173) ,p.29%)

In Chapter XIII, which treats of "machinery and modern industry® Hary,
once again, came back to a largely pessimistic view of the relationship that
links men and industrial capitalist organization. The machine is the
strongest capitalist weeans of adjusting labour supply (that is to say,
participation rate} to desand and of avoiding amv basic constraint to
productive capacity. Once again the assumption of a perpetual subsistence
status 1is fundamental to this hypothesis. This is the result of the Law of
Increasing Misery of the Proletariat. The causal relationship must therefore
roughly follow these lines: {a) the introduction of machinery increases the
surplus-labour of each worker who uses it., (b} The labour force value is
determined by the sum of comsodities and services that his fasily needs. (i
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The machinery alwavs increases the division and the standardization of jobs.
In other words eachines create their own labour supply by invelving an
increasingly greater number of population in the labour market.

‘The instrument of labour, when it takes the form of 3 machine
ismediately tecomes a competitor of the workmen himself (...)
division of labour specializes this labour-power, by reducing it to
skill in handling a3 particular tool. s soon as the handling of this
work becomes unsalesble, like paper monev thrown out of currency by
legal enactsent, that portion of the working class, thus rendered
supertluous by the machinery, i.e. no longer immediately necessary
for seli-expansion of ~apital, either goes to the wall in the uneausl
contest of the old handcrafts and manufacturers with wachinery, or
else floods all the sore easily accessible branches of industry
swaaps the labour market and sinks the price of labour-power below
its value® ((173),p.406)

and furthersore:

*In so far as sachinery dispenses with auscular power, 1t becomes a
means of employing labourers of slight muscular strength, and those
whose bodily development is inccaplete, but whose limbs are ail the
aore suppie. The labour of women and children was, therefore, the
first thing sought for by capitalists who used wmachinery, That
sighty substitute for lLabour and labourers was forthwith changed
into 3 mesns for increasing the nusber of wage-labourers by
enroliing, wunder the direct sway of capital, every member of the
vorksan’s family, without distinction of age or sex"((173),p.372)

There are other interesting sociolegical observations in Marx's thought
sbout the family’'s reproductive function for the labour force. From his
point of view the household has the 3im substantially of waintaining 3nd
reproducing  the working ciass necessary for the reproduction of capital.
Thus capitalists can safely leave the achievesent of this aim to the instinct
of self-preservation and propagation. (Himmelweit-fiohun (117)) tven domestic
labour, which was reserved to wosen, couid be considered an aspect of
capitalist division of labour, #arx caught and re-interpreted the process of
substitution between rewarded labour 3nd domestic production of his age and
it is curious  to note that he exoressed his view in the cyrrent terss of
modern household oroduction theory, W certain number of familiar functions
cannot evidently be substituted, Therefore, when wosmen work a3t sewing,
sending, zhildren’s care, ets, these services aust be bought on the market. A
jecrease 1in domestic production corresponds to an increase in services bought
through the amarket, namsely an increase of money expanditure. Harket rule
pervaded 3ll working and non-working time of the working-man's faaily,

Coming back to the spezific these of the variation of the reserve aray by
seans of wachinery, one can conclude that Harx did not *ake into account
future possibilities that labourers would have to control  their  labowr
supply flow better. This is 3 crycial point in creating 3 dynamic wodel of
the capitalist society. If Marx had admitted to an evolutionary change in the
strength of the supply side of the market {or in todav's teras the presence of
an  incose effect on worker’'s consumption/ then maybe sose of his  final
judgements and forecasts about the destiny of capitalisa would have been
revised,

Karx's dedyctions rested chieflvy on three basic assumptions,
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(1) 4lobal surplus-value is absorbed more and more by the consumption of
luxuries by the higher classes both on domestic and international markets. The
consusption of the working class is maintained werely at the subsistence level
because of the "natural wage" mechanisa. The capitalist economy thus cannot
avoid periodic crises of oversroduction until the final resolution of this
contradiction and the breakdown of the social svstes.

(2) Worksen have no means of rationing their labour supply by decreasing
fertility or by bargaining for shorter hours and 3 lower intensitv of work. As
has already been noted , however, Ricardo and even Halthus had implicitly
suggested  that the labourers could also be rational economic agents c¢3pable
of adapting their style of living to different social standards. Marx
evidently did not pay great attention to this point or he did not emphasize it
engugh.

(3) Marx pointed out the technological origin of unemployment, By criticizing
J.Mill, HeCullogh, Torrens and Senior’s theories of a perfect substitution of
capital vith labour in the medium-long run, he explained the existence of an
unavoidable deep antagonise between men and machines. But if unesploved peaple
could not easily re-enter the economiz circuit because of the strict
technical division of labour, then the bargaining power of the employed worker
would necessarily grow if the process of enlargement of constant capital
relative to wvariable capital continued at the same velocity, It is fair
however to note that, besides the fallaciousness of this generalization,
Marx’s theory is certainly superior to the a-historical hvpothesis of the
Classical economists of 3 *natural law® of overpopulation and subsistence
conditions. MHarx argqued that “this law is peculiar to the capitalist mode of
production and that every specific historic mode of production has its own
special laws of population historically valid within its lisits alone®
(173),p.632).

But even this Harxian arquaent does not satisfy some of his critics, If
wage rates are explained 2s an historical datus, they are not properly
speaking 2 market phenomenon, But if they are, the liberal economists arque,
then the economic meaning of the theory 1s also deeply impoverished.

L.Von Kises observed:

"Without a catallactic theorv of w3ge no economic  analvsis of
the market can be complete and logically satisfactory. The
characteristic sark of economics 1s that it explains the exchange
ratios sanifested in market transactions as sarket ohenomena, the
determination of which is subject to 2 regularity in the
concatenation and sequence of events. It is precisely this that
distinquishes  economic  concepfion from  the  historical
understanding, theory from history® (L.Von Hises (24%), p.606)

As reqards the unemplovment orobles Harx d4id not believe that it could be
solved through the enlargesent of the public sectar, which he judged
naturally ‘smail®. Neither could the solution ccee from enlargement of
*domestic slavery”.

M.Morishina (184) makes the afore-sentioned points clear. From this point
of wview HMarx was a wage-subsistence theorist. Therefore he gave no
congideration to an idea which is crucial in sodern theories of growth, that
is to say, that the population (and the labour supely) 1s a function of wages.
Thys

*(...) we may say that Harx ascumed though not explicitly, 3 high
rate of growth of the labour force , (that is, high in realization
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to the growth of the demand for labour) even at the subsistence
wage-rate, for biological, socinlogical, technical amnd other
reasons, (...} Therefore the economy can grow at the ainimum real
wage rate, producing a3 relative surplus population which is ever
qrowing” ({184),p.131)

History has irrefutably shown that the "Law of Growing Misery® is wrong. In
Western countries workers have, for 3 long time, been free to bargain over
working time, quality of jobs and working conditions, Horeover in our own day
unenploveent is of 2 different kind to that ponted out by Harx., The wmost
evident phenomenon is unesploveent of youth or poor races {blacks, Hispanie,
ete.} which does not at 3ll sreate a climate of serciless cospetition among
workers as 3 whole. The other phenomenen is the seqmentation of aale and
female work,

From this point of view, therefore Harx's apocalyptic conclusion sbout 2
final breakdown of capitalise loses some logical conmections, N.ieorgescu-
Roegen gave a3 rigorous treatment and confutation of these concepticns of
perpetual subsistence canditians of the working class:

"It is hard to see how one can reconcile Marxist aconomics with the
assertion that capitalise produces sore consumers’ goods than the
desand for them. For if there is no fechnical relation between
esploveent and output, there also is no demand equation in the
system. The esoloved workers have no demand; they always receive
and consume exactly what results from capitaiists’ behaviour®
((98) ,p.237)

One must however say that Marx also had sany insights into the hidden
potentislities of merciless capitalist growth. There is 3 famous passage of
the III UVoluwe of Capital vhere the author captured very precisely the
importance of consusption and leisure in human life:

'It 1is one of the civilising aspects of capital that it enforces
this surplus-labour in 3 a3nner and under conditions which are sore
advantageous to developsent of the productive forces, social

relations, and the creation of elements for 3 new and higher
slavery, serfdos, ete. Thus it gives rise to a stage, on the one
hand, in which coercion 3nd sonopolisation of social development
(including its material and intellectual advantages) by one portion
of society at the expense of the other are elisinated. On the other
hand, it creates the saterial seans and ewbryonic conditions,
s3king it possible in a3 higher fors of saciety to combine this
surplus-labour with a greater reduction of time devoted to labour
in general® ((173), p.814)

As 3 matter of fact, in Harx’ view:

*(..,) the reals of ‘reedom ictually begins only where labour,
which is detersined by necessity and mundane considerations,ceases.
Thus in the very nature of things it lies beyond the sphere of
actual eaterial production (...) With his develcpaent this reals of
physical necessities expands as a3 result of his wants but, at the
same time, the forces of production which satisfy these wants alse
increase. Freedom 1n this field can only consist in socialised man,
the associated producers, rationally requlsting their interchange
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with MNature (...} But it nonmetheless still remains 3 reala of
necessity . Beyond it begins that developsent of human energy
which, hovever, can blossom forth only with this realm of necessity
as its basis. The shortening of the vorking dav is its basic
prerequisite® ((173),p.814)

P.A.Samuelson (228) classified Marx 3s 3 minar post-Ricardian econosist, an
opinion which 1s debatable, But it is certainly true that Marx’'s works are
full of historical and sociological annotations of great interest, which the
author himself did not further =laberate. In fact if these insights had been
further developed his conclusions would probably have been changed, The
anxiety to arrive at the general theory of capitalist economy, however,
induced the Gersan thinker to oversimplifv the labour market description and
its dynamics with unfortunate consequences,
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1.5: W.5.Jevons: the sarginalist and utilitarian approach to the labour sarket

¥.5.Jevens is wunanimously considered to be the economist who offered the
first microeconomic {freatment of labour supply. This fact is perfectly
coherent with the general theoretical approach of the English economist. As a
satter of fact from the utilitarian viewpoint, the first and most important
qestion asked was: why does a san wish to work? and furthersore how long
and how strenuously does he wish to work? Such questions would not have had
any meaning in slave society nor in a pure Malthusian or Harxian world,
Jevons, however, lived in 2 social environment where workers were beginning
to cossand 3 growing share of their own disposable tise and where they were
not forced by subsistence conditions to sell 3ll their potential labour-
power. The warker Jevons was interested in was therefore 3 stereo-type of a
ratignal economic 3gent with his own freedos to choose.

Perhaps it is not 3 coincidence that in his Theory of Political economy
Jevons supports his assumptions by taking examples referring to every day
iife. This reveals the non-classist vision of the labour market, The
workers whose behaviour Jevons described are artisans, serchants, clerks,
barristers, physicians ete. as well as workers in manufacturing industry, All
these workers have utilitarian sotives in comson which are satisfied through
a maximising process which end with some balance of pleasure (leisure) and
pain {labour). In one sense therefore Jevons astutely predicted the growth of
aiddle classes and the spreading of their tastes and standard of living.

At that timse, saveral statistical contributions (3mong which were the
famous works by E.Engel on the evolution of household expenditure patterns
(from 1857 on}) had already shown that consumption was strongly influenced
by prices and income both at the micro and macro levels, but above all that
consumption  was sore and  more  departing from subsistence
levels, (G.Stigler {(247))

In 1871, when Jevons wrote his Theory of Political Econosy, the
conditions of manual workers in England had also changed radically from the
dark years of the Industrial Revolution, (so that even the revolutionary
F.Engels who survived Marx,was beginning to adeit the possibility of 2
peaceful evolutiomary process toward socialiss or at least better living
conditions for the unionized working class), But this does nat sean that the
problem of the pain of hard long work had disappeared, On the contrary the
basis of wmarjinalist reasoning was precisely the diagreeatility of work,
and Jevons, from this point of view was influenced by the wtilitarian
theorist R.Jennings (132} .Jevons defined labour 3s every “painful exertion of
eind or body undergone partly or wholly with a view to future good®(
(133),p.168) .

But he had already noted the 3mbiguity of such a definition. The existence
of pleasure 3nd cospulsion in economic activity was undeniable,

*(...} labour say be (...} agreeable (,..) but only in 3 limited
amount and wmost amen are compelled by their wants to exert
thesselves longer and more severely than they would otherwise do*
(13D ,p. 169

Yet Jjevons’ theory hsd to abstract from ‘hose :omplexities to arrive at
a clearly cut utilitarian balance between pain and pleasure, But even though
Jevons 3lso recognized the sanifold nature of labour, he thought it was in
prin:iple possible to reduce warking time to some homogeneous and aeasuradle
psychological quantity: disutility.
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*Every act whether of production or of consusption say be regarded
as producing what Bentham calls 3 lot both of pleasures and pains and
the distinction between the two process will consist in the fact that
the algebraiz value of the lot in the case of consusption yields 3
balance of positive utility, while that of production vyields 3
negative or painful balance, at least in that part of the iabtour
involving sost effort® ((133),p.169)

Having noted the double dimension of labour’s disutility: duration  and
intensity, Jevons compared it with the utility that derived from the
enjoynent of every other economic good, He therefore drew figure 1 where

-

FIGURE 1

the wsarginal utility of future goods vhich could have been commanded by
labour income (curve p-q) was cospared with the disutility of working
activity (curve a-b-c-d). The segeent which joins each point of the two
curves then represents the marginal utility balance. Until the point » is
reacheqd, the balance is constantly positive ; thus the worker has an incentive
to prolong his efforts. Beyond that point there is no reason to continue the
working effort,

Jevons supposed that work could also produce positive utility (seqment b-
¢). It was evidently a way to cope with the probles of pleasant jobs. But he

pointed out that this fact did nat change the logic of his reasoning:
*When we exert ourselves for the sole amusesent of the aocsent,
there is but one rule needed, namely, to stop when we feel

inclined, when the pleasure no longer equals the pain® ({133},
p. 148

Then he deduced that.

" free labourer endures the irksomeness of wark because the
pleasure he expects to receive or the pain he expects to ward off,
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by means of the produce, exceeds the pain of exertion. When labour
itself is a worse evil than that which it saves him from there can
be no aotive for further exertion and he ceases"{ (133), p.174)

In sathematical terws he wrote the famous equation:

dl dx G T

—— T w——— ——
s

dt dt b g

where 1 is the painfulness degree; x is the product of labour (or income) and
u is the utility deriving fros the consumption of these commodities.,

Jevons also discussed the problem of the backward bending curve of labour
supply even though he did not draw such a curve,

‘Supposing that circumstances alter the relation of produce to
labour, what effect will this have upon the asount of labour
which will be exerted? There sre two effects to be comsidered.
vhen labour produces more cossodity, there is more reward, and
therefore sore inducesent to labour If a workman can earn ninepence
an hour instead of sixpence, way he not be induced to extend his
hours of labour by this increased result? This would doubtless be
the case were it not that the very fact of getting half as wmuch
sare than he did before, lowers the ytility to him of any further
addition,

By the produce of the sase number of hours he ran satisfy his
desires aore cospletely; 3nd if the irksoseness of labour has
reached at all a bigh point he may gain more pleasyre by relaxing
that labour than by consuming more products. The question thus
depends upon the direction in which the balance between the utility
of further cossodity and the painfulness of prolonged labour turns®
({133, p.180

The contents of the neoclassical theory of labour supply are thus fully
axpressad as well their puzzling conclusions:

*In our ignorance of the exact fors of the functions either of
itility or of labour, it will be impossible to decide this question
in an a priori manner® {({133), p.180)

One should note that Jevons underlined at this point the importance of an
espirical aoproach to the satter, by quoting Feter’s Progress of the Nation
and other historical and socioleogical observations. From these gquotations it
follows that Jevons inclined toward the hypothesis of 2  negative
relationship between hours of work and hourly real wages.

*We may conclude {...) that English labourers emjoying little sore
than the necessaries of life, will work harder the less they
produce; or, which comes to the sase thing, will work less hard as
the produce increases.

Evidence to the like effect is found in the general tendency to
redyce the hours of labour at the present day, owing to the
improved real w3ges now enjoyed by those empleyss in sills and
factories® ((133), pp. 180-18D1)
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On the basis of this discovered relationship Jevons however indulged 3also
in some unfortunate *natural philosophy® cbservations:

"It is evident that questions of this kind depend greatly upon
the character of the race®( (133), p.182)

S0 in explaining such behavioural differences he wrote:

*Persons of an energetic disposition feel labour less painfully
than their fellow-sen, and if they happen to be endowed with
various and acute sensibilities their desire of further
acquisition never ceases. A man of lower race, a3 negro for
instance, enjoys possession less, and loathes labour smore; bhis
exertions, therefore, soon stop. R poor savage would be content to
gather the almost gratuitous fruits of nature, if they were
sufficient to give sustenance (,..) The rich san in modern society
is supplied apparently with all he can desire, and yet he often
labours unceasingly for wore® ({133),pp.182-183).

There 1s in this quotation an interesting anticipation of a wmedern
phenosenan: that is to say the continuosuly increasing labour supply related
to highly skilled jobs or in present teras the probles of the harried leisure
class (5.B-Linder (157), J.Zuzaneck, (287)},

*In sose characters and in some oceupations, in short, success of
labour only excites to new axertions, the work itself being of an
interesting and stisulating nature® {{({133},p.182)

But besides these paradoxes Jevons recognized the importance of economic
incentives for the individual labour supply. He recalied the famous passage of

Querist:

*8ishop Berkeley, in his Querist, has very well asked: ‘*¥hether
the creating of wants be not the likeliest way to produce
industry in a people? And whether if our (Irish) peasants were
accustomed to eat beef and wear shoes, they would not be aore
industrious?® ((133), p.183)

¥e note in this passage a very brilliant anticipation of a modern
pherosenon: advertising, which continuously creates new needs and therefore
increases the willingness of the labour—force to offer wmore working tise or
at least decreases their propemsity to enjoy more leisure. Two
contesporaneous authors: Brack-Cowling (25), among others have treated such a
question and shown precisely the existence of this effect under historical
perspective, The length of the working week in U.S sanufacturing has been
arrested since World War II. They explain this precisely through the effects
of wmassive advertising which created new tastes and sustained the demand
for substitution of durable goods .,

One can conclude on this basis that Jevons' re-interpretation of the
backward bending curve was in some sense ‘progressive®., He saw the worker
free at last from perpetual subsistence status, as being, like 23 capitalist
entrepreneur, who could express express his sarket preferences and at least
partly plan his own life,

The limits of .Jevons' approach msust surely be found in his ‘cardinal®
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logic. The author addressed his study the probles of directly wmeasuring
utility's cosponents. Yet his sethodology was not completely sterile and it
w3s alluded to in the famous and posterior article by L.Robbins which
refuted Knight and Pigou’s hypothesis about an overwhelsing income effect on
individual consumption of leisure and re-opened the debate on wacroeconosic

implications of the labour supply function.
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1.4: Other References and Contributions of XIX century econcaists

The Industrial Revolution and the growth of the capitalist economy were
the sources of many social problems of the European countries during the XIX
centyry, The integration of the working cl3ss into the existent institutions
began to be considered also by liberal intellectuals. The laissez-faire
doctrine applied in particular to the labour market could not cope with the
growing demand for income redistribution and political reforss coming from
the new working class,

Between the extrese positions of liberal conservatism and utopian or
sarxist revolutionary thinking the centre position of thinkers like J.S.Hill
sust 3lso be wmentioned, Leaving aside the question of the relevance of his
doctrine on  modern reformism, it is isportant to underline how his
"liberal-socialisa” represents at the same time the apex of the classical
thought and the limit of such a school in facing the issues deriving froa
the economic dynamics of the early XIX zentury, (R.Fletcher, (75)) But Hill
in giving us the final synthesis of the intellectual contributions of the
Ricardian  and post-ricardian apoproach, at the same time, in one sense,
opened the wav to the new utilitarian approach.

*Mill resains a symbol of ecleticism and compromise. wore than
svery other English economist he represents that age when the
sarly capitalise,  still highly competitive and linked to
England’'s suoremacy in the world trade reached its top.* (E.Roll,
(220}, p.357

Mill's political and economic reasoning represents an attespt to saintain
a strong faith in capitalisa’s superiority, and to avoid a3t the same time,
the aver-simplified solutions of a purely repressive answer to the Socialist
threat to economic and political order. Laissez-faire could no longer be a
general rule in every circusstance, The intervention of the law ird many
economic Aquestions was necessary and could not be further postponed. This
did not mean overruling the judgement of individuals regarding their own
interest, but on the contrary it seant giving effect to their judgesent. It
is not by sccident that Hill chose the issue of the reduction of working
time to substantiate his argument,

R reduction of hours of labour is generally seem 3s 3 ¢3in for working-
people. But something closely related to habits, labour relations and
labour organisation could ensuee that such a3 limitation would not be
spontanecusly adopted. Workmen vho refuse to work, for instance, sore than
nine-hours 3 day , while there are others who work, for instance, ten
hours, have practically no bargaining power. Even though a large number of
sen desire to cut their individual labour supply, while saintaining the
sase wage, sose workers couid not observe this collective agreement. fnyone
who violates the collective agreement by working more hours could gain by
deviating from it and yet at the same tise tbeing protected by it,

Hill thus thought that in an ideal situation all working-people could
benefit because those who preferred to work harder and earn more would
have  an opportunity of doing so, while the resmaining ones could work
less. But probably - as Kill pointed out - this would be an unstable
situation. When 350 sany prefer to work sore hours on the iasproved terss,
the limitations could not be saintained as a general practice: what some do
from choice, others would soon be obliged to do from necessity and in
turn those who have chosen long hours for higher wages, would be forced in
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the end to work long hours far no greater wages than before. This was one
reason why legal requlations are necessarv to give effest to individual and
coliective opinions of suppliers in the labour market. We note that Kill's
thought as far as working hours were concerned is very similar to that of
other  thinkers of different schools 1like Jevons, Marshall and Hobson and
other radical economists,

The wvexed question of working hours in the following decades became one
of the chief themes of progressist wmovements and drew attention to many
probless of the labour sarket which are still present today. Profound shanges
in Industrial relations obviously induced further reflections in economic
theory and political 2:oromy.

The waorking 2lass which had progressively augmented their political
strength were now capable of favourably bargaining wage and working
sonditions. At the same time, however, wider differences among  industrial
subsactors were sserqging. Economics becase more specialized and divided into
specific branches. Labour economics in particular had been identified with
the classic work-fund theory up till then, and it is vorthwhile to underline
that such 3 theory had been very often re-interpreted to clais higher hourly
wages and shorter working time. This claim was often also considered a
solution to reach 3 higher level of esplovment level. Yet the work-fund
hypothesis bec3me discredited precisely because of its norsative suggestions .,
fis 2 matter of fact the first experiments of introducing eight-hour regimes
inmediately urdermined the capability of the theory to explain and forecast
the real evolution of the labour sarket,

The work-fund theory substantially postulated the sxistence of a fixed
guantity of available eapiovaent in the short-run and 3 perfect substitution
between men and hours. Given 3 certain desand for labour it was  therefore
unimportant along which of the two dimensions of labour supply (namely heours
and sen; it was distributed. Unions just advocated these rconclusions when
claiming the eight hours reqime,

Unfortunately after having been tested this sechanical deduction d4id rnot
fulfil its promises. The z3pitalist economy appeared to be much sore flexible
than was predicted by wage-fund theorists and its reactions to  business
cycles and relative price changes revealed 3 highly umpredictable nature,
Praductive re-organization exploited the unsuspected adaptiveness of the
labour-capital ratio to technical progress, so that machines rapidly
substituted men., Further sore workers' reactions were also widely and
surprisingly differentiated. For instance, in that period, in England, the
leading country in industrial relations, not even  trade-unionists could
agree on demanding a limitation of hours. First of 3ll aany of thes were
afraid of losing their independence by seeking favourable Ilegislation on
vorking regimes. Secondly, aeong some sectors of employed workers there was 3
propensity *o income 33ins (that is to say consumotion) higher than the
propensity to leisure, Class selidarity and the relief of imesslovaent was not
2 determinant factor in labour market bargaining. (J.Harris, (10%)}

Economists, intellectuals and politicians nearer to the workers’ movement,
in  all events, succeeded in propesing and obtaining some  advanced
sxperisentation of shorter working time. But, a3s some influentisl works by
S.Webb bitterly acknowledged, the explanations and suggestions which had been
offered by the current econcaic literature unfortunately did not correspond to
tne facts.(J.Garraty, (93)3.

There were, in fact, unpredicted adjustments in industrial organization,
which reverted wumfavourablv on employeent 3nd labour/capital ratio:

i) shorter hours were implicitly traded with labour intensity of labour, that
is to say, a higher sarginal productivity., Therefore, given 3 fixed desand
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for qgoods, production targets could have been reached through a number of
hours proportionally lower,

ii) shorter hours often implied a larger proportion of overtime.

iii) shorter hours were traded, when the economic cycle allowed for a re-
organization of production through new intensive labour-saving investment.

Koreover it was already evident that labour was not at 3ll homogeneous and
that the division of labour was not sufficient to create perfect substitution
between unemployed and employed workers. Hence the Great Depression of the
last quarter of the XIX century brought a new economic and political probles
to light: unemployment, Econosists, social scientists and politicians began
,in this period, to concern themselves with this specific feature of modern
labour markets and consequently to study oolitical snd administrative
remedies. It is worthwhile to underline that the same word unesployment 4id
not come into use subsequent to Hobson's definition (119) and A.Marshall's
works (171) . Hobson also recognized the ambiquity of such a concept by
pointing out that ‘unesployeant is perhaps the most illusive ters which
confronts sodern industrial society® (119).

In 1884 the Minority Repart of the Royal Cosmission on the Depression of
Trade and Industry, drastically redefined the basic econosic probles of the
social cosmunity as no longer the struggle for existemce, but as the struggle
for vork. (see J,Harris, (10%), p.7). We can cosplete these observations by
3dding that, at the same time, also the struggle for shorter workiag hours
vas starting.

The works of 3 non-orthodox and anti-academic economist like J.A.Hobson
are full of interesting reflections on the labour supply . Because of his
revealing 3pproach to economic issues he was in fact more attentive than
jcademic economists to several changes of his tise. Being unconcerned with 3
particular  analytical rigour, he often caught  new social and economic
phenomena in nuce. One of his books: The Industrial OSystes (122) is full
of vivid descriptions of the sature English economy.Some pages which
refer to wages and the labour market reveal how deeply the industrial systes
had changed during the previous century. In England minisum wages were
often still below the aaintenance levei of a worker’'s family, Yet the
genera] conditions of the working class were no longer, or at least, not
always, those of  subsistence levels. In other words labour supply was
still, for a great part, oriented by demographic trends As reqards
participation rate dynamics there was therefore a domimance of the so-
called added labour-power effects: namely, when real wages fell, households
tried to maintain their standard of living by selling on the market 3 larger
share of their potential labour-power. This reaction was not completely
atomatic: wages and participation rate changed according to the economic
development of each region. Women and children could enter the labour
sarket only if there were industries which demanded their services.
Hobson’s analysis pointed out that in this case there was a depressing
effect on primary wage-earners , for instance in regions with wmetal and
textile industries:

*(...) workers (did) not offer the sase ssount of resistence to
reductions of wages in bad tises which they would have offered if
the entire support of the fasily rested wupon the metal wage®
((122) ,p.8%

In other words Hobson underlined the role of the family as the "basic

unit of the wage systes® and as the decision center with resard to
labour supply., This ingight anticipated concepts that are nowadays basic ta
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neoclassical theories of the labour sarket and many sociological approaches
to household consumption behaviour. But Hobson further clarified the new
seaning of the minisum wage in  wodern industry. He pointed out that while
it:

*{...7 1s not the physical subsistence sinimum of the old
doctrine , it nonetheless remains true that the conditions of
the sale of labour-power are norsally such as to keep the price
down to the point of sarginal cost of production , that 1is the
conventional standard of coefort of the worst lsbour in each
grade {{122) Pag.90).

find he further enunciated 3 concept that became common-place {even though
not always correct):

"There is not the same liberty to refuse to sell labour-power as
there is for esployers to refuse to buy (,..) He (the worker)
aust sell and he wmust sell now. If the labourer does not sell he
starves; 1f the eaployer does not buy he loses some profits®
i122) ,p.50)

But Hobson, 3t the same time, also notad that these axpianations were ftrue
only in 3 qgeneral semse. The labour market oanly indirectly created
competitive conditions.. In other words, the participation rate was only
partially influenced by wage bargaining. Customs, personal comsiderations,
public opinion, etc, were enabling the workers to partly neutralize
competition and to put 3 constraint on their supply of labour especiazlly in
particular seqments of azsploveent. It was thus possible for workers to
create 3 "scarcity® of Iabour-power and to raise the *standard wage®. This
was obvigusly the basie strategqy of the trade-unions,

Furthermore, Hobson was greatly impressed by the diffusion of
autosation. In The Evolution of Modern Capitalisa he paid great attention to
the impact of automation on manual jobs. Hew technology certainly permitted a
shortening of warking time, but it inevitably increased labour intensity:

"Perhaps it would be right to sav that machinery develops two
antagonistic tendencies as reqards the length of the working dav.
Its wmost direct economic influence favours an extension of the
working hours , for sachinery intired, wasting power by idleness,
favours ~ontinuous vork., But when the growing pace and complexity
of highly-organized wmachinery taxes human anergy with increasing
severity, and compresses an increased homan effert within 2
given tise, a certain net advantage in limiting the working day
fer 2n individual begins to emerge, and it becomes increasingly
advantageous to work the aachinery for shorter hours, or, where
possible, to apply ‘shifts" of workers.

But 1in the present stage of sachine-development (...} the general
tandency is still in the direction of an extended working day"
({119 ,p.250)

Hobson also underiined the consequences of shorter worxing days  on
onsumption:

"The value of 3 shorter working day comsists not amerely in the
diminstion of the burden of toil it brings, but 3lso in the fact
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that increased consumption time enables the workers to get a
fuller wuse of his purchased consumables, and to enjoy various
kinds of ‘“free wealth® from which he was precluded under a
longer working day" ((119}, p.251).

and furthermore:

"The close relation between higher wages and shorter hours is
generally acknowledged. & rise of money wages which affects the
standard of living by introducing such changes in consumction as
require for their full yield of benefit or satisfaction an
increase of consuming-time can only be made effective by 2
diminution in the producing time or hours of labour® ((119),
p.278)

It is interesting to note that, at the turn of the century, leisure or
consusption time was qgeneraily considered ~omplementary to consusption,
In fact vorking-veeks of 40-70 hours did awav vith the incentives to increase
unnecessary expenditure at a higher rate. In order to increase expenditure
on clothing, transport, education and recreation etc. an extension of the time
available for their enjoyment was required,

Economic  analysis was still unable to explain the effects of such
complesentarity within 2 sarginalist approach, Therefore the neoclassical
approaches assumed that goods and leisure were substitutes. This allowed
thes to simplify the treatment of the consumer-worker’'s oproblem of
allocation, Complementarity between leisure and consumption, was in all
events confined to 3 small share of gqoods and services for consumption,  Only
in the period following World War II when such components of aggregate
consusption expanded very quickly, has cosplementarity been rediscovered. In
the 1960's complementarity was fully integrated intc the new consumption
theory proposed by Lancaster (141) , Becker (11) and others.

In the field of academic studies the new Harginalist approach to wage
theory called attention to the individual origins of labour supply decision.
In this sense there was an implicit return from a3 aacro-economic to 3 aicro-
economic framework. Within {lassical theory working time and wage changes
had predeterained effects on employsent: labour, just as other productive
inputs was disensionally treated 3as 3 stock. Therefore labour supply was
determined irrespective of individual choices. Om the contrary in Jevons’
thought, it was individual labour supply which had a decisive weight in
detersining the price of labour. Labour was chiefly seen as a flow of
services, that could fluctuate widely in the short-rum,

fi.Karshall rearranged the marginalist assumptions to arrive at 23 new
general synthesis, Harshall’s thought followed an evolution which departed
from traditional theoretical views to arrive at the new marginalist approach.
His early essays (285) reveal for instance that the English economist in 1870
still espoused a wage-fund approach. In his  Essay on Wages, Narshall
introduced a distinction between four situations which depended wupon the
temporal length of the economic aralysis.

The first situation is that of 3 very short-run. The exchange of labour
for wmoney 1is remarkably similar to other sarket exchanges except for cne
fundasenta] difference. The individual employer is stronger than each
individual worker in bargaining the price. The labourer, when he refuses a
job, loses his own time in the search for ancther purchaser. The emplover can
live on his own capital. The second situation is that of small markets and
great resistance in labour aobility in the short-run. In this case the
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bargaining power of the workers increases, for instance by means of union
organization. The Iabourers can limit their offer by shortening their
working time aor by constraining the entrance of new or marginal workers. In
the third nase labour supply is practically constant and its curve becomes 2
straight vertical line. & fall in wages impels a certain number of sen to
leave the market, but at the same time, weany others (to saintain the saee
level of income) increase their working effort, thereby leaving the
3gqreqate  supply of labour substantially unchanged. Attempting to explain
wage determination, he split the argument, 3s is well known, into short and
long-run views. This is the typical case that was postulated by the wage-
fund theory, In fact by assumsing that the demand curve is a rectangular
hyperbola, the total amount of income that the work force commands is
constant, The fourth rase concerns the long-rum equilibria of the labour
sarket, Demand for labour increasesat a constant rate indipendent of wages
because it depends on technical factors and on wealth  accusulation. Labour
supply  however is positively related to wages essentially through
demoqraphic determinants.

Exceptions to these four equilibria have been noted by Harshall, but
they have always been confined to unimportant curicsities. Thus in 2
preparatory fragment for the Principles, we read:

*in what was originally written as a part of a chapter on market
bargaining (...} there is a discussion of a3 case in vhich
labourers increase their supply of labour in consequence of 3 fall
in wages and vice-versa, Using the *domestic® curves we have 3
figure of this sort. [Figure 21. It will be seen that this curve
violates our fundamental law of supply for normal values®

FIGURE 2
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The essential feature of Warshallian thought was the distinction in wage
determination between short and long-run views. A classical definition of
such an approach can be found in the *Principles™:

"(...)as a general rule, the shorter the period which we are
considering, the greater aust be the share of our attention which
is given to the influence of desand on value; and the longer the
period , the more important will be the influence of production
on value® -he wrote- ((171), p.348).

But HMarshall's work in some sense deprived the Harginalist approach of
sany of its subtleties. When working time was highly standardized and the
participation rate nearly fixed, labour supply could be confined to
long-rum structural phenomena that could be excluded from the daily
concerns of economic pelicy, Harshall was however aware of the internal
dynamics of the labour market:

*(...)the economic conditions of the country are constantly
changing, and the point of adjustment of normal desand and supply
in relation to labour is constantly being shifted® ((171),
p.577)

Marshall's wmarginalist general synthesis had strong repercussions on his
followers; soreover his attention to the demand side, in some semnse, led to a
neglect of other important aspects of workers’ behaviour .

Marshall even though conscious of the specific characteristics of the
labour market, chose the traditional short-cut of a positively sloped curve of
labour supply, and dismissed the backward bending curve as an irrelevant
case. HMarshall underlined above all the role of habit and social conventions
in creating the propensity to increase working effort and income,

*The longer 2 man works, or even is on duty, the greater is his
desire for a respite (...) while every houyr's additional work
gives hia more pay, and brings him nearer to the stage at which
his most urgent wants are satisfied; and the higher the pay, the
sooner this stage is reached. It depends then on the individual,
whether with growing pay new wants arise (...} or he 1s soon
satiated with those enjoyments that can be gained only by werk ,
and then craves wmore rest, and more opportunities for activities
that are themselves pleasurable. No universal rule zan be laid
down; but experience seems to show that the sore ignorant and
phlegmatic of races and of individuals, especially if they live in
3 southern clime, will stay at their work a shorter time, and
will exert themselves less while at it , if the rate of pay rises
50 3s to give thes their accustomed enjoyment in return for less
work than before, 2ut those whose sental horizon is wider, and
who have asore firmness and elasticity of character, will wark
the harder and the longer the higher the rate of pay which is open
to them: wunless indeed they prefer to divert their activities to
higher aims than work for material gain ((171),p 326}

These ideas, like those expressed by Jevons, influenced the theory of
economic growth  and economic policy. Too often they justified economic
failures of under-develcped countries bv postulating the weak attitude toward
vork of naive populations, without any deep understanding of specific
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psychological elements which enter the range of workers-consusers preferences,
P.H.Douglas observed that:

‘In aodern days the chief proponent of this theory have been the
isperialists, who are the spirityal descendants of the
sercantilists and who have applied to inhabitants of the tropics
the sase theory which their wercantilist forebears promulgated two
centuries before concerning the laboring poor of England®
(87 ,p. 271

But Marshall substantially thought that:

*(...) ¥e wmay conclude that increased remuneratien causes an
ismediate increase in the supply of efficient work, as a rule; and
that the exceptions to this rule, just noticed, are seldeca on a
large scaie, though they are not devoid of significance® ({171),
p.528).

This reasoning had 3 great (and biasing) influence on all economic
literature that followed, The Keynesian approach, in particular, through the
sediation of the Pigouvian adaptation assumed such 3 function to justify the
existence of an L-shaped curve of agqregate supply, which does not affect the
functioning of the labour market.

It is interesting to note also the mixture of conflicting concerns present
in Harshall’s thought. Besides the intellectual logic that suggested wmore
rational and efficient uses of labour sarvices, there is in his works also
real concern about the effects of industrialism on  human beings. So he
sdvanced proposais to introduce sultiple shifts to increase the costs of
2apital investments and at the sase time he suggested decreasing working hours
to permit 3 greater investment in human c¢apital (that is to say, more health,
education ete.):

*The influence which the standard hours of work exert on econosic
activities is partly obscured by the fact that the earnings of 2
human being are commonly counted gross. No special reckoning being
for his wear and tear of which indeed he is himself often rather
careless® ((171),p.40)

and furthersore:

“Since material wealth exists for the sake of man,and not man for
the sake of material wealth, the fact that inefficient and stunted
lives had been replaced by more afficient and fuller lives would be
of a higher order than any temporary saterial loss that aight have
been occasioned aon the way"' ((171),p.494)

These are the words of an 2conomist who does not live anvmore in the dark
times of the Industrial Revolution. #arshall’s inteliectual aim was to provide
positive economic and social solutions for the re-allocation of working time
in order to isprove workers’ living conditions without having to give uwp 2
high rate of industrial growth. Harshall’'s approach thus substantially belongs
to the reforsist tradition of modern labour sconomists.

In conclusion sose sinor contributions of K.Wicksell may be noted, The
interest of this economist in demographic phenomena and their weight in
economic Jevelopsent is well known, Wicksell however 4id not disregard amicro-
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economic determinants of the labour supply. On the contrary he underlined
their importance and their puzzling nature. (Concluding his *Value, Capital
and Rent* (277) he pointed out the inconsistency of the assusption of a
constant labour supply in economic analysis.

Labour supply could change because labour—power or working tise in
contrast to svery other rentable-good is valuable for its owner even when it

3s not spent in productive activities, But the exact relationship between
wage and labour supply cannot be known a priori.Each probles sust be studied
separately, Wicksell thus restated Jevons' conclusions and anticipated
those of the present Neoclassical theory .,

Economic theory was still far from solving the gquestion of 3 correct
seasure of the rate of economic growth. Economists - Wicksell wrote - did not
yet agree on the evaluation of the optisal ratic among population,
capital, land, ete. Unfortunately:

*Generally desographic problems have always been disregarded by
the economists of all schools, This should be blamed {ros the
theoretical viewpoint but of course and still aore from the
espirizal one." (K.Wicksell, {247),p.164}

Byt there were not many alternatives for the theorist. Ome could simply
suppose that the variations of the population ( or labour force} followed
natural a3t all timwes, This was the conclusion of Ricardo theorizing the
existence of a “natural wage®. On the contrary one could suppose that
populaticn and labour force followed utilitarian caleulations. But this then
implied 3 decision about what kind of economic developsent is the most
advantageous to the national collectivity, Wicksell thought that the
solution was very difficult and did not propose his own, Hicro and
sacroeconomic aspects of labour supply appeared to contradiet each other,
Concerning the backward bending curve of labour supply, Wicksell proposed
some original suggestions, For instance if the slope of the curve is
neqative at least in some part of it (because the "soney evaluation® of the
worker is sufficiently low in comparison with his evaluation of leisure} it is
probable that in this case several equilibrium points exist, Harginalist
economic theory could potentially treat such complex situations even though
the knot of economic relations which derive from the introduction of more
realistic specifications were discouragingly difficult to account for,
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1.7: The Norsative Economics of Working Hours at the Beginning of this Century

Aacng  the manv fundasental contributions to economic theorv of I.Fisher,
his theorv of income has been of great importance for modern labour supply
analvsis even though the American sconomist did not study the leisure-
working-time issue specificallv, His theory anticipated the present concept
of  full-income which is fundamental in justifving the simultaneous
treatment of consumoticn and individual suoply of labour.Ws 3 astter of fact
income. in the Fisheriam approach, has a seaning which differs from the
Classical tradition., while income was identified with the total amount of
nommodities and services that an economic agent could command, from Fisher's
viewpaint income is not received until consumption of acnev incose vields
its services, Income, therefore. is seen as 2 flow of services (See W.W. Hewett
{113) and G.V.Terborgh (252};.

In The Nature of Capital and Income (72}, Fisher expounded this idea bv
emohasizing the importance of psychic incose. In this book the author drew
attention to the basic differsnce befween enjoyable objective services and
subjective services. In short, "goods are not Jood in themseies, (onsugers
can enjoy a certain amount of cosmodities and services but 3s:

‘it 1s usually recogniced bv economizts, (...} we sust not stop at

the stsge of thiz objective income. There is one sore step
before the process is comolete, Indeed no objective services are

af significance to man  except 35 thev are preparatory to
subjective satisfactions.® In other words, "in order that the external
world should become affective %o man, the human bodv aust be
considered as the last transforming instrument® ((72), 0.1673,

Fisher thus concluded that one has to distinguish between two kinds of
final income: the physical and the psychical incose namelv the objective and
subjective flow of goods and services.

*Ye define subjective income,then, as the stream of rconsciousness
of anvy husan being. il his conscious life, from his birth to his
death, comstitutes his subjective income, Sensations, ‘thoughts,
feelings,volitions and 31l psvchical avents, in fact, are 3 part of
this income stream. All these conscious experiences which are
desirable are positive items of income, or services; all which are
undesirable are negative items, or disservices® ((72) .p.l148)

This definition, according to Fisher, rcould avoid endless disputes about
hedonistic bajances.

*We have avoided exoressly the statesent that subjective incoms
consists of pleasure, or of oleasure ainus pain., These terms have
been too icosely used by economists. and such use has involved thems
in ynnecesessary controversies with psvschologists® ((72), o.148)

The balance between these kind of income was detersined bv the sarket rules
which egualized the sarginal value of all kinds of services,There were
however, some other 7acts that sattered, {bjective znd subjective incose,
which ysuyally balance each other could diverge for seversl reasons, Ume could
be, for instance, the investment in human capital. Another could be the
different levels of painfulness of labour. In faect, ‘“procerlv speaking,
objective incose takes no account of the toil of the labourer® ((72),0.170:.
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and further:

*In general we aav say that the proper sethod of appraising the
disaqreeable element involved in one’s work is to deduct from the
qross income that sum which the worker would be willing to
sacrifice were it possible for him so to avaid the disagreeable
element" ((72), p.172)

Hence every flow of services was , from another angle, a flow of
disservices faor someone else. He who produced the services suffered at the
same time for 3 psychic sacrifice. This could have been considered as having
a negative effect on global income,

"Including the human organism as capital acted upon by the outer
world and itself acting upon the inner world of consciousness, we
not only carry the uncancelied fringe of services one step further
and obtain as net income the subjective satisfactions from the use
of food, «lothing, {furniture, dwelling, etc., but we find it
necessary to inciude also the subjective efforts put forth bv human
beings in order that these satisfactions mav accrue® ((72), p.174)

Labour therefore wmerelv involved disutilitv. Goods and leisure time
became comparatle within a3 oprocess of a utilitarian balance of the
economic agent. As 2 wmatter of fact both of them generate a2 asvohic
satisfaction, We o2an note 3t this point an  interesting parallel between
Fisher's theoretical assumptions  and those of the “dvnamic® 3llocative
modeis of lzisure and consumotion of todav, To justify shifts in consumers’s
preferences sose of them asake a distinction between physiological and
psychological :omponents of the preallocated or “subsistence® gquantities of
consumption that enter the uytility function of the consumer-worker. Implicitly
they assuse that consusption is strongly 1influenced bv habit or "psychie®
individual evaluation of goods, Or in other words, that income has 2
subjective nature, This is a3 source of sany orobless and controversies of
present dav macroeconomics. Ubjective income can be "easilv® 3qgregated since
it represents the externalisation of economic agents’ opreferences, but can
subjective income be 3ggregated and seasured fo persit an evaluation of
economic policies 7 Where is the border between a rational choice of
disservices of work ind the disutilitv of being uneaploved? 3nd so on.

Une can conclude that the sophisticated utilitarian approach to consimotion
theorv that Fisher chgse reveals important developments todav. All wsarketing
and advertising theorv is more or less founded on such conceptions, and even
labour relations theory cannot disreqard them.

The conceptual revolution of Jevons and other utilitarians spread at the
turn of the century producing several other aminer contributions which
enlarged the understanding of the determinants of working time. The
introduction of new aachinerv and new technology had w=ade possible an
enorsous  increase of productivity at the end of the XIX century that
inevitably posed the guestion of a shortening of hours of labour, The
attention of industrial economists was thus oriented toward the study of
feasible innovations in labour orgamization. In particular the introduction
of shifts appeared an obvious wmeans to permit a3 growth of industrial
production and 3 shortening of working tise.

The =zlimate of these vears can be aporeciated in the article by
S.J.Chapaan in the Economic Journal in 1509 (38). The author calls attentien
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to 3 new social dvnamic which was linked to industrialisa:

'The workmen whose working day has been redyced is sgon
repeating again  his desand for shorter hours; and there are
pessimists who infer from this that the shorter hours attained
hitherto have shifted the cossunity on to 3 slippery inclined
plane which leads from the sconomic struggle for existence (...) to
economic stagnation® ((38), p.I%4}

The economic svstem, cChapman observed, was however such healtier than
pessimists believed it to be . The increases in the productivity of labour
which derived from 3 curtailaent of working time were so strong that gains
counterbalanced losses. In particular the shortening of hours could have
peruitted the introduction of two or three shifts. The return on capital
investwent could in this way have been substantially augeented. But, from the
social viewooint, technological innovations and economic growth brought about
not only higher wage-rates but, above all, new and higher standards of living.

*It wust be insisted that the amount of the real wage vielded
by 3 given wsoney wage varies as the time left to spend it; and
further, that the value of leisure is a function of the goods,
which <an be enjoyed in the period of leisure® ((38), o. 357).

In this sentence we note a 2lear statement about the working class’s role
as 3 mass of onsumers, The obvious conclusion was, therefore, that when
consusption per-capita increased, inevitably new attesots to ensure more
leisure for themselves would have been made bv the labourers. Once iagain in
the eves of an economist of this period the income effect on labour supply
appeared overwhelming. Jconsequently for cChapaan every detersinistic schese
about a fixed or exogencusly determined working day had to be discarded and
the effects of economic growth on working class behaviour could not be
dogeatically defined. chapman concluded:

‘The ideal working day of the future cannot be eight-hours, for it
aust be essentially 2 progressive ideal. #As a3 coemunity advances
agitation for shorter hours will be constantlv breaking out anew*
((38), p.358)

Unce more one should appreciate what 3 difference there is between this
approach and the classical and sarxist views. Half 3 century of economic
Jevelopment had made the idea of perpetual subsistence status for the
aajority of human beings living in industrial societies something like an
old~fashioned curiosity, The economic recoverv froa the creat Jepression of
the last auarter of the XIX century created, thanks to a great wave of
technological inncvations, the basis for widespread welfare for larqe masses
of workers, These wasses thus began to change their social and econoaic
position: fros that of simple suopliers of labour-power to that of mass
consumers, Welfare also thus involved new opoortunities for individual
choices to which production and the market had to rz-er,

Jne wust at this point s=ntion the resarkable contribution of R.C.Pigou to
working time and labour suoply amalysis. Pigou enlarged the orthodox
neoclassical interpretation of the determinants of the hours of labour. Yet
hiz treatsent of some aspects ({as L.Robbins and fuyrther critics opointed
out} being imcrecise, cpered the wav for the destructive criticisa of
J.¥.Kevnes, The great interest of his Economics of Velfare (201) derives

51



trom amabundance of interesting suggestions for labour policies. Pigou was
indesd svapathetic to several working class claims,

In line with his liberal viewpoint, solutions to the problems of the
working class had to be found through greater efficiency of labour wmarkets
and not merely through social reforms and State intervention. Unemploveent
w3s seen by this author as 3 consequence of imperfect bargaining conditions
deriving from meta-economic causes, Frictional unemplovment which derived from
technical progress, labour wobility, productive re-organization, ete. were
caused also by a large number of interconnescted factors, But if for those
reasons unesploysent could not fall to zera, there were also factors that
could wmagnify the average volume of unemploysent., Unemployment could be
fought therefore by introducing more rationality into the exchange of labour
services, In particular it is interesting to recall his suggestions of
sanaging working hours to counterbalance fluctuations in unemploveent.
Surprisingly Pigou was not at all hostile to State intervention to requlate
the wmatter, The attention of this author was sbove all directed ‘towards
finding new possibilities, (carried out by technical progress), of
substituting wmen for haurs of works and viceversa, chaoter [X of Ecomomics of
Velfare, significantly entitled 'Unemsployment versus short time’ is full of
remarkable insights concerning fallacies and potentialities implied by this
relationship. Pigou was conscious that 3 given amount of unesploveent would
nave had different social 3nd political impacts if wridespread. # fall in
demand for lsbour could have been counterbalanced, at least bv seans of three
kinds of adjustments of labour inputs to output targets:

a) a dississal of full-time workers, leaving the resaining share of wman
power to work norsally.

b} 3 eut in the total asount of hours of labour, by means of a2 generalized
shortening of working tiee,

¢) a cut in the total smount of hours by rotating at the same time, full-tise
Jjobs among workers,

These three solutions were given in order of increasing complexity. In
fact they involved a technical organization and growing collaboration of
sanpower to accept job re-organization. senerally speaking the first ome could
have been adopted when depressions were prolonged and wvhen technical
innovations brought about profound changes in the production svstes. Pigou,
however preferred the other two. In fact he devoted several pages to the
social danger of pauperisa which was strictly connected to prolonged and
highly zoncentrated unesploysent,

*There 1is 2 definite line between poverty, where struggle and
independence prevail, and pauperise®{(201), p.52¢)

The concept vas clearly expressed in The Theory of Unesployment:

*If a man is subjected to unemploveent for a lang period of tise,
injurious reactions on his industrial and human quality are almost
certain to result (...) Evils of this kind do not follow from small
doses of unesploysent spread gver many men, even though the
aggregate asount is large They are the fruit, in the eain of large
zoncentrations of unespioyeent upon a saall number of especially
unfortunate people® ((193),p.14)

He therefore advocated 3 cut in working time and the introduction of shifts

and part-time jobs as the best solution for the working class and the
*naticnai dividend®. On the other hand, Figou underlined that many other

52



questions remained open. Part-time methods were unfortunately not costless. In
fact the isplicit price ane had to pay was undoubtedly 2 constraint on
labour wobility, In other words, a cut of working time would have been
aconomically preferable when firms needed to adapt their production
programss to transitory market situations, but it was certainly insufficient
when there was 3 need to radically reshape 3 business activity.

Chapter VII of Econcmics of Welfare is entirely devoted to the issue of
the hours of labour. Pigow's basic argueent is that labour invelves
disutility and shows decreasing marginal returns, so that long working days
lead to decreasing productivity, But this result depends,to a great extent on
the relationship between work, leisure, and other activities. For instance:

*(...} particularly vomen who, besides industrial work, have also
the burden of looking 3fter their howes, cam, in gemeral, stand
less than adult men, Further leisure for them vields 3 bigger
return {...) for better care of their homes® ((201), 0.443)

The problem, conceptually simple,was however so difficult to quantify
that, he concluded:

"in view of these comsiderations {...) no general statesent as to
the relation between hours of labour and the national
dividend c3an be made. The relation will be different for different
types of workpeople and different kinds of works®{(201), p.+63).

The English economist however thought that an unrequlated length of the
working day, could have been disadvantageous to aggregate production. For
this reason he suggested (following Marshall's opinion) a shortening of hours
through the introductign of two or three shifts, In fact:

*First, workpeople, in considering for what hours per dav they will
consent to work, often fail to take account of the dJamage that
unduly long hours may do to their efficiency {...)

Secondly, employers also often fail to realice that shorter hours
would prosote efficiency among their workpeople, and so would
redound to their awn interest,

Thirdly (except in firms which possess a3 practical sonopoly in some
departwent of industrv (...} the lack of durable -onnection between
individual omplovers and their workpeople makes it to the
eaployers’ interest to work longer hours than are in the long rum
to the interest of production 3s 3 whole® ({201),p.46é)

Pigou in this regard 4id not deny the role of secial institutions.

*Prima facie it aight be thought that (...) self-interest of
emaplovers and workpeopie sust prevent unduly long hours from being
worked, There is, however, a large voluse of experience, which
contradicts this optimistic view and suggests that private s=lf-
interest has often seriously failed this matter® {((201), p.+é%)

He clearly recognized the particular weskness of workers in bargaining
hourly reqimes, Workpeople when striking for better wages can find comsan and
general reasons. However when they ask for shorter hours of labour this
invelves 3 great deal of technical problems and individual tastes that cannot
be generaiised. Pigou added:
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*Moregver if an esplover succeeds in exploiting his workpeople
in the matter of wages, the poverty which he thus induces in
them, will often sake thew willing to work for longer hours. It
follows that, when exploitation is present at all, it is extresely
likely to make itself felt in hours of labour toe long for the
best interests of the national dividend, The effect will be bad
everywhere, but especially bad where the persons, whose aggregate
efficiency throughout life is liable to suffer greatly froa

overstrain in youth® ((201), p. 467},

This undoubtedly implied not only the idea of 3 backward bending curve of
labour supply, but, as in Knight’s work, also the misleading conclusion that
the elasticity of working tise to wage was equal to unity. The probles
would have been solved by means of the theoretical treatment of Hicks (11%),
who studied the special case of the comsumer—seller of a3 good (in this case,
leisure} by introducing substitution and incomse effects.

Pigou’s emphasis on the labour market’'s complexities is, in all events,
quite interesting, Introducing his Theory of Unesployment he pointed out the
fundasental  question about disension in labour sarket analysis., If
esployment is 3 clear-cut concept that can be unambiguously defired and
seasyred 3s the nusber of san-hours of work during 3 period of time,
unesploysent is coapletely different and needs several further restrictions
to be seasured. That is to sav to reduce unemploveent to the same dimension
as esploysent, normal working hours have to be taken as given also for
unesployed people. In reality unesployed people also have their own
appreciation of leisure and are not always readv to substitute it for being
employed. Therefore the global cost of being unemploved aust be corrected and
evaluated differently,  Pigou strongly believed adjustment of hours would
cope with concentrated unesployment. This was another reason why:

*Provided that the hourly rate of wages is not raised, a
shortening of the hours of labour does not at 3ll events wuntil
there has been time for it to bring sbout 3 reduction in the
sechanical egquipment of factories, make it to the interest of

eaployers to emplov fewer workpeople than before, It follows that
sufficient interval will be allowed, as it will not always be
allowed when wage rates are increased, for the improvesents in
capacity which they tend to produce, to work thesselves out. This
peans that by the tise the danger of dismissals has became real,
capacity will often be so far improved as to neutralise and abolish
it * ((202), p.%8),

R very influential book was published in 1%09. W.H.Beveridge's
Unesployment: A Problea of Industry which becase a reference book for labour
economists and politicians, In it there were ne original theoretical
sontributions, yet it was an interesting book because of its normative
proposal. Beveridge discussed in it current theories on econemic cyeles and
the comson explanations for recurrent sass unesploysent., The author stressed
the evident ispossibility for the market to clear. The supply of labour
constantly exceeded the demand. The English econcmist therefore concluded that
unesploysent was a problem of industry in the sense that technical orogress
alvays created a reserve of labour "3c necessary to the svstes as capital
and iabour®,

The aim for social reformers and political authorities was therefore to
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reduce and maintain this reserve at the minisum level. Beveridge pragmatically
accepted the unavoidable reality of the business cycle and was not deeply
interested in demand and supply deterainants. He focused particularly on
the institutional aspects of unemployment. In doing so he partly lacked
rigour, but, at the same time, he avoided abstractions (often fallacious)
comson to other theoretical approaches. In his Unesployment Beveridge
propased, among other suggestions, to study the possibilities offered by work
re-grganization. The principal means were: 3) 3 flexible adaptation of labour
input to the business cyzle through the elasticity of working hours , and b}
compulsory unesployment insurance,

*Elasticity of working hours wmeans that the reserve power to meet
growth in the demand for labour should , up to a certain point, be
found rather than in the presence of unemployed aen standing
readv to be esployed. Conversely it seans that the loss of
esoloveent due to a3 Jiminution of the demand should by 2
reduction of hours for all be spread over the whole body of wmen
instead of being comncentrated , by complete dismissal, upon a few,
This wethod of meeting fluctuations is of course, by no means
unfamiliar.It is found very completely develaced in coal-mining,
where, according to the stat: of itrade, the pits resain open for
varying nuabers of days each week." ((14), p.220)
"It is not, indeed, suggested that a3 general eight hours’ or six
hours’ 3 day in slack timses shouid be imposed by direct
legislation. The aatter is certainly not now one for legislation,
even if it ever zan be. (,..) It will be found probably that in
some trades organised short tise is impracticable; in others that
it would add excessively to the cost of production (...) Yet there
can be little doubt that 3 large field for reform in this
direction lies open, if once the principle of elasticity in vorking
hours be accepted by the great industrial associations, The
principle of elastizity in working hours, it will be noticed,
implies a sharp distinction in policy between times of qoed and
times of bad trade. In the forser it is desirable to concentrate
the work 3s such as possible so as to avoid drawing sen into the
trade who are certain to be unemploved during 3 depression. In the
latter it is desirable to spread the work so as to keep together
and not out of distress the sen who will be required with any
retyrn to prosperity.
{118) ,p. 2220

These  are c¢learly solufions which pertain to 2 kind of “social
engineering® that accept the existence of unesployment 2s a “permanent feature
aof industrial life®, But, as J.Garraty (94) observes, *Eeveridge’s eephasis
on unespioyment as distinct from unesploved was modern and forward looking",

From this angle it is easv to understand now Beveridge becaee, after having
been an opponent, an influential supperter of Keynes' theories. In bis 1543
book Full Esployment in a Free Society (17), he realised that umesplovment
#as not an unavoidable consequence of industrial gqrowth. Unesployment could
be eliminated without losses in individual freedom bv following the new
economic policies of deficit spending and demand wanagement, The labour
sarket could become a “seller’s market®.

Beveridge’s intellectual parabola is syebolic, He passed from an old-
fashioned pessimiss about labour supply to an enthusiastic discoverv of 3 "new
er3 of economic theorizing about empioysent® ({17} ,p.53)
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1.8: J.K.Keynes and the General Theory

It is well known that labour supply is one of the crucial points that
distinquishes the Keynesian approach from the neoclassical tradition,
However  Xeynes's analysis is not, in this regard, particularly elaberate.
Despite Keynes’'s emphasis on consuser behaviour, he apparently 4id not pay
attention to the oproblem of consusption time (J.0ebenest (52)) and he
examined only superficially the eore general question of the ailocation of
leisure and consusption. The matter however was not completely disregarded
by economists contesporary to Keynes., R.Comish (47), for instance, included
asong the factors determining the capacity to consume of a country also tiee
and energy.

*It is in realization of limitations of tise and energy that wmuch
of our advertising offer labour-saving equipment and articles
vhich do not require time and thought in their use. Leisure with
adequate purchasing power should result in greater consumptionm.
Shorter and less strenuous working hours can bring about leisure
but the likelihood of such action depends to a great extent upon the
technological advance of our productive system and on the
inclinations of esplovers.

However it wust be remembered that after all there are aniy
twenty four hours a day and that human energy cannot be conserved
and increase indefinitively® ((47), p.294)

Some other passages of various authors which can be found in economic
periodicals of that time, show that 3 relationship between leisure and
consumption was, in the 1930°s, already recognized, in particular by FAmerican
econosists, but had not yet been integrated into economic analysis. @t the
meeting of the fmerican Economic Association, in 1932, for instance, J.P.Frey
underiined that:

“for 2 long tise 3 sajority of our economists and our production
engineers as well have rconsidered the labourer almost selely from
the standpoint of a producer., It is only recently that they have
bequn to realise that his function in society as 2 consuser is  of
equal ieportance as the part he plays as a3 producer® ((50},
p.S. 11

Keynes' great contribution to consumption theory is too well known to
repeat here. His esphasis on mass or aggreqate consumption and its effects an
incose dynasics through quantitative changes of aggregated demand was a
peculiar feature of his approach. Keynes also noted relevant differences in
propensity to consuse between different social classes. He wrote:

"The subjective factors (of the propensity to consume} include
those psychological characteristics of human nature and those
social practices and institutions which, though not unalterable,
are unlikely to undergo a material change over 3 short period of
time except in abnormal or revolutionary circusstances. In 3
historical inguiry or in comparing one social systes with
another of a different type, it is necessary to take account of the
sanner  in which changes in the subjective factors, say affect
the propensity to consume, But in general, we shall(...) take the
subjective factors as given and we shall assume that the
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propensity to consume depends oniy on changes in the  objective
factors*{ (138, p.%1)

Keynes gave a ‘"pragmatic® definition of the concept of ‘propensity to
consume" that still seems quite open to odvious amendments:

"the propensity to consume is 3 fairly stable function so that, as
a rtale, the amount of aggregate consusption depends on the amount
of aggregate incose (both seasured in terss of wage wumits) (...}
The fundamental psychological law upon which we are entitled to
depend with great confidence, both a priori from our knowledge of
husan nature, and from the detailed facts of experience, is that
men are dispesed, as a rule and on average, to increase their
consimption 235 their income increases but not by as much as the
increase in their income® ((138), p.96)

*In the argument of this book, however, we shall not concern
ourselves, except in occasional digressions, with the results of
far reaching soclal rchanges or with slow  effects of secular
progress. We shall, that is to say, take as givemn the nmain
background of subjective wmotives to saving and to  consume

respectively.' ((138), p.10%

One could observe that this pragmatic intellectual framework does nat st
all exciude 3 revision of Keynes’s concept of income and consusption. But the
economics of husan tise simply did not enter Keynes’s field of interest in
that period. So 2 radical antagonisa between Kevnes’s thought and the ‘“new
hose aconomics® is probably inexistent,

Nowadays no one seriously doubts that the demand for joods is  strongly
linked to the quality of qoods and to the time which is isplied in their
consumption ({nobody buys 2 personal-computer if he has no time to use it!)
(Hendrix-Kimser-Taylor (111); 0.Hawes, (108); Jacoby-Sybillo-Berning, (132)}.
Certainly there are social relationships that continuously wmodify 3
consumer’s preferences (demonstrative eifects, for instance), but sodern
sarketing literature clearly recognizes what is called “timestyle * in
consuser behaviour, (Feldman-Hornik, (87), p.407), At the same time, there
are durable goods that are time-saving for the household and that have their
own utility simply because they reduce housekeeping time or/and 3lso allow
aore free tise to consume more of something else (if ome buys 3 freezer or 3
washing wachine he has more time to work and repay the investment or on the
other hand to enjoy a larger amount of true leisure) (See Vanek (261))

The second post-war period which has been characterised by high waass
consusption has certainly produced 3 sharp change in subjective factors of
the propensity to -onmsume. At the sase time the total per-capita working-
hours, 2after the war period started once again to decline (very slowly 1n
fimerica, 4ramatically, in some cases, in Europe.)

In 31l a2vents, one asisrepresents Keymes’s writings by saying that his
work substantially lacks interest for consumption time effects, This
surprising disinterest c¢an be explained by the events characterizing the
period in which Keynes was living. When he urote The General Theory the
lsbour force had certainly less strength than today to zonstrain the total
amount of their services and to obtain the best Dbargaining terss. Keynes
therefore listed as voluntary unemploveent the refusal to acceot jobs at the
wage corresponding to the marginal productivity rate. He stressed instead the
isportance of involuntary unemploveent, believing that it accounted for the
greatest share of unemploveent. Kevnes paid attention above all to the
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contrary concern of labour policy, namely how to increase consumption and
investuent in order to stimulate demand for labour and to fill the gap of such
involuntary uneaployment.

Hence to substantiate his view ne introduced this new notion and the entire
Keynesian theoretical effort tended to de-voluntarise the former neoclassical
theory of labour supply. J.Fender emphasizes the importance of this point:

‘The concept of involuntary unemployment, as well as having
diagnostic wuses to which we shall shortly turn, is also used to
express a point of view about the oproper incidence of the
responsabilities to which we have just referred. To say that
someone is involuntarily unemployed is to relieve him of the
responsability for nis condition (.,.) if individuals are
voluntarily unemployed, then that is evidently their own business.®
( (68), p.28).

Nowadays eany students of economic  thought agree that Keynes typically
avoided getting involved in controversies about the labour supply curve's
shape, On the contrary, he underlined the irrelevance of the determinants of
the supply of labour in the process that lead to a certain level of
esployment, If this choice is peculiar to The General Theory, it is stressed
even more by the post-Keynesian literature. A1l the short and wsedius-run
sacrg-econosic (and econcmetric) models of this school treat twe functions of
the labour asarket separately: one for the desand for labour, another for
unesploysent, Their sua, at the end, 3dds up to an exogemously given number
of workers. Therefore, the definition of the labour supply is, to this extent,
only 3 residual which is needed to simply cosplete these wmadels.(J.Fender,
((68)),p.28)

Keynes's thought needs an attentive interpretation. VWhen preparing and
defending his General Theory Kevnes was not indiffereat to labour supply
questions, In his Collected WYorks (Vol.XIV) (139} one <an find a long
correspondence with R.G.Hawtrey on this these. Hawtrey's interpretation of
Pigou’'s approach was focused on the impossibility of defining exactly a
collective function of labour's disutility. But this last concept was
essential to Keynes's definition of voluntary and inveluntary unemploveent,

*Your doctrine of involuntary unesployment or full employeent [
wust confess I do not understand. That is partly because I cannot
see how to apply the theory of sarginal disutility of labour to a
comaunity in vhich there is unemployment®, -wrote Hawtrey. ({139},
p.18)

Hawtrey underlined that all the great economists nad found difficulty in
applying  the concept of disutility of labour and had introduced it just to
give syssetry to their “*static® treatment of labour sarket.

*Jevons, - wrote Hawtrey- gave a good deal of space to
disutility’s considerations, but he had “nothirg to say either of
uneaployment or of collective bargaining'. FAnd *of unifora hours
all he has to say is that it is not always pessible to graduate
vork to the worker’s liking. A1l through he has in mind the man
who had the power to vary his own hours of work®.

fis regard Pigou’'s analysis Hawtrey arqued with Keynes on the correct
interpretation of Pigou’s ambiquous definition of labour supply. #As is well
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known, in The Theory of Unesployment, Pigou advanced the apparently strange
hypothesis that the number of wen availabie for employment could be assumed
to be fixed at a3 given real wage, Hawtrey underlined that this choice
greatly depended on the impossibility of making inferences on the collective
utility-disutility balance., In fact Pigou in his first chapter pointed out
that a rise in wages could either increase or dicrease the supply of labour,
For this reason Pigou in his work considered the nusber of wage earners not to
be 3 function of wages. Such a nusber would not be affected by disutility.
*He thus elisinate{d) what (Kaynes) 23lls the second postulate from his
theory altogether® {(139), p.29). In this sense Hawtrey concluded that
*strictly speaking the qualities of wtility and disutility are relative to
the individual mind®

Keynes on the contrary was not particularly impressed by the puzzling
microeconomics of individual labour supply. MHe cited for instance the famous
passage of Harshall comcerning “"natural® human propensity toward work 3nd
leisure and his mention of the backward bending curve, without amy particular
interest, For instance in Chapter IV of The General Theory he judges these
complications not really important when one is dealing with emsploveent as 3
whole, As regard Pigou's theory he tosk instead a radically critieal
position,

"I 3 astonished on referring to his book (The Theory of
inesployment) to find that he nowhere expressly tell us what
supply curve of labour he is assiming, I have assumed that his
supply surve was like this:

That is to say the supply of units of labour incressing with the
wage*( (139, p.34)

But Keynes himself used the term *units of labour® rather vaguely. It 1is
true that in Chapter IV of The General Theory he exasined the probiem of the
choice of units, but the relationship existing between the esoloyment of men
and the employment of their services is not very clear, The assumption of
hosogeneity in the supply of labour certainly avoids ‘“such unnecessary
perplexitiss®, but this is undoubtedly 3 weak point in his theory, As we will
see later on, it is not distorting the avidence to suggest that Keynes
excessively simplified the relationship between hours of work and the nusber
of employable wen. #s reqards the relationship between the wage rate and
esployment Keynes as is well known, made another ‘pragmatic® assumption, that
is to say: workers bargain for money wages, not real wages. But if this
assumption were true then Pigow’s world would become 1nevitably illogical. #fs
3 matter of fact saying that the nusber of emplayed workers is fixed at a
given real wage, means that 3 rise in the price of wage joods shouid reduce
eaployment to zero.
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Ubviously this conclusion was too absurd to be sustained by some peopie.
Hawtrev did not accept such an interpretation.

°I 4o not agree with your interpretation of Pigou. W¥hat he
seant is that there is 3 oracticallv fixed nusber of people ready
to work at whatever wage the wmarket offers. Wage policy is
scmething outside the volition of the individual and he is content
ta accept whatever it prescribes" ({139}, p.38:

For his part, Pigou was interested in the effects of price changes on the
general level of employment and rightly assused the existence of 3 sajority
of working people with no or, at least, very low mobility.

*It's not the real wage that Pigou makes a fixed datum, but the
nusber willing to work®(...) and that it seans the number who
desire eaplovment for norsal hours at current rates of wages

The existence of a current rate of wages is essentially sosething
outside the valition of the individual. That does not necessarily
presuppases collective bargaining, But the man seeking work finds
the current rate of wages as something given, and if he chooses to
accept less or to stipulate for more that does not in itself alter
the current rate® ((139), p.+d

Hawtrev further stressed this point by saying:

*The supply of labour is something different from the number of
would-be wage =arners (that is, the nusber who desire to be
esployed at current rates of wages; and with a given rate of wages
a3v have any value not exceeding that number. It is neither a
function of real wages, as you said, nor 3 constant as I said
{identifying it with the nusber of would-be wage earners),but is
completely indeterminate® ({139, 0,54

The same arguments have been put forward bv the same author t(and wmore
clearly) in 195¢ (109}, to criticice Keynesiam econowists’ re-interpretation
af the labour sucply functian. Hawtrev resarked that the supplv of labour
cannot be directly related to the disutilitv of labour because the latter
Jepends upon the hours of work, which have verv little direct relation to the
wage rate, Eaployees in the short-run cannot decide working hours. In the
short-run hours are dezided bv the emolovers, but the individual would alwavs
desire to be esployed for the established hours of work., Fluctuations of
working hours are usually the consequence of entrepreneurs’ choices involving
overtise and labour hoarding.

Kevnes’' criticism 4id not allow room for such  argueents. &iven his
implicit  assusption of 3 strict separability between consusption of  goods
and  leisyre, in  his approach there was no appreciable effort to  scdel
the labour market from the supply side. Unearned labour in:ome is essentially
1 loss of welfare, Therefore labour supply was essentially reduced to  the
participation rate ({which was rationally assumed to be increasing with
money wages). In so doing, he adepted, like classical economists, those
traditional sisplifications that oermitted his to resove the esbarassing
presence of ‘the backward bending curve of individual labour supply.

Kevnes easily demonstrated that changes in the participation rate would not
have restored aquilibrium to the wmarket from the supply side.
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*a fall in resl wages due to a raise in prices vith soney-wages
unaltered, does not, as a rule, cause the supply of available
labour on offer at the current wage to fall below the amount
actually employed prior to the rise of prices . To suppose that it
does is to suppose that ail those who are now unesployed though
willing to work at the current wage, will withdraw the offer of
their labour in the event of even 3 small rise in the cost of
living. Yet ‘this strange supposition apoarently underlines
Professor Pigou's Theory of Unesploysent, it is what all mesmbers
of the orthodox school are tacitly assuming.* ((138),p.13)

Un the other side Kevnes observed that:

"{...} ‘there mav be no sethod available to labour as a whole
whereby it can bring the wage goods equivalent to the general level
af money-wages into conformity with the marginal disutility of the
current voluse of unesployment® ((138), p.13)

In other words, money wages are essentially sticky so that there is ng
reason to suppose appreciable changes in the labour supply. Keynes wrote:

*Although a3 reduction in the existing money-wage would lead to
withdrawal of labour, it does not follow that a fall in the value
of the existing money-wage in terss of wage qoods would do so, if
it were due to arise in the price of the latter. In other words, it
a3y be the case that within a certain range the demand of labour
15 far 3 minieus money-w3ge and not for 2 minisum real wage, The
classical school have tacitly assumed that this would inveive no
significant change in their theory (...} They do not seem to
have realised that the supply of labour will shift ‘podily
with every movement of prizes. Thus their methed is tied uwp with
their very special assumptions, and cannot be adopted to deal with
the more general ~ase® ((139), p. %

In Xeynes's spproach the supply of labour is related to soney wages. roney
wajes however are inflexible under a certain reservation wage. There is
however a point of full esploysent over which the curve begins to be
positively sloped or vertical. Keynesian under-employment is a typical
situation located in the horizontal segment of the supply fumction, (See
figure 3i

FIGURE 3
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These  assumptions are considered crucial for many economists to explain
all the chain of effects of economic policy. J.Holmes (124) noted that

*the isportance of the shape of this function for policy lies in
the fact that if there is a large amount of unesploysent, then
public policies which increase the aggregate demand for labour will
be maore effective in reducing unesployment the zloser the actual
aggregate  labour supply function is to the Keynesian supply
function. Conversely the smore convex from below the supply of
labour under such circumstances the less effective will be
governamental policies designed to eliminate umesployment, The
extrese non-Keynesian fora of the labour supply function would
be 3 vertical line- in which case governasental policies which
3ffect the demand for labour could not affect unesployment at all.*
((12¢), p.797)

The samse author observes that the concept of a reservation wage is of
fundasental isportance too. If one can show that the supply of labour is
related to real wages (namely that the horizontal seqment of the function
does not exist) then Keymesian unemployeent could lose a great deal of
relevance, Therefore:

"It can be said, with little exaggeration, that perhaps no single
concept is of wmore basic isportance to eacro-econosic theory and
policies governsents follow to elisinate the orobiems of
uneaploysent and inflation than that of the Keynesian aggreqate
supply function of labour. It is surorising that there has been
virtyally no extensive or thorough espirical research on the
estimation and testing of the validity of this concept. °
{(126),p.798)

Coming back to the probles of the "choice of units®, ane can resark that
all post-Keynesian macroeconomic models are developed as if the labour
sarket involved (in the short-rmi only stock variables (like the real
nusber of labourers). It is evident that labourers, both as an aggregate or
as individuals cannot rationally act to dominate the aarket by shortening or
increasing their participation. Only secondary segments of the labour force
could decide to work by taking into account only the current level of
soney wages, even though these wages asust be calculated by taking into account
also the shadow costs of transport, breaks, clothing,ete. and augmented by
the price of special facilities, social services, food, etc. However there
are also effects which are related to the length of time spent working as,
for instance, in the case of aarried vomen), {n the other hand it is obvious
that the prisary segment (fhat of the breadwinners) in the middle age
bracket, never confors to the hypothesis of such take-it-or-leave-it
decisions.(Maybe this is one of the :onsiderations that suggested Pigou's
hypothesis of fixed labour supply)

But, above all, as every personnel sanager knows, in reality qroups of
workers  (both unionized or not) or the individual worker have many ways of
balancing real wages and the disutility of work.

All the industrial relations literature is broadly concerned with the
sonnection between feasible working effort and productivity of labour and its
cost. E.D.Saith, in 1925, (240) remarked that:

62



*{...}labour supply cannot be considered solely as a problea of
the number of labeurers, (...) experience {,..) furnishes examples
of the fact that saybe eany labourers and little effective labour
or few labourers and amuch effective labour (could exist) depending
on the effort which Iabourers put forth * (E.D.Smith, (2¢0),
p.101)

The system of industrial relations is more 2 world of incentives than
punisheents, HMore and more (at least since Keynes's time}, labour has been
3ssuming the dimension of a flow of services. Workers, in other words, have
increased their ability to control their offer of labour in both duration and
intensity. The supply of labour thus effectively has 3 different dimension
and nature for the eaployed and unemployed, If 3 fire offers goods (or 3
service) on the sarket it negotiates exactly the quantity and the quality of
such a2 good and the terss of delivery., Hodern ladbour contracts are quite
different and msuch wore complex. First of all a3 worker neqotiates only his
availability to work, (for an unspecified duration) (J.Hess,(112); Williamson-
Watcher—Harris, (282); H.Simon, (238)}, but the intensity and the complete
range of functions that he wmust fulfil is not exactly specified, (in fact
workers <an also strike by observing all the labour rules strictly). Eaploved
workers  that have already negotiated their services 3lso have the
substantial advantage of an isplicit clause of priority in offering asore
services through avertime or moonlighting. Horeover they can revise the length
of anmal, weekly and daily working tise and job evaluation, They can
therefore detersine whether to ask for a shorter working time and therefore
the hours available for new workers, This kind of contractual advantage is
specific to the labour market.There are reasons to assume that the demand for
new labour services can be satisfied only after the esployed workers have
reached some equilibrius point through their allocation of leisure and
consusption, Xeynes, by wmeans of a great sisplification, ariticized
specifically what he claimed to be the second postulate of the «<lassical
t‘heory :

*The utility of the wage when a3 given voluse of labour is emploved
is equal to the marginal disutility of that a3sount of espiovaent®
({138, p.%

But on the basis of the former observations, what is, 1n aggregate terss,
the total asount of disutility of work? How can the disutility of work of
eaploved workers be added to the disutility of nom-vork of unesployed people?,
There are sose further practical considerations to point out in this
regard.

Let uys consider socialist econcmies. lnemplovment does not officially
exist., Prices are fixed as are money-vages, In the absence of 3 price
sechanisa, equilibrium <23n be reached by means of quantity adjustments,
Economic agents could then be  subject to rationing constraints. A situation
could exist in this case which, in the disequilibrium literature is called
suppressed inflation., (R.2arro-H.Grossean, (10), D.G.Howard, (1280}

In this rcase there are no unemploved workers, becsuse labourers
voluntarily retire from work.Even though in such systess the a3llocation of
time and resouyrces aay be wastefuyllv managed, no one ever suffers froe
wanting work and being unable to find 1t. In such 3 system there would be no
involuntary unemploysent, but the contemt of emoloyment would have becose
involuntary, (J.Fender, (48),p.38). Given that the labourers even if
esploved, cannot fully satisfy their preferences with regard to consumption
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and leisure time, they usually decrease their working effort. Thus they
individually restore the equilibrium between disutility of work and utility
of consumption, There is evidence to suggest that even in ¥estern countries
the aggregate labour supply reacts noticesbly to changes in real vages. Of
course it is probable that when real wage rates decrease labour relations
3lso worsen for eaployed workers so that the fear of being fired when
unemploysent is high could increase individual productivity. But the real
isportance of such phenomena is arguable.

Further emore, the impact of unesployment depends upon the way it is
absorbed by social gqroups, particularly the family. But at this point the
question becomes extremely cosplex and ambiguous. The allocative choices of
the family, at any rate, cannot be over-sisplified by seans of functions of
averajge maney wages only. Therefore it is only at the price of 3 high
sbstraction (common in any case to other great economists) that Keynes's
eaphasis on the relationship between the nmoney-wage and participation rates
can be appreciated. In the Z0th chapter of The General Theory Keynes arrived
at his principal conclusion:

"(,.,) when effective demand 1is deficient there is  under-
esploysent of labour in the sense that there are men unesployed wha
would be willing to work at less than the existing real wage.
Consequently, as the effective demand increases, esployment
increases, though at the real wage equal to or less than the
existing one, until a3 point ~omes at which there is no surplus
of labour available at the existing real wage: i.e. no more sen (or
hours of labour) available unless wages rise (from this point
onwards) faster than prices® ((138), p.28%).

The normative economics vhich derived from this logical deduction 3s is
well known, prescribes that until there is unesployment, effective desand is
too weak and prices must sove slower than soney wages. Workers’ willingness
to work 3 standard asount of hours does nat change; therefore, any increase
of aggregate desand needs gJreater esploysent. But if the labour market is not
really homogeneous then we must deal with particular supply curves and, as
Keynes wrote, "interesting cosplications® may arise. ((138),p.4d)

Working time is seldom sisply inversely proportional to the nusber of
esployed smen; and firms are not indifferent to the choice of dismissing men
and, at the same time, lengthening hours or cutting hours and hiring new
workers, This simple arithmetic has been periodically applied  and
criticized, In 1930 the TUC demanded a s0-hour week. This was 3lso 3
suggestion of the ILO to cope with mass unemploywent. By decreasing the
working week without money wage reductions, effective desand should not have
fallen, and sore and better distributed employment would have reinforced it,
Yet employers strongly resisted this propasal (See R.Lowe ,(159)). They
clearly realized that lower working hours reinforced the contractual power
of the labour force without ensuring greater flexiblity in its use.

Keynes obviously did not ignore alternative solutions to the umesplovment
problem, Pigou and Bevedrige's propcsal of preventing disruptive effects of
high unemploysent by distributing it asong the emoloyed pool did rnot win
Keynes's approval. He judged such proposals “oremature policies®. Certainly he
noted that, at a certain level of income, the consumer prefers te inorease
leisure instead of in:ome,

*But, at present, the evidence is I think, strong that the great
m3jority of individuals would prefer increased incose to increased
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leisure; and I see no sufficient reason for compelling those who
would prefer more income to enjoy more leisure® ((13B),p.324: "Notes
on the trade cycle®; {our emphasis))

Keynes's disinterest {for such issues reveals some hidden aspects of his
thought., In the guoted passage he talks of “compelling® all the workers to
work less hcurs, It seems therefore clear that he adeitted the impossibility
of modifying the existing  collective and inflexible hourly regimes., But
this is precisely the point on which the ‘liberal neoclassical school®
focuses. The labour market should be first of all free, as such as paossible,
from constraints such as those creatzd by modern collective bargaining so as
to choose individual working burdens.

L.Von Mises wrote:

"It is generally assumed that the individual wage earner has
only a neqligible influence on the deteraination of the terss of
the labour contract. (But) the eaplovers are not asking for labour
in general, but for men who are f{itted to perfora the kind of
labour they need. Just as an entrepreneur aust choose for his
plants the most suitable location, equipsent, and raw saterials, so
he wsust arrange conditions of work in such 3 way as to make
thes appear attractive to those classes of workers he wants to
emoloy. "(L.Von Hises, (264), p.413)

tven though the single esplovee have very little rewer to change the
1sbour contract, one cannot conclude that he has no power at all,

These <ollateral observations throw light on Keynes's elitist and
authoritarian conceptions. S.Ricossa (211) put Keynes in the field of
*carfettist® intellectuals. [n their view, human society is troubled by the
‘sconomic® probles. But individuals are not essentially responsible for it,
They have no woral guilt., Unemploysent (when it is involuntary) is after ali
an  abnormal deformity of economic society. And this fault 4diminishes every
other wmerit of present capitalise, such as weaith and a high standard of
consusption for large wmasses of workers, Keynesian macroeconomics  is
eqalitsrian because it is only the "statistical®, average man that matters.
Hicroeconomiss instead underlines and studies the different tastes of every
individual, for 3 given distribution of endowsents. But in Keynes's view the
individual cannot be rational, becsuse he basically does not know what he is
doing, J.Fender (48)) axpresses himself in similar terms. Invoiuntary
unemployeent derives from an imperfection of the economic systes.

‘It is not that the individuals invalved lack the willingness or
ability to work, but rather that the economy is failing to provide
thes with the opportunity to do so* ({48),p.27}

To be fair one must observe however that Xeynes advanced all his
propositions on the basis of pragmatiz® (and not absolute) assumotions, So
the object of the former criticise would be even better directed against the
following post-Keynesian literature. And , 3t this point, we find ourselves
faced with troublesomse issues that cannot be dealt with  here. It is
sufficient to say that re-inserting 3 different labour supply function into
sodels of the labour market, justifies contrarg&nterpretations of the swme
facts, '

H.Friedmsn (B§) has observed that in recsnt times inflation has accompanied
higher urescloyeent and that is probably due not only to revised expectations,
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but even to institutional and political adjustwentsto new realities. K.Wallace
(270) has translated this resark into 3 Phillips Curve with an inverted sloge,
deriving it from an aggregate function of 3 backward bending labour supply.

Other economists recently strongly criticized Keynes’s assusptions about
the labour supply. R.Hall (104) for instance, underlines that the practical
reality of sticky wages and prices which Keynesian models invoke does not
solve the theoretical probles concerning the absence of effects from the
supply side, Why is labour off its supply curve? Why is what happens in the
labour  market entirely adapted to what firms want to do or, in other
words, why does supply lose and desand win? In Keynesian or disequilibrium
models there are no clear answers.

R.Lucas, whose paper (edited with L.Rapping) (181) sarks the beginning
of a nev revival of macro labour supply theories, further underlines that:

"Chapter I of Keymes' 'General Theory' should be read as 23
declaration that ‘unesployment was not explainable as a
consequence of individual choices and that failure of wages to
sove  as predicted by the classical theory was to be treated as
due to forces beyond the powers of aconomic theory to illuminate
(...} Keynes wrate as though the involuntary ‘“nature of
unesployment were verifiasble by direct observation, as though one
could sosehow look at the market and verify directly whether it
is in squilibrius or not® (R.Lucas, (154}, pp.11-12)

But 3 crucial problem from Lucas’ viewpoint is rather to explain why,
within a framework of cyclical phenosena, in the face of moderately
fluctuating nominal wages and prices, households should choose %o supply
labour at wvery irreqular rates over time, Lucas’ sethod of inguiry is
contrary to Keynesian reasoning. Workers confors substantially to their
labour supply curves and temporary changes of nosinal prices and wages can
indiuce sharp responses in the labour supply because they like other econosic
agents are able to correctly extract the right signal esanating from
economic indicators. From these observations *new classical sodels® arose
which reforsulated the labour supply function in terms of allocative
intertesporal choices of leisure and consusption, These wodels, further
developed into ‘“rational expectations® sodels have been the sost serious
attack on Xeynesian orthodoxy.

But besides these aspects of the present theoretical debate, labour
econosics has added 3 huge msantity of empirical evidence about numerous
effects concerning the labour market. R.Solow (262) resinds us that labour
sarket analysis cannot be simplified too much without loss of realisa. The
labour market is not a homogeneous pool to which firms' demand can be
directed. Some reasons can be pointed out. Firstly, the presence of
institutional unesployment insurance interacts with labour supply decisioms.
Second, no  single 3gents exist, but groups (households) that have a3 wide
range of feasible choices and that collect sore than one source of income.
There are custoss and habits that enter as arguments within the utility
function of the agents,(G.Akerloff (3),(4)). Thirdly, the existence of 2
large 3mount of time free from paid work and high househcld investment nake
household production a hidden but not irsignificant source of incose, Recent
empirical studies put it at between J0-50 I of rmerican oWP. Do-it-yourself
activities  involve business larger than some traditional industries,
Fourthly, wmarkets are highly seguented so that unempiovsent does not spread
gver all industrial and economic sectors to the same extent, Fifthly, it is
difficult to measure the "correct® price of labour. The existence of soney
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and time costs related to working activity, which are particularly isportant
for part-tise jobs, contribute to a weakening of macroeconomic assumptions
about sticky money wages, Sixthly, regional mebility of labour is aften
low. Unemployment thus c3n be concentrated in some regions and there could
be difficulties in moving the labour force to places where capital investment
could be profitable.

In conclusion 3 Keynesian approach to the labour sarket nowadays needs to
be corraborated by a corollary of microeconomic anmalyses which may alter
sanv of the traditional conclusions about full-esployment economic policies
and offer a wide range of suggestions for specific labour probless.

67



1.10: Slaverv and the free labour sarket: is there a historical
antagonisa between thes?

At this point we embark on 3 necessarv digression. Usuallv in Western
countries economists regard unesploveent 3s the worst evil or the greatest
danger for social stabilitv. Therefore little attention has been 03id to the
consequences of the opposite ohenosenon, namselv shortage of labour, It is
true that the latter has been an infrequent contingencv in histerv. But its
terrible effects have not alwavs been clearlv understood. Yet some of the
worst social conflicts originated preciselv from insufficient labour supply.

Slavery is, bv definition, the radical solution to an unsatisfied demand
for labour. To underline the relevance of this matter we can out forward
sose arquaents: i) During the present century, while J.K.Kevnes and other
sodern liberal economists were farmulating their theoretical constructions. 3
powerful and advanced economy, i.e, Gersany, was planning and trving fo
dominate new territories and other pooulations to build its own econcaic
svstem on new slavist bases. until it was stopped at the =205t of the
jreatest catastrophic war in human historv. In Asia, Japan introduced rorced
1abour in Hanchuria and in other occupied regions ii) The socialist svstes of
the OSaviet Union, in the same period, made great use of forced labour for
development qgoals. Fs far 3s we know the recent Cultural Revelution in China
and the revalutionarv reqime in Campodia 3lso introdyced new {or ald) foras
of torced labour under the label of re-educative centers. iiii Moreover
2conomic  historv cannat disreqard the fact that the most powerful sconomic
svstea in the world, i.e. the U.5. econoav, abolished slaverv oniv a century
390, Forced labour appeared also in the modern historv of the English empire,
fnd Latin #merica experienced slaverv too.

These statements are so strong and disturbing that thev must be further
substantiated, E.L.Homze (128) pointed out that the first svaptom of 3 new
tendencv toward modern enserfment formallv appeared in uarmanv during  the
First World ¥ar. A shortage in the labour force induced militarv and political
wthorities to orzer 2 forced deportation of Belgian workers into sermanv.
Hassive forced emploveent of prisoners of war was another svaptos of the
tendencv toward an authoritative requliation of the labour sarket,

But the greatest revolution in this field came when the Nazi Partv took
over power, cCollective bargaining, wunions and labour institytions vere the
first targets of the Nazi attack. # revival of medieval conceptions about the
workers' position within the national cosaunitv, led to a progressivelv all-
pervasive regimentation of labour conditions: labour mobility, hours of work.
vages, Jjab evaluation. atc. The workers were seen as "soldiers” that had onlv
gne ‘right®. namelv "that resulting from the observance of duties which are
assigned tp everv individual® as R.Lav, the head of the Gersan Labour Front.
wrote. (0.Mathan (187))

The repressive Nazi labour pelicv was 3 consequence of the denial of the
economic, competitive and individual foundations of labour relations. The
Mazis did not accept the idea of a rational utilitarian aoproach in labour
bargaining,  To think of Nazi ideologv and solicy as the extreme oroduct cof
sonopolistic capitalise power however would be sisplv wrona.

0.Mathan observed that:

*In historical cerspective the svstea of Mazi labour relations looks
like an atavistic mutation (...} Under the Wazie it was mot exactly
a slave status that was restored to (workers). Thev were not heid
in propertv bv entrepreneurs. But thev were no longer free to exert
over-pressure to improve their circusstances. Thev had to acoent the
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assignment and remuneration with no appeal, no opportunity to seek
redress. This was not necessarily accompanied by deterioration in
working conditions. Even the halder recognized that his labour force
was 2 capital investesent to be kept in good working order for as
long as was profitable. The Mazis, no less astute, realized that
their ultimate objectives required workers in good health and if
possible, in good sorale® ((187), po.173-74)

At the basis of the vague Nazi projects of social reform there was once
sore  the allusion to economic reality and the willingness to dominate the
pattern of economic growth exogemously. HAs in the Hercantilist age, problems
of the labour wmarket were seen chiefly as probless of simple productive
efficiency, 3and not as probleas of social and industrial relations. The labour
warket 4did not need to live within a3 complex and diversified net of
zospetitive social instifutions and under the pressure of many  conflicting
social groups. Work was not correlated with consumption and therefore with
income distribution. Jonsusption and investment decisions did not have to
derive from an endless revision of earket egquilibria and price  adjustments.
They nad to be harwonized within a seta-economic growth of nationai power.
The intention of Hazi labour was:

*(,..} to oppose the sultiplicity of esplovers’ and workers’
organizations with the creation of the Gersan labour front. This is
Jesigned to hit neot only the last refuge of Harxisa, but 3lso to
bring to an end the wunhappy splintering of the working
populations, Petty and selfish individuals 3re unwilling to
recognize this great revolutionary act and are trying to weaken
this work with ismitations and self-help organizations® (Michaelis-
Schraepler, (179), p.é42)

The Nazy partv's lsbour policy thus has been characterized by an
authoritarianisa in the managesent of the labour force. But it solved
unesploveent 3nd elisminated shortages of lsbour suoply even if at the price
of the well known aberrant results. To think of a purely anti-socialist and
repressive policy in Nazi Gersany can be misieading however. What should not
be forgotten is the wide consensus 3mong ersan aiddle and wupper classes
created by the economiz successes of the pre-var period. During the 1930's
the Wazi economic policy thwarted all the prophecies of 3 speedv 2ollapse. The
new system revealed itself instead as exceptionallv stable.Nazis first
started 3 vigorous anti-depression bprogram which in  many  aspects
anticipated the suggestions of Kevnes to set the economic recovery in motion
by means of public expenditure. In 1934 full-emploveent was achieved and in
the last two pre-war vears even gver-emplovment was achieved. But the price
w3as high. However wmuch Hitler’s personality was to blame for the nerman
policy, the replacement of 3 sodern sarket economv by an  authoritatively
sanaged system probably led to more aggressive foreign policies.

It is also interesting to resark that in some ways also the moderste
Italian fascist reqime typically refused to follow pure market rules in  this
field and  tried to stop and avoid conflicts by means of autharitarian
political solutions. Around 1530-33 the debate about reducing working tfime
alsp interested ‘the corporatist Itaiian economists. The unwillingress to
refer to sarket ruies for industrial relations orobiems emerges from the
words of one of these economists:

*{...iFor we the aquestion of the length of working time is
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contained in another {and solved by a dogmatici aporoach : is a
collective discioline of industrial relations pessible? - or in the
other aore general one: does there exist a possibilitv of ruling
everv ecanomic relation collectively? (...} Ten or a hundred hours
of work would be 3ll the same to me if they were justified bv the
superior economic national interest and bv the aims that are thought
useiul for the national collectivity" (R.kalli, (93}, p.¢2%)

The refusal to recognize the fundamental isportance of individual choice
justified corporatist experiments which, {like their resote historical
precedents), enslaved labour market forces in regimes of low wages and low
consumption (V,Zamagni (284))

Quite different and even more surorising is the Soviet evolution from
proletarian revolutionarv hvpotheses to an intensive use of forced labour. The
Soviet emphasis on the eiimination of unemsplovment (which in some wavs often
upset Western intellectual faith in the supremacv of the capitalist svstem
has been a kevstone of the ideoclogical comstruction of real socialisa. Inside
the zonsolidated post-revolutionary USSR of the 1%30's *the guarantee of 3 .iob
was accospanied bv an insistence that evervone should work®, @As J.H.earraty

observes:

*Something approaching forced labour was decreed; onlv 3 doctor’s
certifiate would henceforth be acceptable as a reason for refusing
a2 job assigned bv a state labour exchange® Aind * in (930 the
governsent boldlv announced that umemolovment no longer existed.
To demonstrate that this was indeed the case. the Soviet
unesploveent insurance svstem was dismantled® ((%4),p.153;

But this was the official facade. Even the most unconcerned student of
the “dismal science" should nrot disregard the denunciation of the
Stalinist svstem wmade bv Russian dissidents, Official statistics on the
phenoeenon are obviously not available, but the disensions of this drasa can
also be at least oerceived . bv reading non-economic works. The hidden
side of the svstem is described in Solzenicy’s GULAG Rrchipelago (241}, Froa
3 strictly economic viewpoint saveral interesting observations can be found inm
S.5vianewicz’' work (249), He sakes 3 sharp distinction between Soviet forced
labour and slavery.

Forced workers were (and are) such onlv for a limited tise. They cannot be
privately owned. The status of forced labourers was not forsally inherited.
However the wsual practices often sade these distinctions verv vague,

*Thus in the Stalinist Soviet Union a new social stratum was in
srocess of forsation, the hereditarv position of which was
approaching that of ‘untouchable® in India® (...} *In the
historical perspective Soviet forced labour could be considered as
a stage or the wav to 3 new social stratification which might have
involved slavery,though this trend was interrupted and even
reversed bv subsequent events® ((2¢%),pp.21-22)

This involution of a regime that oromised real freedos to evervbodv and to
the working class in particular, was in fact reinforced bv the presence of
bottlerecks in the labour market. The Stalinist strateqv of building
socialise in an isolated :ountrv imposed the necessity of  short-rum
industrial growth. But given that techanical progress was not sufficient to
create high productivity, the *natural® solution was to expand the existent
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industrial branches at the current stage of technical progress and to make
extensive use uf labour. In the Russia of the 1930's agricultural productivity
was very low and also negative. There was therefore 3 huge amount of
available labour. But the wmobilitv of the working force toward the new
industrial centers was not sufficient to ensure an efficient transfer of
productive factors between the two sectors, Motwithstanding higher wages and
3 higher standard of living for the industrial labour force, the wmass
recryitment campaign substantiallv failed, The draining of the labour force
from the country decreased agricultural productivity without solving
industrial probless. To examine all the reasons for such a paradoxical result
would take too long. In brief one can recall A.Haddison’s amalvsis (157). (@
The transition from peasant ownership to collective farms was extremely
costly and caused lasting damages. (b) fanagesent was inefficient, because
the control of equipment was not in the hands of the farm enterprise, (¢) The
yse of centralized directives and the absence of efficient markets were
particularly inappropriate to agriculture. (d) The effective taxation of
peasants was pushed to lengths which became 3 sajor disincentive to
production. {(e) Agricultural research was inefficient. (f) Agriculture did not
benefit from any particular incentive.

The consequence w3s a passive resistance to forced collectivization
settiods. The Saviet regise still partly solved the oroblem through the use of
axtensive forced labour, in accordance with different contingencies. The peak
of this practice was reached in the vears preceding World ¥ar II and during
it, That was the period of sass deportation of aanpower from Poland, Rumania,
the Baltic regions and other areas. The death of Stalin fortunately reversed
the tendency.

#in economic explanation for such phencaena is to be found in the natural
goposition of Soviet ideoclogy to the alleged link between the labour supoly
and consumption standards, The Soviet project of achieving industrial growth
at a very high pace despite constant {or almost <onstant; consuaption levels
originated precisely from this opposition.And it is of interest to note that,
despite some Western thearetical perplexities in this regard, the Soviet
experiment has clearly shown the axistence of three dimensions of the iabour
supply, each of whizh contributes to an adjustment in the exchange of labour
services:

First of all, participation rate -the Seviet planners solved this problea
through strong saterial incentives to female participation. Low individual
wages with the quarantee of a job for evervbody acted, via the intra-family
Jistribution of incowe, as 3 strong stimulus to high levels of activity.
%esides that, Soviet policy sakers adopted the forced labour solution in the
axtreme cases,

Secondlv, the length of vorking time was increased through competition
{Stakanovism), overtime premiums and other saterial incentives, disciplire 3nd
ounishment.

thirdly, attesots to increase both the intemsity and quality of labour
were made through :ompetition and repressive means.

In conclusion, labour issues in USSR have alwavs been i(fros the productive
viewpoint) treated in terms of an unsatisfied demand for labour,

Historvy, therefore, has clearly demonstrated that industrial growth and
national power are not at all linked to a3 precise schese of evolution of
industrial relations. rodern industrial systess need not be inserted within
palitical democracy andior cospetitive sarkets. Uresplovment is therefore
anly Jne of the possible evils for the labour force. ‘Fuil emclovment within
unfree aconomic svstess® 2an not only survive, but also develop, and this
cosbination has Deen auch more frequent than that of “full esploveent and
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individual freedon".
L.Einaudi wrote:

"Mithin a3 structure that is necessarily hierarchical, huasan
relations are based not on freedoa but on dependence. Anvone who
does not wish to be out of the svsteam can avoid this relation of
dependence (...} These abservations are not 3 criticism of the men
at the top of the hierarchy in a collectivistic societv. These men
sust  act in that way if they wish the social wmachine to  work;
(...} Just 3s during 3 war the ultisate punishament for rebels is to
be shot, so also in a collectivistic society the ultisate punisheent
is and could be nothing less than forced labour.® (L.Einaudi (1))

Classical, HMarxist, Neoclassical, Keynesian and Radical economists all
agree on the historical superiority of 3 free competitive labour sarket over
a slave system and it is a coomonly held belief that slavery could not
suyrvive the Industrial Revolution, For instance, back in the XVIII century,
A.Smith attacked slavery on the basis of these arquments. (237),(238).
J.Paget, in 1B39, describing the old system of enserfment in Hungary and
Rumenia, wrote:

‘The system of rent by robot or forced labour, that is so manv days
labour without anv specification of the gquantitv of work to be
performed is 3 direct premium to idleness® (J.Paget (199%),p.30%

¥.Jacob, in writing on Poland’s slavery system resarked, in 1824:

*3s aay be naturally inferred froe the systes under which labour
is applied to the land, that labour is perforsed in the wmost
negligent and slovenly manmer possible. Mo wsanager of a large
estate can have his eve constantly on every worksan; and when no
advantage is gained by care in the work it will naturally by very
inperfectly executed® (N.Jacob, (131), p.&d)

But it was J.C.Cairnes, who devoted an important share of his work to
studving the issue of the slave market. He tried, in particular, to destrov
every rational justification for the existence of such a system by strongly
supporting, at the same tise, during the American Civil War, the Northern
forces, He therefore deserves the title of "the last of the oprincipal
architects of the economic indictsent of slavery" (Fogel-Engermann (78)).

Cairnes’ book: The Slave Power (31} not only made a great contribution to
the abolitionist campaign but it also had a qreat impact on the studies of
other contesporary economists. HMarx and .Jevons, for instance, expressed
their admiration for that book and manv other writers contributed to spread
(airnes’ ideas about the obsolescence of slavery,

Consistent with his liberal view Cairnes underlined the inefficiencies
and disadvantages of slavery. Fogel-Engersann (70) however stressed that
Cairnes had never visited the slave states and that his theories were
substantially inspired by theses forserly enunciated by Jlastead. But whv did
this systea survive so long if it was so inefficient? Cairnes thought that
profitability of slave economies derived fros four special conditions:

i)  the absolute power of slave owners over their vorkmen. This peraitted
large econocmies of scale.

ii) 3 high concentration of labour per unit of land in order to keep the
costs of supervision down.
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iii) an unlimited extension of territories and high soil fertility to
practice aextensive cultivation,

iv) an interregional slave-trade to adapt the ratio of labour/land.

Cairnes, in short, admitted the existence of some economic reasons for the
past development aof slavery, but he underiined the impossibility of such a
svstem competing with 3 modern industrial systes and keeping pace with its
rival’s general economic growth. Slaverv was inevitably linked to extensive
agriculture and for just this reason was inevitably slipping into decline,

Even relatively wmodern economists indulged in such explanations, Llet us
take as a3 classical example L.Von Hises’ view. He wrote:

*{...} experience has shown that these wethods of unbridled
brutalization render very unsatisfactory results, Even the crudest
and dullest people achieve more when working on their own accord
than under the fear of the whip {...) The abolition of slavery and
serfdom is to Dbe attributed neither to the teaching of
theologians and moralists nor to weakness of generosity of the part
of the sasters (...} Servile labour disappeared because it could
not stand in competition of free labour; its unprofitability scaled
its deas in the aarket economy® ((24%), p.830)

These argquments had an enormous ispact on intellectuais and resained

unchallenged until very recently when, among others, the ¢cliometric school
began to reconsider the real econoaic incongruence  of
slavery. (R.Fogel, (78) ,Fogel-Engerman, (79))  iUnfortunately these a3ssertions
have not been demonstrated at 3ll, neither by historical enquiries, ner by
econosis analyses. HMany instances sav be shown in the economic history of
different countries of a3 process of substitution of free labour by serfdom. In
the fifteenth century, for instance, Eastern turope displayed a large
diffusion of free peasantry. ODuring the following centuries there was a
progressive  weskening of peasants’ rights and a2 tendency to  expand
enserfment,
(R.Miilward (182)) WNegro slavery itself is the best =:uample of the
renaissance of past econosic conceptions. when {3s in the case of the
exploitation of new depopulated territories in America) there are constraints
on labour supely, there is always a tendency to choose the radical solution of
forced labour.

These bitter and disturbing conclusions derive for a great deal, from the
pioneering studies of two Chicago economists, Conrad and Hayer (48) who opened
the wav for a reconsideration of the history of slavery, They first argued the
aforesentioned liberal comclusion concerning the disappearance of slavery in
America,

Historiography had traditionally stressed the contradiction between the
gqrowth of Northern industrial sectors and Southern agricultyre. FPlantations
which wade use of siaves were obsolete economic anterprises which
immobilized huge amounts of <3vital and opoosed the diffusion of new
technologias, The global econoeic develooment of the U.5, however needed 3
high sopility of labour and capital and it was spreading technical progress at
a very fast pace. The clash of these two antagonistic economies was therefore
unavoidable as was the success of the more advanced Northern econoay.

By coliecting a large quantity of statistical data, Conrad and Hever have
shown that before the Civil War the Southern U,S agricultural systes was in
no w3y economicallv weaker than the Mothern, This thesis has been {further
enriched by other contributions. {J.0U.Foust-D.E.5wan, (84); R.Sutch,(248),
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H.D.Woodean, (283) ; G.Wright, (285)}

From a rigorous analytical viewpoint, T7.Bergstrom (§4) has oraven that an
optisus competitive equilibrium can be defined for a slave economy just as
for any capitaiist economy with 3 free labour marxet. He concludes therefore
that the system may be condemned only on moral snd ethical principles but not
on the basis of rational utilitarian reasoning. u.Canarella and J.f~Tomaske
(32), whose analytical apparatus is however less sophisticated, arrive at the
sase conclusions. These authors underline that even the brutal and sadistic
discipline of the system (which is the most disgusting feature of slavery’ can
be considered as a result of 3 minimizing calculus about the costs of order,
Slavery had thus an internal tendency to limit violence to "minimum® levels.

Another basic point is the relationship between slavery and technology.
(R.Starobin, (2¢5)) Was there an unavoidable contradiction between thea?
According to this school of economic historians the answer does not  appear
to te negative. R.K.Aufhauser (7) argues that the rejection of certain
technological developaents had its own rational economic reasons. Labour-
saving innovations could be accepted only vhen they did not undersine the
plantaticn’s discipline and when they had no perverse effects on the "fuil
eaplovment® of the available mampower, On the other hand, other technologies
experienced immediate and widespread diffusion, In another oaper Wufhauser
points out many similarities between slave sanagesent and the scientific
sanagement of F.¥W.Taylor, that is to say the keystone of the wodern
organization of labour oroduction,

*(...) contrary to the cosson belief, the administration of labour
was carefully studied by the slave-owner whose achievements in
this regard anticipated those of Taylor himself* {(8), p.814}

flufhauser compares G.Fitzhugh (the ideal tvpe of slave-owners’ worldview)
and F.¥.Taylor (the “father of modern work®) First of all both of thes
conceived human society as deeply divided between managesent elites and masses
of workers which were sluggish, incapable of individual initiative and too
stupid to oroduce efficiently without the constant supervision of a mentally
superior guide. Of course Taylor did not approve or consider a property right
over men, ‘but the practical content of the laws of Taylor are not far
resoved from those that Fitchugh defends® {((8), p.814)

Hany other similarities can be found in the specific points of their
approach to the productive discipline issue. They comsist in the adoption of:
i) simple routines; ii) job enrichment; iii) task work design; iv) ohysical
coercion, The most controversial point is cbviously the fourth, As a satter of
fact, any sadern industrial system camnot admit a specific use of violence to
impose discipline and to manage the labour supply. But the difference between
the two opposite svstems becoses less marked when one zonsiders the role of
the State. Thus Aufhauser points out that:

*{the) arqument that the types of discipline in slave and scientific
aanagesent enterprises are similar would suffer if the slave were to
see the lash as the ultimate source of comoulsion, and the free
worker were to fear primarily the State, But if the lash poses the
sase kind of threat that firing does to the free worker, if both
result from a3 viclation of established rules rather than the
sanagers irrational outburst, and if power is seen bath by the free
and the slave worker to reside in the State. not fthe aanager, then
the oractical content of discipline may not vary such petween labour
regines® ((4), p.B820)
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Finally one canmot conclude these short notes without mentioning the
study of Fogel-Engerman (79} who apolied cliometric sethodologies extensively
to this specific issue. Their book Time on the Cross gave rise to an endless
debate on the historical role of American slaverv. In fact thev belisve they
nave proved the foilowing disturbing points:

*1. Slavery was not 3 system irrationally kept in existence by
plantation owners who failed to perceive or were indifferent to
their best interests (...)

2. The slave system was not economically moribund on the eve of the
Civil Mar (...}

3. Slave owners were not becoming pessimistic sbout the future of
their systea (...}

¢, Slave agriculture was not inefficient compared with free
agriculture (...}

5, The typical slave field hand was not lazy, inept, and
ynoroductive,

4.The course of slavery in the cities does not prove that slavery
was incospatible with an industrial system or that slaves were
unable to cope with an industrial system. Slaves emploved in
industry compared favourably with free workers in diligemnce and
efficiency (...}

7. The beliet that slave-breeding, sexual exploitation and
promiscuity destroved the black faeily is 2 myth. The family was
the basic unit of social organization under slavery. (...}

8. The material (not psychologicall conditions of the lives of
slaves ~ompared favourably with those of free industrial workers
(...

9. Slaves were exploited (,..) however the rate of expropriation
was much lower than has generally been oresused, (ver the course of
his lifetime, the typical slave field hand received about 90
percent of the income he produced (...}

10, Far from stagnating, the econosv of the antsbellus South grew
quite rapidly. Between 1840 and 1840, per capita income increased
sore raoidly in the South than in the rest of the nation. By 1840
the South attained a level of per capita income which was hisgh by
the standards of the time. Indeed a country as advanced as Italy
did not achieve the sase level of per capita incomse until the eve
of World War I ((79), po. 5-4)

Following this line of thought aone can therefore conclude that if slavery
or forced lsbour cannot pecome the dominant praductive System of the modern
age, there are however sany reasons to  suspect that this svstes or other
similar ones could survive and reproduce thesselves, at least from 2
hypothetical point of view, side by side vith a technologically advanced
system. The solution to this evil has to come from the world of ethics,
Economiz growth and oure economic interests provide no clear answers,
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1:9, L.Robbins:the positivist approach to labour econcaics

fround 1930, L.Robbins made ane of the most important contributions to
labour supply theary, In 1929, a year before his celebrated paper in the
tconocsic Journal, (214) , he cublished another ainor article on the
economic consequences of variatioms in working hours, The paper aimed at
illustrating the coeplex probles involved in all the causal links between
work, hour requlation and productivity,

"The days are qone when it was necessary to combat the naive
assusption that the connection between hours and output is one of
direct variation, that it is necessarily true that a lengthening of
the working day increases cutput and a curtailsent diminishes it
(213 *,p.26)

But many other questions were unfortunately still left unanswered. One must
in fact first of all separate the long and short-run effects,

"A length of day that would maximise output for a sonth or a vear
would not necessarily bring it to 2 maxisum if 3 period of many
years was contemplated., A length of dav that maximised output
during a short war would not necessarily maximise it during a long
peace.® ({213, p.27

Great caution should therefore be exercized in generalizing on the first
ispressive deductions, This is also true for the opposite conclusion that a
shortening of the working day always mseans a larger relative output.

*during the ninetenth century, for instance, the average duration
of the working day was considerably curtailed. At the same time
there was a fairly continuous increase in output, and from this
it is sometimes arqued that the length of dav actually worked at
the outset was beyond the point of aaximum oproductiveness. No
deduction could be more illegitimate, A general increase in
productivity wsay sake the yield to a shorter day before, even if
vithout the reduction, output would have been still greater and of
course during the nineteenth century productivity in  general
was increasing, " ((214), p.27)

Robbins admitted the existence from the aggregate and social aspects of a
trade-off between incose and leisure. fs 3 satter of fact there was no
evidence to exclude the suggestion that the potential incose eof past
societies could have been higher than their final results. In turn this
could mean that the economic growth of 3 country cannot be fully seasured
by disposable income alone,

Coming back to Robbins’ reasoning, the total effect of diminishing working
tise depended greatly on the structure of social groups. There are groups of
wage earners with different elasticities of demand for their services. Thus
by assuming no changes in production techniques and perfect wage flexibility,
a varistion of working hours leads only to an incose redistribution asong such
groups, If wage rates are not flexible (and this is the realitvi then the
sechaniss will not lead to the same result, but to 3 biased one. Robbins
furthersore noted that collective bargaining is concerned both with wajes and
requlation of hours, therefore:
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"(..,) this wmeans that until the contract is revised, wages
thenselves are rigid. By fixing the rate and fixing the length of
the working day the daily wage is itself predeternined. (...} The
general disposition of the market to buv, as exhibited in the
desand schedules we have been discussing, does mot change when the
price prevailing ceases to be flexible, W1l that happens is that
the effects of variations of supply exhibit theeselves in a
different fashion. Instead of the prize accomodating itself to the
given supply so that the actual quantity demanded clears the
sarket, the amount demanded acromodates itself to the price that
is fixed. ({213),p.301)

Robbins went on to illustrate the equivalent effects of fixing esployment
or wage targets, Higher employment and fixed wages could be cospatible only
under special conditions,i.e. an elasticity of the demand for labour of
*constant onlay order® or in Marshallian teres equal to unity.

In his article of 1930, Robbins refined his analysis of the ratianal choice
of working effort through the determination of a relationship with the wage
rate that would have been "of the highest practical isportance®. If an
increase in the wage rate had always sade the labourer work less, then there
would have been important implications for fiscal poliey regarding labour
incose and labour supply. To demonstrate that the usual assusption {theorized
by Knight and Pigou} of an elasticity of demand for income always standing at
less than one at all points was fallacious, Robbins assumed Jevons’ negative
relationship between income and its price in teras of effort. Then he derived
the curve displayed in figure & which represents the usual balance of utility
and disutility deriving from working activity.
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If the price of income in terms of effort is represented by a rectangular
hyperbola (which wmeans an elasticity of income to the effort price always
equal to one) then when that price falls the total asount of efforts will also
accordingly decline. But Robbins observed that nothing a priori can justify
such a restrictive hypothesis. If the demand for income in teras of efforts
shows some regions with an elasticity greater tham one then the total amount
of working tise for any change in that price could increase as well. For this
reason there is no easy fiscal policy to control the length of the working
day. These deductions were also formalized , with the help of J.Hicks, who
used (whether he knew it or not) the same expression as Jevons:

W du dy

dx dy dx

where y is the utility of income, x is the amount of work done, and vy is the
amount of income received,

Robbins was also interested alse in the old question regarding taxation
and individual labour supply (or, in other words, whether or not higher tax
on income discouraged "working effort®) To explain the terms of the probles,
Robbins firstly drew the famous backward bending curve (see figure %)
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vhere the curve 0d is the pattern of labour effort calculated as a function
of income (or of the hourly wagei, &Given the special shape of this curve,
Robbins claimed that the usual assumption that the imposition of 3 tax will
always make sen work harder, was deprived of its theoretical basis.

The pitfall of such a reasoning was in the exact evaluation of ‘elasticity
of desand for goods in terws of efforts", If the elasticitv is not equal to
one (that is to sav indifference curves are not rectanqular hyperbolas ia
very special case!}) then every conclusion about taxation and labour supply is
indeterwinate., Therefore the only wayvout of this dilessa would be an
‘inductive investigation of elasticities®, because “the asttespt to narrow
the limit of possible elastizities by a priori reasoning aust be held to
have broken down®" ((214), p.12%)

gne can conclude Dby remarking on the anticipatory nature of Robbins’
conciusions. It has only been in the period since World wWar II that his
suggestions have found their first empirical applications in Chicage's labour
sconomics  and that they have been further developed by the"rational
axpectations® theory,
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1.11: F.Knight,P.Douglas and the Chicago school

R rigorous analytizal treatment of the labour supply can be found in
F.Xnight’s Risk, Uncertainty and Profit (142). His approach deserves
attention because it represents in some wavs the foundations of the modern
interpretation of the probles. Knight's reasoning runs as fallows: there
exists in economic analysis the problem of understanding the rational
behaviour which determines the ofter of productive services. Services in fact
differ from the ordinary commodities since, on the supply side, there is no
physically existent amount of goods. One must therefore have a theory of
these particular markets. Labour supply is just one of these services, since
the seller sust not sell all the gquantitv of labour-power he owns at the
current market-price (at least if he is not in the generalized subsistaence
world of the {(lassical Economicsi. Then there is a priori no reason to
suppose that the amount s0ld increases with the wage rate. In Knight's view:

*Where the balance between wage earning and non-industrial uses of
tise is struck depends upon the shape of the curve of comparison
between soney and leisure (...} We therefore draw our somentarv
supply line in teras of price with some dowmsard slope® ((142):

Within a reasoning in ordinal teres this is without doubt strictly logical
because it refere onlvy to the price of leisure and not to the specific
disutility of work, Yet the author to support his conclusions, assumed that
only 3 pure income effect exists. leisure is a substitute for all the other
cosmodities and when incose increases the labourer can *buv back® a3 share of
his own former working time. Knight also painted aut that:

*{...) the expenditure of soney also requires time 3nd emergy vhich
sust be saved froe the work period if the best results are to be
secured" ((142))

This isplied the verv important guestion of consumption tise, which has
come to be emphasized only recently through precise forsulations within the
new theory of consusption, (Becker (11), Lancaster (145), ote.)

However the particular attention giver to incose effects was wmisleading
as L.Robbins was to demonstrate (214). Knight also arrived at doubtful
conclysions, bv using the hypothesis of an inverted slope of the supply
curve of labour, to explain productive failures of underdeveloped coumtries.
ks a2 matter of fact such reasoning has often been advanced to justify low
wage policies to <ounterbalance the "natural® propensitv toward leisure. There
are nevertheless many other interesting observations in the writings of this
author, He discussed the Halthusian theory of overpopulation and he sade his
own attempt to refute it. He firstly roted (by enlarging the Harshallian
approach) that there were several reasons to suppose that the *lower® strata
of society 4id not produce children without econosic calculation and he
further underlined the role of the family.

*The age of marriage and the size of family depend much more on the
amount of economic gain or loss between oprospective earning of
children and the cost of their keep while under their parents
control than thev do wpon calculation 35 to the possibility of
saintaining standard of living conditions from one generation to
another*{ (142), p.153)
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In order to introduce his concept of the standard of living, XKnight
reminded us that historical events had shown that the increase in population
had not kept pace with production and that per-capita income rose so much
because  the minimum standard of living also grew at the same time. Knight
furthermore underlined another important factor influencing lsbour supply:
husan capital investment

*Mow training which results in increased productive efficiency, is
avidently similar to a material productive agency or capital good
created by diversion of resources from present consumptive  uses,
Even the population itself, as observed above, depends ta a2 large
extent upon considerations of pecuniary profit in the case of
social classes which subsist sainly by 1labour. The distinction
betwean labour and caoital thus shows 3 tendencv to fade awav.®
((162), p.158)

In summarv ane can sav that #night did not propose radically new
concepts regarding labour earket theories. MNevertheless he further regrdered
former vague concepts and drew attention to new features of a rapidly changing
world of labour,

Knight’'s  contribution is also particularly  isportant in  the
sethodological field, He was one of the founders of the “Chicago school”,
vhich ropresented without doubt the intellectual centre where sodern labour
supply theories flourished abundantly. '

Knight's approach draws fine distinctions between economic utiiitarian
philosophies. The strong libertarian or 1liberal beliefs of this author lead
him to constantly emohasize the central role of the autonomous individual’s
decisions, The 3im of 2conomics (and labour economics in this zase} was to
recognize the means to satisfv the human Jesire for freedoa. But "to live is
to choose freely®, 3s Knight’s famous sentence says. Therafore the worker is
any other economic agent sust be judged as an individual who is :3pabla of
rational and efficient cheicas (where efficient means susceptible to giving
saxisum satisfaction, qgiven the aximua freedes to choose that is possiblel,
As J.Hekinney (176) points out, Knight's wethasdciogy inverted the usual dictua
that ‘*there is no disputing about tastes®. Economic activitv of the present
and the future world is concerned onlv with tastes.

Labour economics is therefore a field where Knight’'s 3pproach can
consequently be applied, In particular the U.5. is 3 country where such 3
specitic interest was motivated bv iacortant soclo-economical phencmena like
high mobility of labour, imsigration, quick changes of job and profession and
draeatic substitutive processes in labour and capital investment because of
technical progress. Thus it is understandable that such an ide3 of warkers
“free as Crusce was free", was not comsidered so absurd 3as it is in eanv other
Vestern countries where Classical and Harxist traditions exercise their deep
influence, Knight and the Chicaqo school after him have been usually reouted
to be “conservativist’.ainded. In particular, their opinions about unionisa
have been stromgly critizized. This is orobablv not fair or 3t least not
correct, and certainly misieading, #As the foregoing notes have shown, the
2aphasis on deeply differentiated individual 2conomic behaviour has 3 verv
rezent origin. The idea of "matural iaws® or homogeneous mass behaviour is on
the sther hand much sore clder. The same concept of full =mplovment is older
than that of quality and quantity of lsbour services. The idea that workers
are {at least partly) free to bargain their labour supply «<an bde  judged
*sapitalist oriented® (because of the noted imbalance in bargsining strength
betwean the capitalist and the individual worker). B2ut from the norsative
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viewpoint the 1idea belongs also to the libertarian-socialist (non-Harxist)
tradition

Labour economists generally acknoledge the determinant role that the
Chicago University professor P.H.Douglas had in starting emspirical research on
the labour market and the labour supply in particular, Prof. Douglas’ Theory
of Vages is the empirical cosplement of theoretical neoclassical labour
economics of those vears., #s a satter of fact this was the first extensive
attempt to verify by means of 3 quantitative approach, the existence of the
backward-bending curve of labour supply among other issues. This curve, in
Douglas’'s approach, referred to the short-run dynamics, while the long-run
labour supply referred to demcgraphic trends. But Douglas also emphasized
the importance of 3 correct choice of dimensions in specification of economic
variables. He enunciated the problem in all its simple clarity:

*The supply of labour say differ very appreciably between two
countries which have equal populations 3and identical age
distributions {...}; because two countries have equal population
it does not follow that ‘they have equal supplies of
labour* ({57),p.269)

Labour supply in fact might differ because of different conditions
concerning participation rates, social attitude toward working effort, the
practice of abseenteism, the response to incentives ete. This author pointed
out the fundamental difference between Classical and Neoclassical thought as
follows:

"The supply of Ilabour is not, therefore, as most classical
economists have conceived it, identical with the stock of labour
available, but wmay vary quite widely as between two otherwise
identical populations. It follows, therefore, that changes in the
rate of resuneration aay affect the guantity of labour whizh offers
itself at any one time, since each of the thrse variables
enunciated above wmay fluctuate with variations in the rate of
wages* ((57),p.269)

Douglas was thus led to esphasize the fercantilist contribution to labour
sarket analysis and in his Theory of Wages he offered also a clear
historical reconstruction of the origins of the concept of individual labour
supply from Mercantilisa up to the recent contributions of Robbins ,Pigou and
Knight. In conclusion Douglas tried, by adopting a positivistic approach to
discriminate among the different theories by means of the sathematical
calculus of the elasticity of labour to hourly earning, and he stressed, that
according to his point of view:

*(...) the inductive, statistical, and quasi-sathesatical sethod
aust be useful if we are eaver to make economins a truly fruitful
and progressive science® ((87), p. XII)

Douglas further specified that:

*(...) one zan only agree heartily with Frofessor Robbine when he
declares that ‘any attespt to predict the effect of a change in the
teras on which income is earned wmust proceed by inductive
investigation of elasticities’® ((87),p.300)
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But Douglas made an imsportant distinction about espirical sethodology:

*Instead hcwever of directly seasuring elasticities in the terms of
gffort, as professor Robbins seems to advocate, we shall directly
seasure the elasticities of supply as indicated by the
responsiveness of hours of work to hourly earnings and then from
these proceed backwards to obtain the probable elasticities of
demand for income®((57), p.301)

This research prograa took into account data of several industrial
groups in several parts of the U.5. and the principal conclusions of these
studies can be resumed as follows.

First of all there was evidence of 3 negative relationsnip between fwo
variables: wages and hours of work. #n increase of one per cent in hourly
wages would have caused 3 decrease of from one-fourth to ane-third of ane per
cent in the quantity of labour offered and the inverse was also true,

Secondly, when only the hours of emoloved workers were :onsidered them the
plasticity of income in terms of effort increases {in iabsolute value) to 0.8-
0.9.

Thirdly, when hours were combined with the esploveent rate, the elasticity
became 3 little lower.

In conclusion Douglas thought that:

*Knight therefore seem{ed) to have tecn correct im his gemeral
interpretation of <rat would happen if incomes wers increased,
(...} The workers in the United States tend to divide an increase
in hourly wage rates into two parts. The first is a higher material
standard of living while the second is  increased leisure for
thewselves or their families. spproximately two-thirds to three-
quarters of gain 1is devoted to the first and approximately ane-
third to one-quarter to the second of these purposes.*((%7),
p.314)

In Douglas’ works we find widespread sociological interests which became
typical af the Chicago schools intellectual tradition. He, for instance,
enlarged his =mpirical investigations to the field of labour relations trving
by means of 3 positivist approach to rationalize new phenomena like
absenteeisa, wmooniighting , and the diffusion of incentives 1n labour
contracts. Furthermore his study (edited with E.3choesberg (228)) anticipataed
some present empirical studies about wurban and labour aconomics.

If we are to describe énight and Douglas’ thought a few words sust also be
said about the more recent resuits of Jevons' intellectual revelution
concerning the labour market. We have seen that the ideas of the English
econowist have been filtered and svstemized by several =2conomwists, The
ytilitarian  3pproach has been progressively absorbed by Rserican  culture
and, for 3s concerns individual labour supply in particular, by the Chicago
university,

From the viewpoint of modern econcmic theory the werker is no longer seen
as an indifferentiated sember of 3 social <lass, which is subjugated by
historical determinants to 3 hopeless subsistence status and to auwtherifarisn
labour relations. Kodern workers are seen as individuais with ¢reziom to
choose and to exchange their servizes on the sarket. In this wav social
sglfare  scouired  its own meaning. Social welfare was the welfare of
cansumers, For this reasan the fundamental econcaiz probles was partiy
shifted from income distribution to sarket functioning,
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Income distribution involved historical issues; market exchange only
involved efficiency oproblems. In this sense the approach of Knight in
particular and the Chicago School in  gemeral, can be considered
conservativist, The focus is on the sarket, Every distortion caused by
sonopolist interferences naturally leads, within this ultra-rationalistics
vision, to sub-optimal solutions, But this is precisely the weak-point of the
neo-1ibertarian approach to the labour sarket. There are no other norasative
suggestions arising out of pure neoclassical theory than searching for free
competition. The existence of unions, social institutions, ete., which govern
the exchange in the labour market could not (at least until very recent
contributions; be explained on the sase rational basis.

The nec-libertarian approach however opened the way to a wide application
of quantitative sethods to analyse many social phenosena. Undoubtedly the
rext step forward in this direction after Knight and Douglas’ works, has to
be ascribed to H.G.Lewis.(See A.Rees (207) In the immediate aftermath of
World War Il Lewis began to treat in neoclassical terms, topies which
traditionally pertained to institutionalist economics. He was  particularly
concerned with trade-unionisa, taxation and the two aspects of labour
supply: participation and working hours. The Chicago School thus arrived st
its present saturity and under Lewis' supervision wmany labour econoaists
began, by means of an espirical methodology, to study all those puzzling
features of individual labour supply already superficislly examined by
the economists of the past. &.Becker, W.0i, K.Koster, R.Gronau, S.Raottesberg,
J.Hincer and many others have stressed the importance of household composition
in determining participation and working burdens, the econosic nature of time
allocation, the economic determinants of fertility, etc.

The Neoclassical approach to labour suoply (besides its ideological
isplications) thus revealed itself to be an unchallenged and wunrivalled
sethodology which has easily embodied sore and more complexities regarding
husan behaviour.
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1.1 Introduction

Before examining the deveiopment of empirical research on individual
labour supply bv means of neoclassical allocative models, it is necessarv to
sention some preliminary issues relating to the definition of labour supply.
These problems are much more important than they are comsonly assumed to
be,

Labour is usually measured in ymits of time; it is therefore dimensionallv
3 flow, given by the product L = Neh#n {where N is tte number of employed aen;
h are the hours of work; n is the intensitv of labour). Ouring a certain
period therefore, the total amount of lsbour depends upon three different
kinds of ecoromic or social determinants:

i) the mumber of sen 3vailable on the labour sarket (that is to say, the
resylting balance of two opposite flows: that of the new entrants to the
labour market and that of those workers who leave it plus the stable labour
forze),

1i} the duration of the working activity of each worker, (namely the
nusber of warking weeks and the length of working dav).

iii) the intensity of work which depends upon labour organization and
labour relations. 1

Both the labour supply and demand for labour of the economic agents are
taken into 3ccount in these three dimensions, but labour economics very often
has over-simplified the question by referring to the first item onlv. From
the supply side, the offer of labour has been seen as the product of
participation rate bv the number of able bodied smen.

Given an exogenously pre-detersined oopulation, the problem was thus
reduced to a studv of 3 function of its participation rate. But this couid
only be reasonable in a few specisl cases:

i) when duration and intensity are constant and equal for evervene. In
fact in this case the decision for a new worker who enters the sarket is of
the ‘"take-it-or-leave-it® kind (the econmomic jargon calls 1t “corper
solutions®) (NOTE 1)

iii when there is perfect flexibility of hours i{as in the canonical
neoclassical schese}. If 3 worker is free to sell all of his disposable tise,
then the dichotoay between participation and aquantity decisions disappears.
Sut in such an ideal world escloveent and unesploveent rates would lose their
usual seaning, In other words these two agqregates could not be measured by
seans of the nusber of aen who work or look for a job, but bv measuring the
effective amount of labour services that the economy utilizes or wastes.

flodern industrial societies have created a verv confused situation froa
this point of view. Regulation and seqmentation of the labour sarket, are
blended with.2lements of fiexibilitv (part-tise, overtise, mconiighting, self-
esploysent, ete.). #s R.Solow (170) has pointed out, segmentation is due to
the build-up of fire-or industrv-specific human capital. Wutual “knowing-what-
to~expect® of both parties {workers and firms) gives thea *a stake, a rent in
the durabilitv of the relationship®., Further there are non-trivial sources of

(NOTE 1) These situations are called “corner solutions® because when  the
budget constraint is not continuous for whatever reason {(non labour income.
standardized hours, ete.) the indifference curves of the representative
worker-consumer 3re no longer tangential to the budget constraint, This in
tyrn  1mplies that the individual labour supply 2an change radizally when
the wage rate incrsases enough or when the exogenous constraint which
detersines the kink in the budget frontier is relaxed.
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non-esploveent income. Home production, partial faraing, education, ete. can
be alternatives to paid working activity. The family itself is an institution
which decreases unesploysent risk and redistributes working burdens. Social
institutions produce their effects in the labour sarket through unesployaent
insurance and public emplovment. Social conventions have their own importance
too, #s a satter of fact they sodify the rules of competition in the labour
narket. (G. Akerloff (3}, (4)

The existence of the family in particular plavs a fundamental role, The
pool of different sources of income permits decisions regarding labour supply
which are similar, in wmany aspects, to capital decisions or, in other words,
to interteaporal choices between labour and non-labour time, X. fArrow (2), for
instance, recalls the traditional observation that labour does not have the
nature of 3 stock, because it is perishable by definition. *The worker must
sell and sell now" and there is no advantage to delaying working activity and
to enjoying anticipated leisure,

This criticise is wundoubtedly correct when it refers to the usual
individual representative agent of neoclassical theorv. This abstract figure
has no sex, no family, no age; for him, income lost is lost forever. But when
a family exists things becose such more complex.

If a subsistence condition does not exist, there is at least partial,
freedon to choose among economic alternatives, Working burdens can be
distributed among wmesbers of the family of different ages and sex. A high
percentage of nmiddle-aged sales participate in the labour market, They are
highly coampetitive and unemployment is very low, simply because 3 breadwinner
cannot remain  jobless too long. Married women behave differently. Their
participation follows tvpical patterns which are linked to the economic and
social stage of growth of sodern societies. Participation of married women
historically follows a characteristic U shaped curve, When the agricultyral
sector is large, women's work can "easily' be combined with domestic
production, so that statistically, a high proportion of women are easploved.
¥hen industrial growth produces a transfer of the labour force towards wurban
industrial centers, the scarce skills of vomen and the difficulty of
combining paid work and home production decreases the female participation
rate. When the weight of the services sector eventually increases, by both
creating new jobs and increasing those services that substitute home
functions, then married vomen re-enter the labour sarket.

In conclusion one must remark that the decision to offer working tise
depends on many factors. K. Arrow (2) points out that there is practically no
economic decision without capital components, Neoclassical  students
contemporary to Keynes arrived at agnostic conclusions about labour supply
and labour sarket dynamics for the same reasons. The overlaoping of ooposite
effects did not permit clear deductions on the relationship between wage rate
{price) and total labour supply (quantity). Hence a3 diffused skepticisa
existed 35 regards the relationship between economiz policies and labour
sarket responses. Hodern neoclassical lsbour economics has instead developed
several sicroeconomic  approaches to the labour supply, to  analyze
institutional and social phenomena.



1.2 Static models concerning the allocation of leisure and consumption.

The static allocative models of leisure and comsusption are models that

explain  the behaviour of a3 representative worker-consumer on 3 microeconcmic
basis. (MTE 2)

(MTE 2)

varker:

from this point of view

"The statistical inforsation on consuser behaviour ,which is
available to us , always relates to the behaviour of grouwps of
individuals such 33, for instance, the consumers of 3 particular
cosmodity in a particular region. It is always material of this
character which we have to test: and indeed it is aaterial of this
nature which acquires a prisa facie plausibility when it is applied
to 3 statistical average. To assume that the representative
consuser 3cts like an ideal consuser is a hypothesis worth testing:
to assume that an actual person, the Hr.Brown or H:ﬁugones who ilves
round the corner does in fact act in such 3 way Hot deserve a
soment’'s consideration® - wrote J.Hicks, (83}

Houthakker-Taylor (84) further reinforced this approach by writing:

*The theory of dynasic preference ordering here is strictly in teras
of a single individual , vet we apply it to entire countries. In so
doing we 1ignore the aggregation probles, on which there is a
voluminous literature. Rather than 3dd te this inconclusive
discussion we sisply state as our opinion that of all the errors
likely to be made in demand analysis the aggregqation error is the
least troublesome.'

econosetrician® (Brown-Deaton (47))

has demanstrated that.

the

Therefore

*(...) a3ggreqating individual desand over 3 large growp of
individuals can lead to properties of the market desand function
F, which, in general , individual desand fumctions f do not possess
there is 3 qualitative difference in sarket and individual desand
functions, This observation shows that the comcept of 2
*representative corsumer®, which is often used in literature does
not, realyy simplify the analysis; on the contrary, it might be
sisleading® (83), pag.¥98

Two quotations clarify the concept of representative consumser-

*the theorist becomes entirely the servant of the

One has also to mention opposite views. W.Hildenbrand (83) for instance

Hildenbrand deems to have desonstrated that Hick's opinion on

unrelisbility of the information on individual incose effects for

studying the Jjemand function is arqusble and an economic theory
consumption should also take income distribution into account,

of




J.Hicks (79} firstly forsalized the probles by treating this abstract
figure like that of a consumer-seller of one of his own goods, i.e. his own
disposable time.

This econosic agent acts to saximize his own utility function. The
fundamental assusption of these models is that tise is an economic good,
because it is scarce, useful and enjoyable in itself and exchangeable with
other cossodities. But assusing the economic nature of time, there exists a
constraint exists on the maximun quantity of income that can be earned.

The usual probles of allocation of consumption must then be redefined in
terws of full-income (G.Becker (18}, that is to say the sum of property income
and potential lsbour income or, in other words, the sum of consumption and
leisure, Lleisure is simply considered to be the complement of working
time, (MTE 3)

To recall the concept of full incose, let T be the saximum feasible
working time, Leisure is them given by the difference L =T - h, where h are
vorking hours. In equilibrius the hourly vage w is equal to the amarginal
substitution rate between leisure and consuaption of other jJoods and
services and the marginal utility of consumption is equal to the marginal
disutility of labour. The hourly wage represents therefore the shadow-price
of leisure,

The problea can be forsalized as follows:

{1 vy > paxg + (T-hiw
(i=1)

¥ork in this forsulation isplies only disutility for the economic agent, In
reality leisure has no true utility in itself, Time , to produce enjoyable
services, has to be combined with other goods and services. In this wav the
problem pertains to the conceptual schemes of production theory. (R.Muth,
(122), K.Lancaster, (98)).Yet this particular extension of the microeconomic
theory of labour supply (which was first explored in the pioneering works of
G.Becker) creates enorsous probless for the empirical analysis of  aggregate
national data. Hence in what follows the theory of allocation of time will
be disregarded.

Unfortunately even 3 theoretical synthesis of all the different aspects of
labour supply has mot been yet attespted, The tools of economic analvsis

TSR II2SRIITISSNIT TS SSININCS

(NOTE 3) This is obviously an over-sisplification which rules out several
important facts. Becker’'s theory is only concerned with the ecownosic use of
leisure. Horeover its approach is not at all linked to neoclassical
equilibrium sodels of the labour market, Leisure could be overabundant when
the worker-consumer is unesploved or under-esployed. Becker’ approach zan then
subsume  the existence of this exogenous contraint by sisply rescaling
downwards the equivalent sarket price price of leisure, fAshenfelter (3) has
shawn how, introducing 3 “spill-over® effect on the demand for consuaption
in this frasework.

Leisure finds its own seaning only when free-time is combined with the
enjoveent of comsodities and services. As has alreadv been pointed out
probless of economic interpretation start just at this point. Taking all non
-working tise 3s homogenecus leisure is merely 3 way of allowing 3 first
treatment of the issue.
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apply to specific and particular aims. S0 the theory of time allocation has
nothing to say about the role of uncertainty in the labour market. Implicit
contracts and job search theory focus specifically on the nature of
uneaploysent and disregard the individual labour supply of the eaploved
labour force. HNone of these, esbodies important effects like those deriving
from standardized working hours, self-employsent,and non convex budget
constraints, (NOTE )

In short, ome can comclude by saying that the correctness of each
definition of labour supply depends (as Cain-Watts wrote (34)} on the
question that the empirical study aims to investigate.

Rs regards the specific form of the utility function many probless arise.
i) First of all, wmany authors think that the hypothesis of perfect
substitution between working and non working tise, has little seaning.
M.B.Jonhsan (90), A.¥.Evans (58) , A.C.De Serpa (%2) (53) have pointed
out that work for itself can have its own utility, Therefore work should
explicitly appear among the argquments of the utility function ( MOTE (%)),

fAnother question concerns the choice of 3 specific sathesatical fora
for the utility function, Every empirical work sust choose between an exact
integratable  systes (which automatically satisfy all the necessary
conditions which ensure the econosic coherence of the demand functions: and
2 non-integratable approxisate system, which does not derive from an 23
priori utility function, but is subject to tests concerning the respect for

{NOTE &) There is however, among the few attempts to close this gap, the essay
by Burdett-Hortensen (I3).

b

(MTE % A.¥.Evans (58) observes that the traditional separation between
consusption and leisure has found its defensive argusents in the fact that
hours of leisure canmot be increased without decreasing hours of work.

*That this is incorrect sust be realized when the usual two-good case
is considered in which the consumer saximizes 3 utility function:

(n.1.1) U = ulxg,Xa)
subject to:
(n.1.1) ¥ = P1Ky + Paxa

It is obvious that in this case the quantity of the first gocd that
is consumed cannot be varied without the quantity of the secand good
also being varied, Hevertheless none would think of omifting xz
from the utility function on these grounds® ((5%) page &)
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the first and second order conditions of the demand functions. (NOTE &)

(NTE &) Let the following equations be desand functions derived from a
process of maximization of the utility function U = ulx;,...xa,1) under the
budget constraint (1). (Symbols have the usual meaning)

(n.“ xt = {(pl,|--,pn,H,T,.)

for i= { to n goods; where m is non-labour incose.

1 = f(Pl,---,Pu,H,T,I)

These functions luai satisfy the following conditions:
Prices are equal to Barginal utilities of their respective good

(a) Ux&p, : Uy=w

The sum of the expenditure for goods and that for leisure is always equal
to the full-income
b} p'x+wl =g+l =y

Engel’s aggregation: the marginal propensities to expenditure add up to 1.
{i.e, the consumer chooses coherently)

(e} p'x, =1

Cournot’s aggregation:
(@ (p,w) %y, = -(x,1}’

Simsetricity of the Slutsky satrix:
{e) $5=9
On the contrary it would be possible to find different baskets with less of
some good and equal quantities of the remaining goods, which give the same
utility for the economic agent.

Hosogeneity of degree zero in prices: (i.e, there is no money-illusioni
f pw'SI=1

Semidefinite negative substitution matrix: (i.e the consumer-worker is 2
saxisiser of his utility)
{g) 252’ (=0 2=/

vhere 2 is 3 non negative vector,
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A second point concerns the seasuresent of leisure time,It is not easy. In
fact, to define the border between true leisure and nearly fixed tewporal
needs for vital necessities (sleeping, resting, eating, etc.) some authors
choose to specify directly the maximus feasible working hours, while others
choose, to avoid such an a priori assumption in empirical studies, #Abbott-
fishenfalter (1) reduce the budget comstraint to non labour income and estimate
the wsaximum feasible working time. Barnett () specifies directly the full
income constraint.

Closely connected to this probles is that of the price of leisure. Within a
general equilibrium approach the shadow price of leisure is the hourly wage a
worker gives up when he offers less than his disposable time. In this case the
only leisure that has some value is that of esployed workers. !nemployment is
2 voluntary choice and people outside the labour wmarket enjoy valueless
leisure. Barnett points aut that such an hvpothesis is highly biased and he
therefore proposes to zarrect the price of leisure, by rescaling the hourly
wage bv means of the rate of unemployment and the participation rate, In this
way, non working sembers of the family also contribute to the household’s
allocative choizes,

1.3. The Linear Expenditure Systea.

Within the class of the Static Allocative Models of Leisure and Consuasption
(SAMOLC) that are locally linear with respect to incose, the expenditure
systes derived from the utility function of (Klein-Rubim-Samuelson) Stone-
Geary 15 particularly sisple and this approach generally offers satisfying

empirical results, This function is written as:
2 Uix) = 2 By loglx, - gq)
(i=1)

where x, are the quantities of goods demanded at constant prices; g4 are pre-

(NOTE & continued)

Furthersore there is another empirical condition to respect:

All the elasticities in respect to income have not to be all equal te 1 at
the same tine

On the contrary, when income changes, the expenditure shares for all
goods remain the same (given comstant prices). In other words the utility
function is homogenecus and homothetic. This contradicts Engel’s law as
K.Yoshihara (200) pointed out,

The admission of the existence of 3 common preference ordering for
all the agents does not solve all the problems. This is not in fact 2
sufficient condition. In order that the aggregate Jemand finctions behave
like the sicro-economic functions, it is necessary for all consumers’  Engel
curves to be parallel straight lires, This implies in turn no income
distribution effects. To complicate the question Sonnenschein and Debreu
(171}, (50) have shown that it is also possible to construct individual
preferences and distribution of income so that any demand function,
however unreasonable, is the sum of individual Jdesand equations gach
conforming to the theory. The most important conclusion is thus that onmly
Walras's identity and continuity remain after aggregation. ALl the Slutsky
conditions are irrelevant in the aggregate.
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allocated quantities (or “subsistence® quantities); B, are the marginal
propensities to consume supernuserary incose (or incose exceeding the sum of
the preallocated quantities)

Given the budget constraint:

(3 = psxa Ty
{i=})

and saximising (2), one obtains the following expenditure systeas:

(1) PaXe = Pigg + Byly- 2 Prdn}
(k=1}

PaXn = Pugn + Bniy - 2 Pagn)
(k=1}

Abbot+-Ashentelter (1) have enlarged this systea by incorporating into it
a further equation for the consumption of leisure. The budget constraint is
consequently re-written in terss of full incose,
Given that wh=wig-1) (where h, are hours of work; g saximsum working hours and
1 hours of leisure) the expenditure systes takes the fora:

{(I.%) PsXy = Pags + Bullm + wgw - E Pudn)

thol)

“#h = UG + Bl + Wgn = 2 Paga)
tk=1)

There are however some new problems specifically regarding aggregation
theory, When the LES is enlarged to labour supply it is necessary to assume
other restrictions (MTE 7)

b~
(MTE 7) If the budget constraint refers to the full income instead of the

usual aoney incose then the expenditure for each i.th good is written as
follows:

1 w B, 1 1w n
n 1.3 — Xy Tt —=(— Sy - - Vols = 2 P1gs)
N (v=1) Ps N vsl) N (v=1) {1=1)

for v=1 to N indiviguals and i=1 to n goods
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(HOTZ 7 zontinued;

or -
Bl n
(ﬂ-‘ln4) xg 2 q. ¢ ——— (y -'q‘v - 2 p‘q‘)
P (i=l)

7.Kuelibauer (120) has shown that the emiarged systes is plausible only in
teras of expenditure, even though the existence of standardized hours and non
convex budget constraint make the traditional neoclassical approach highly
unrealistic,

If the wage varies with the quantity of labour supplied (for instance,
because of overtime premium, etc.) the indifference curves of the worker could
be tangential to the convex budget ~onstraint at more than one point. If the
inzome function is not continuous, then there are possibilities of suboptisal
choices, (far 3 specific treatment of the endogenous wage rate see A.Powell
{154)). But for leisure this transforsation is not possible:

! I w v 1 . o .
{a. I1,5) -—-E (T-h) =g - l»B,(-«V_-Z--k-.... é < ..El-q:-) =/a
L N I NN (vsl) w TN (s (vwl) P
 h -
ot =yt - l1g - T pigy)
w$ - Ai=l)

Exact linear aggregation is nat permitted with reference to the average
working hours. On the contrary exact linear aggreqation is pgssible in teras
of axpenditure for leisure.

1 . t .
o 18] = (T h) o w e g zu,+ac-—-2y.- )
A (vel) M~ T A A S v | L

3 gywt 4 Byt g nt = Z Pigu)
(1sf)

or in taras of labour supply:

| n
(. 1.7) T 2 %t cguw ¢ Bulet ¢ gt - . P1ge)
N lvsi) {{e})

ao— e — PRNSTRSTEPA

In conclusion warker-consusers in conclusion refer their choices to 2 non-
sanipulable vector of prices of goods. The shadow price of leisure instead
varies from individual to individual, But even in the case of an amenditure
forsylation there are nonetheless greater problems. The mumber of consumer-
vorkers depends upan the price of leisure, So the number of economic 3gents
vhich are ina‘corner pasition® is not exogenausly given.
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1.4 RAllocative models with disequilibrium effects.

0.Ashenfelter (3) has elsborated 3 static allocative model which embodies
disequilibrium effects arising from unesployment. When households are obliged
to reduce their working tise, they suffer income losses. There is therefore a
spill-over effect which decreases consumption,

In sathematical teras:

(1.9) U:U(T’h*l’lz,v--,ln,XI,n.c,Xn)
vhere h# are the constrained maxisua hours for the sesber of the family who is
unempioved or under-esployed;l, (for j=1 to m} are the quantities of leisure

allocated by the other non rationed members,
The budget constraint then becowes:

(1.9 Eptxt =0+ bt + 2 wsh,
{i=1) (j=1)

By imposing the Stone-Geary function the consequent LES can be divided in
two parts:
i) for the fully-esployed workers:

(1.10) Widp = Gnay - Bnin + gunw, - .Z)D.g.)
{i=1

Wihy = Gnjus - Buln + gnyu, - z Pugn}
(i=1)
for i=1 to n and for j=1 to a.
ii) for the constrained workers:

{I.11) wihky = wshy - wh,0

PHix¥s = gupy By il + Jnay -(:Z'-"p)-q-) = BeuD{gnaws - Buin 4 guyuy +
-3 pe)
o) Px 8y
where he { h,

The coefficient D is the measure of the rationing on the labour market and
B#, are corrected sarginal propensities to consuse,
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(I.11.a) Bty =By / (1-Bw)

fishenfelter makes a further simplification to reduce the variable D to 2a
measurable quantity. D thus becomes a function of real unemployment.

(1.12) -wh = ~gnit + Bn(B + gou -“24) 9Pe) + G - Enlm b g -
2
»n
-2 gnﬁt))u’
(ked)

n
PiXs = GaPy + Bi(m + g - “2_1');-.9.) - Bitgnw -~ Bn(m + goi - (kzl?-p.)) u*

where u* is a function of measured unesploveent,

The espirical results derived from this model seem to confirm the existence
of a spill-over effect on consumption and labour supply of non rationed
sesbers of the representative household.

1.5 Rotterdas sodels of consumption-leisure allocation

fs an alternative to Linear Expenditure Systems some authors have proposed
to apply Rotterdas sodels {(Rbbott-fishenfelter (1); Barnett (7), Bromsard &
alt. (29). They have disregarded Yoshihara's eriticise (200), or, like
Barnett, have reintrerpreted the Rotterdam models’ basic assumptions to bypass
such a contradiction,

a) Abbott-fshenfelter’s version of the Rotterdas aodel.

Given the following desand functions:

(1013) X‘ = xt(“, pl,-'alpn' l)

12 16,ps, 00 ,Pm,0i

by totally differentiating one obtains:

(1.14) A, " OXy .
g = = du + 2, - dpy 4 de

Al Y 3
dlz-dh= ——du+ > -——-dp, + — du
Ow (j=1) o, da

Given that dZ=d logl, a logarithaic transformation of the forser systea
allows us to rewrite it in the form:
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{I1.1% vidlogxy = Kyndlogw +  Ky,dlogps + By{(1-vm)dlogm + vndlogw -

deh’gPu)
where a is non-iabour income 3nd v, are the expenditure shares of each itea.

System (1.15) can be interpreted as follows.OpHeleft-hand side the change of
the demand for each good is represented, measured by its contribution to the
Divisia index of guantity; the right hand sesber is the sum of two effects
deriving from a real-income component and a substitution component arising
{rom price changes,

The Rotterdam sodel has one feature in its favour. It does not constrain
the sign of the cross-price elasticities and therefore it also adeits also the
existence of complesentarity asong gqoods.

Abbott-fishenfelter have characterised their approach by trying to avoid an
3 priori evaluation of leisure tise. They have interpreted the tera:

(1.15.bis) (1-vn) dlogs + vndlogy = 2 vadlogpa

which appears in the re-forsulated system (1.15). The two first terss should
seasure real-incose changes, because they are a veighted sean of non labour
incose and wage variations. This assumption is however 3 matter for debate.

Barnett (8) does not accept this because, fros his point of view, it
contains 3 fatal confusion of three definitions of income (nasely private
consuaption, labour income and wealth),

b) Barnett’s Rotterdas sodel

Barnett's reforsulation of the Rotterdam sodel derives from Theil's former
contributions (182). As it is well known, if one assuses that the Rotterdaa
demand functions are imtegratable, then the collective utility fumction
results as a2 Cobb-Douglas function (that is to say homogenecus and
hosothetici. But this contrasts with Engel’s law., If the systes is not
integrable, then it has no known properties and it is deprived of 3
theoretical basis,

Barnett has tried to avoid this dilesma by interpreting the sacroparaseters
3s a2 mean of a stocastic distribution of aicroparaseters of individual agents.
Hence it is possible to suppose that the properties of the parameters of the
desand systes ire analogous to those of individual demand functions.

Given different preferences and income for each consuser, even though
income and prices change with time, the 3ssumption of such a stocastic
distribution, persits us to assume (as the number of consusers approaches
infinity} that the parameters of the desand system converge an the mean values
of locally constant functionms.

Thus:

{1.16) B4 =E(ncByic) /E(nc)
KAy = Elmckeg,) /Eing)
In concluion, the macroparaseters are 3 weighted average of micro-
parameters coeffizients with veights proportional to incose,

Hence their oproperties do not derive from an a priori collective utility
function: rather, they are constants deriving from a theoretical comstruction
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and they are evaluated in a single point.

fs regards the constancy of parameters over very long historical periods,
Barnett’'s effort aimed at justifying such 3 seemingly unrealistic assumption.
This author has thus pointed out that an implicit trend comporent within the
income ters certainly adds a bias to the econometric estimates. But the
Rotterdas model takes weighted :hanges in expenditure into account. Thus it is
not at all clear whether a temporal trend biases some parameters positively or
neqatively, There is no a priori reason to reject the constancy of parameters.

Barnett's system shows other interesting features, Consusption and leisure
are computed on 3 per-capita basis (where the term per-capita refers to the
entire able-bodied population. Abbott-Ashenfelter (1) only took into account
only the labour force). Barnett has based this specification om 3 cosplex
intra-family allocative model. This model also contains spill-over effects
resulting from rationing situations for some household members in the  labour
sarket, Unemploysent thus helps to correct the shadow-price of labour which
results from rescaling the wage rate downwards. Barnett has underlined that
his approach solves the probiems of over-estimation of the full income which
are present in Abbott-fishenfelter’s model.

¢) Other Rotterdas sodels.

Two other Rotterdam models must be sentioned. N.Kiefer (9%) has applied a3
Bavesian spproach to estimate a classical Rotterdam systes. The peculiarity of
this study is that the restrictions which ensure the coherence of the desand
functions are not imposed, but they are assumed as a priori infcrsation,

Bronsard & alt. (28) have cospared neoclassical and disequilibrium
hypotheses about the labour supply. Their conclusions are concerned with the
difficulty of discriminating empirically the superiority of one of these
sodels.
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1.6 Dynamic Linear Expenditure Systems,

R.Stone was the first student to criticize his own static model and suggest
new ‘dynamic” versions. However this needs a qualification: Stone’s and the
following models are not properly dynamic because thev cannot esbody 23 real
schese of intertemporal choices. They introduce only stock and habit forsation
effects, and make some parameters of the system vary over time. To clarify
this, two different approaches are distinetly treated in what follows. The
first is Pollack-¥ales’' approach (150).

These authors chose to assuse dynamic preallocated quantities g4, Their
sisplest wmode] introduces pre-allocated quantities as a linear or quadratic
function of tise:

(1.17) Qe T &+ Gt + Nt
The utility function can then be rewritten as follows:

n

(1.18) U(X‘) s 2 B‘IOQ(X‘ -& = a‘t - vl
{i=1)

where 8‘)0; é81=1 H (xt'gi‘qlt’.--)
. {i=])

fnother solution consists in writing the present preallocated quantities as
functions of past consumption, so that the g, quantities take the fors;

(I.18,1)  gQue = @ ¢

(I.18.2)  g4e

€ + Qylse

In this case the parameters of g, sust respect the condition 0 (= 0 (=1 to
ensure long-run stability. Z,. represents some simple or weighted mean of past
consusptions. For instance the simplest version could be:

i
(119 Zie = (1 -0 S0 Macemsom
{i=1)

that is a geowetric mean of past values. In this case ane could consider the
parameter o as a "semory coefficient” of the habits systea, Yet weany other
specifications are equally admitted (MOTE 8).

- - ==

(NOTE 8) From a theoretical point of view, there are some interesting points to
which attention should be drawn, Within a dynamic approach we should alwavs
distinguish between short and long-rum desand. The first one can be
sathematically expressed by expressions very similar to those of the static
approach. Long-run desand functions however can be expressed anly by means of
3 very restricted class of sathematical forms. Pollack (144) has classified
such forms. The proof of the existence of long run demand functions derives
from | theores
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1.7 The Stone—Houthakker-Phlips approach

The state adjustment sodels are based on the assumption that all the past
experiences concerning consumption can be condensed within a state-function
which influences the pre-allocated quantities of the present, In sathematical
teras, this can be expressed by means of the foilowing differential equation:

{1.20) See = X3Qse = 0540
for i=1 ton

The preallocated quantities are partly detersined by the usual level of
consusption O S¢ and for 2 resaining share by the inmovation in expenditure

Se. Also in this case it is possible to distinguish between physiological and
psychological components which determine the preallocated quantities gye of

{note 8 continued) put forward by Gorsan (47) and from two theorems by Pollack
(14%) (See Appendix I). Pollack however has urged caution in using the
definition of long-run demand. He has underlined that even though long-rum
desand functions exist, they are not an appropriate tool for judgesents about
velfare probless. The long-run utility function, even when it exists, does not
reflect consumers' preferences, but is a simple index of long-run behaviour.

fut what is behaviour? Some interesting cbservations have been made by
A.5en (16%), In 3 1973 lecture he pointed out that:

"All the isportant results in this field depend on  (thel
relationship between  behaviour and welfare through the
intersediary of preference® (16%), p, 253.

Thuys:

*(...) the interest of revealed preference theory lies in the
skilful use of the assumption that behaviour reveals preference
and not, despite claims to the contrary, in explaining ‘behaviour
without reference to anything other than behaviour® And "(...) even
if all (other) problems are ruled out there remains 2
fundasental question on the relation between opreference and
behaviour arising fros 3 probles of interdependence of different
people’s choices which discredits individualistic rational
caleulus. (...) People w3y be induced by social codes of
behaviour to act as if they have different preferences from what
they really have. This type of departure may also be stable for
those codes since such behaviour will justify itself in terms of
results from the point of view of the grouc as 3 whole® (169),
p. 258

The question is of crucial importance for the theory of individual labour
supply because choices on this matter are certainly subject to group
conditioning, This precisely the field that the pioneering works of
G.Akerloff (1.3) , (1.4) have begun to explare.

SEITIRS=T=T
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the LES:
{1.20.1) Qae = 1}1 + QgS¢e

The latter parameters can be easily interpreted:
a) ) 0 weans that habits effects are dominant (in other words the greater
past consumption has been the greater is present consumctioni.
b) O (0 means that stock effects are prevailing ior, the greater is the
stock of durable goods, the less the need for new consumotion),

It is possible to distinguish further between shart and long-run functions
by simply assuming 5S¢ = 0.

By substituting the afore-sentioned expressions of the preallocated
quantities g, into the utility function and deriving it under the budget
constraint one obtains as usual the following first order restrictions:

B,
(1.21} Xie =1}1 + QqSqe + ——
Z»tpn )

2, B

8. ‘E:Duﬂ?{ + Qy54¢)

{1.22) Ae =

Obviously the variable 5. is not known, so that the svstes must be
algebrically manipulated to eliminate the presence of S¢, Furthersore the
svstes conceived in continuous tise must be translated into discrete time
through an approxisation of Se by the first difference of the state-fumction.
fifter some 3lgedric manceuvres, one eventually obtains the following linear
Jesand functions:

(1.2% Xee = Kox * Kiadicem1s + Kass TToe + KeaTTqcemrs
1 1
vhere Tl = ——- i Ticem1) @ ~memeem
Aedye Ate-1P1ce-1>
and:
246; 2+as -4,
Keg = ; Kiz2 =
2-a; + 0 2- a4+ 0,
Beldy + 2) By (61 -2)
K13 = H Ku.
2-a,+0, 2-0a,+4,

From this function one can easily derive the analvtical expressions of the
four paraseters. ¥, a , 4,.87or each ites of goods,

L.Phlips inserted the supply of labour (through the fAbbott-fishenfelter
specification; into this dvnamic svstem (141},
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1.8 Dynamic demand systems extended to rational intertesporal choices

This  kind of wmodel, recentlv elaborated by Phlips-Spynnewvn
(182) ,represents a verv interesting step forward to produze an empirical model
from amore sophisticated theoretical hypotheses. While the afore-mentioned
versions are based on adaptive expectations, completely depending on past
consumption, this new generation of dvnamic models tries to comprehend the
formation of future habits. In other wards they postulate that the
representative worker-cgnsumer is conscious of the future effects that his
future choices will have on his preferences.

Such a probles was first formalized by C.Lluch (104). Phlips and Spynnewyn
(142) generalized this result by assuming an hypothesis of decentralized
choices, namely, 3 weak intertesporal separability of utility function
arguaents.

They have also renamed the first generation of dynamic models as ‘“amvopic®
because they assuse that strong separability exists between present and future
utility functions. Their new rational medel, embodias future habit effects by
sisply sodifying the definition of budget constraint and by introducing habits
and stock effects inte the definition of financial wealth.

Fhlips and Spynnewyn rewrote the equations of the committed quantities,
state variables and total wealth, in the following fora:

(State equation)

(1.24) Xee= See = (1-0)5, cem1s

(Committed quantities)

(1.25) gse =W +@AiSqce-1

(Wealth budget constraint)

(1.26) ¥rceon = (4T e b Yo -y0)

where ¥ » is financial wealth, vye budget of period t, Ye future labour
income, ro interest rate.

The wealth constraint includes, in this case, both wealth deriving from
financial wealth, and that deriving from husan capital. fs 3 matter of fact,
if the worker-consumer is conscious of his habit formation aechanisa, then
equation (2¢) can be rewritten, sisply by introducing another paraseter ¥,
which reflects precisely this assumption:

(1.27 VY teensSe = b4 cee Xe ¢+ ‘w(eon 1- 6)5(9-:)

tor T=1 to n goods
Total wealth thus can be defined as follows:

(1.28) We = Woe + ¥ e * ¥ Sce-1s

ihe worker-consiumer however does not refer his choices to effective market
prices. He discounts these prices Y by taking into account his knowledge of
the habit or stock formation mechanisa:

{1.29) Ce 2 pe = Vieeans/(l + 1¢)
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.$upernulerary incose then results as:

(1.30) Be 321’1(:-1) (pse ‘uiu_-n/(lﬂ‘g))(xn - Gae)

If one assumes (so as not to introduce too sany cosplexities: constant
inflation and interest rates, it is possible to introduce the correction
factor,

(1.3 €q = (r + 8)/(r + 0, -Qy)

this transforms short-run coefficients into long-run coefficients and presents
the property of reducing the desand system to one analogous to the statie
model.

The great advantage of this model is that it permits simple econometric
procedures, similar in all respects to those applied to the forser ‘myopic®
dynamic models, This wmodel undoubtedlvy shows verv interesting theoretical
features, even if the assusption of comstancy of inflation and interest rate
is still unrealistic,

1.9 A Survey of Empirical Results of the ELES,

The econometric application of the various models presented above has
yielded results vhich do not contradict the fundamental neoclassical
hypothesis of a simultaneous allocation of leisure and consumption. The
existence of a ‘“backward bending curve® of individual labour supply is
generally confiysed, even though the slope of such a curve is not very high,

For all the countries and for all the models presented the resulting values
of B; have been plausible, This coefficient falls within a range going from
0.06 to 0.2 with a tendency to approach 0.1% (See Table I,1}.

The growth of private consumption in several Western countries therefore
seems highly correlated to a sisultaneous demand for ever more leisure or non-
vorking-time. In some cases, furthermore, the enlargement of the demand svstea
to include labour supply seess to solve obvious incongruities of the usual
sisple models,

These allocative models show evidence of a positive non-:omoensated
elastiscity of leisure to the hourly wage. This seans that income effect
overcomes price effect in the demand function; that is to say the slope of
labour supply is negative, Time series analysis therefore confirms the results
of 3 huge quantity of microeconomic studies based on cross-section data.

From the empirical viewpoint the most important resuylt is undoubtedly the
rejection of separability between leisure and consusption resulting from from
Barnett's study (8). If this result vere further proved, wanv empirical
studies on labour aarket and consusption and manv related forecasting sethods
would bhave to be greatly revised. It is in fact sufficient to resesber that
all the usual projections of future consumption cateqories disregard leisure
substitution and complementary effects. The satter can be easily explained by
recalling that neoclassical allocative sodels of leisure-consumption have
been traditionallly proposed by the U.S. economiz school. Vet the evalution of
aggregate working hours in the U.5. has been so slow that the usual assumption
of constant preferences as reqards leisure in the short-rum has been widely
accepted, The enlarged demand system, however, could give really interesting
results it applied to European countriss where the downward trend of  working
hours has been very strong,
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Table [.! Empirical results of sose labour-consumpticn allscative sodels,

SYSTEN

COUNTRY

SAMPLE

B

AUTHOR . 9n e Nac
Abbott static A (1929-47) 0.121 2337 0.037 -0, 088
Ashenfeltier sls
Tirelil static [taly {1940-30) 0.21% 2240 0,042 <0, 149
sls Sernany (1940-80) 0.147 2282 0.081 -0.08%
Greece {1940-580) 0.088 2244 0.0%9 -0.029
Ashenfel tor sls with Usa (1930-49) 0.04!1 230
diseq.
Telpuls’ TELES Australia  (1944-74) 0.244 r1xt) -0, 063
Phlips dynasic USA {1929-37) 0.225 2809 0.14 -0.09
sls 0.04 -0,09
Pierasrts- dynamic Belgius {1933-71) 9,195 -2.06 -2.74
Phlips sls 8.0t -0,08
Tirelli dynasit
sls Gersany (1940-80) 0.128 2330
Phlips- din. Usa 11929-47) 0.108
Spinnewys intertenp.
Barastt Rotterdas USA (1890-1955) 0.258
fbbott- Rotterdas UsA (1929-47) 9.173 0.03 -0.143
Ashenfelter
Broasard Rotterdas Camada {1933-78) 0.194
& al,
Kiefer Rotterdaa UsA (1929-47} 0.181

127



In what follows . the LES have been examined separately {rom the Rotterdaa
models, Static LES, have the advantage of being sisole and flexible and of
usually giving results which are relativelv coherent with theerv. Thev can be
easily applied to forecast future -onsumotion, even for highlv disaggregated
data (See i.Liso-D.Tireili, (18%)}. However thev present obvious difficulties
in respect to the budget comstraint in the first oart of the sasple period
iparticularly for wodels without heteroschedasticity and autocorrelation
correctioni. Furthermore, even in the form of first differences thev are often
affected bv autocorrelation of residuals. Finally it is not clear which
meaning to attribute to fixed cosmitted auantities. As a matter of fact, their
values change when the sample period changes.

The dvnamic LES, both “avopic® and *rational®. unfortunately do not combine
forsal elegance with qualitv of empirical results. It is to be noticed first
of all, that the enlargement of the svstes te labour supply, for instance,
produces relevant changes in the paraseters of the Phlips svstem apolied to
4.5, data. Second, the dvnamic LES a1ms to axoiain too manv facts
simsltaneouslv. So even though, in the #merican case. the estimated
~cefficients of such a svstes do not contrast with the theorv, an attentive
evaluation 9f such parameters brings some orobleas to light. The dvnamic
patterns of consumoticm of some categories are probabiv unrealistic (too rapid
stock depletion or too strong habit effectsi. In the Belgian case the results
are avidently worse bDecause some qgoods 4o not even respect long-run
eqyilibrium conditions,

Furthermore the parameters estimated bv means of the intertesooral rational
model are once more noticeably modified and their values deocend upon the a
priori specification of the exogenous and constant expected rates of inflation
and interest, Thus. even though the empirical results do not contradict their
theoretical bases, the usefulness of such 3 model 3s 3 tool of econometric
forecasting is doubtful.  As regards Rotterdas models, the best espirical
results are undoubtedlv those obtained bv Barnett (4). He oresented the
estisates of a 5 items system with a verv high nusber of significant
parameters, aven when all the restrictions of homogeneitv, svemetrv and
negativity were imposed, Further, the typical oresence of autocorrelated
errors does not aopear. The constant terms are not significant (that is to
sav, the svstem explains 3ll the functional relationships by itself. without
the corrective adjustsent of the oresence of unexolained trendsi. Earnett
explains the very good perforasnce of his model, by citing the eniargesent of
the svstem tc include labour supply. His Rotterdam sodel furthermore ocermits
the reinforcesent of such a conclusion by rejecting the statistical tests
concerning separability of leisure and consumption 3s part of the utility
function of the representative worker-consuser. Leisure and consumotion of
durable qoods turn out to be cosolementarv as the new theorv of housenold
production and time allocation postulates .

The resaining Rotterdas sodels show more sodest results., Thev typically
have many parameters that are not significantlv different to zero, they also
have difficulties in opassing Leg-Likelihood tests about the admissibilitv of
increasingly strict restrictions and thev often need the presence of conmstant
terns. In their favour one couid recall , the alreadv sentioned theoretical
conclusions of Sonnenschein and Debreu on the irrelevance of the
restictions on the Slutsky matrix at a suitable level of aggregation, but
thev are nevertheless interesting for some innovations., Bronsard & alt. have
desonstrated the empirical equivalence of Walrasian and disemnlibrium
hvootheses concerning labour suoply. Kiefer (95) has made efficient use of the
superior flewibilitv of Bavesian sconosetric sethods to impose a oriorl
specification of the constraints,



1.10 Some extensions of the empirical results of the ELES,
a) Static ELES

A first step before experimenting with more cosplicate specifications has
been to apply customary models to new data, to create a basis for further
comparison.Table I.1 and Table 1.2 show the results which have been obtained
by applving Abbott-Ashenfelter’s approach to Greek, Gersan and Italian data.
Few comsents are needed. Food & Beverages and Clothing show high propensity
to consumption in the countries with lower per-capita income. 0n the contrary
Transport and Recreation have a higher propensity where per-capita incomse is
higher. The propensity to consume leisure however is not so clearly related to
per-capita income, Italy, which in 1960 was one of the Western Caumtries with
longer annual working hours, in 1980 was one of those countries with shorter
annual working hours, The wmodel therefore caotures and explains such a2
dramatically decreasing trend in terms of 3 very high propensity to enjov
leisure, Further details on this specific case will be added in Chapter I,

When one examines the non-compensated elasticities of labour suoply to
wages, it emerges that (at the sample mean) Italy shows 2 very strong slope of
the labour supply curve, But if one computes the elasticities in 1960, Greece,
has a higher negative elasticity, while Gersanv shows a quasi-vertical labour
supply curve,

In conclusion it can be stated that, the empirical results derived from 3
simple static LES even in the European framework are very close to foraer
results,

b) Phlips’ dynamic ELES,

fs far as we know, the enlarged dynamic LES has been applied twice by
Phlips (1641) and Phiips-Pieraerts (143). The first attemot was made using U.5
data ranging from 1939 to 1967; the second one was with Belgian data ranging
from 1953-1971. Unfortunatelv the very good performance of the first study has
not been repeated for the Belgian case. But if dynamic models of pure demand
svstems (both linear and auadratic) have been positively tested, the
enlargesent of the svstem to include the demand for leisure, in our opinionm,
implies significant cosplexities from the espirical viewpoint. This is quite
understandable considering the poor gualitv of labour supply and hourly wage
data. #nnual working hours show strong cycles that do not Jepend wpon labour
supply. The aggreqation hvpotheses which extend industrial working hours to
other sectors as services and agriculture are particularly weak. In countries
where deep structural changes have produced large demographic movesents from
one sector to another, the enlarged dvnamic demand svstem 3s a result shows
evident difficulties in managing individual labour supply.

These observations could explain our failure to apply Phlips’ dvnamic model
to countries like Italv and Greece. Of three attemots of estimating models
based on National fccount time series of Italy, Greece, and uermany, only the
last one has given partly acceptable empirical results. The two resaining
cases have shown perverse signs in the labour supply equation thus making even
a rough interpretation impossible.

From Table 1.3 which summarizes the results of the econosetric wmodel
proposed by Phlips when 3pplied to German data we note the wrong sign of Kié
for Food & Beverages; Tramsport and Miscellaneous Goods and Services. These
facts produce corresponding implausible high &'  (NOTE 90,
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(NOTE 9). To simplify the interpretation of equations (23) one should recall
that:

i) 44 is the rate at which habits change or stock depreciates. Allowing for
purchases msade in the current year to depreciate during the saee periods,
peraits one to compute the “true® depreciation coefficient that, as D.Weiserd
(194)
has demonstrated, is equal to:

29
0+2

170 9%

To respect the obvious condition {of long-run equilibrium) & (= 1, it is
necessary to have negative values for Xye. But Os must moreover be positive,
thus Kis has to be greater than Kis in absolute value. -

ii) @i can be both positive and negative. @i ) 0 means that the
consumer’s faste is quantity diminishing and ai ( 0, that the change of taste
is quantity augsenting.

In fact, given that: -

mL7.20 g =B+ B

the cosmitted quantities, when @, ) O, are subject to 3 habit forsation
sechanisa and when @, ( 0, they are subject to 3 stock adjustment mechanisa.
The difference (0, - a,) gives an estimate of the adjustsent coefficient of
the stated variable to the desired level.

iii) The short-run B, wust all be positive so that (K3 - K.a) sust be
positive. Therefore K.z asust be positive and greater than Ko in absolute
value, Furthesore K.z must be (1 in absolute value, From the estimated B,
it is then possible to cospute the BA, by seans of normalization:

. By
m.1.7.3) B, =

i 8;
Giz1)

—

-

The long-run -omsitted quantities g%, derive from:
0

444

n.1.7.4) 1 =
(61 - a‘)

The long-run marginal propensities B, derive from:



- emmmmocer =

Look?ga at Table 1.4 the B, are all positive and the normalized short-run
values BA, follow the sase logic as their static long-run counterpart, except
Clothing with BA, such higher tham B#, and Housing which shows a lower short-
run value, These effects are due to the abnorsally high and low adjustment
coefficient : 0y - a,),

One should further recall that which these adjustment coefficients assume
a wrong negative sign (that is to say Ki2 is greater than 1), the long-run
géi will be  greater than the observed purchased quantities with 3
consequent failure of the system with respect to the budget comstraint in all
the periads,

As regards labour supply, the short-run marginal propensity falls within
the usual range of estimated results. VYet the long-rum marginal propensity is
exceptionally low because af the very high adjustment coefficient.

In trying to estiaate Greek and Italian data, the impossibility to obtain
correct signs for K3 and K¢ in the labour supply equation for a reasonable
nuaber of iteractions of the models has made any global evaluation of the
system impossible

i e

{note 9 continued)

8.0

——

d - @,

(h.1-7.5) B‘t 2
n Biéi

i)
i=1) 0 - G

e p
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Table 1.2: A comparison asong eapirical results of a static ELES applied to three Surapean
countries

Marg. propensities to expenditure: Cosaitted quantities
5. {in § YSA)
[taas Italy Sersany Greece [taly Bersany Ereece
Faod, beverages 0.192 0,173 9.280 472 1113 273
tobacze
Clathing 0.073 0.973 2.143 13 333 M
Housing .33 0,138 0,118 154 412 24 o
Furniture 0.973 2,099 9,103 b 57 2
Health 0.032 0.031 0.03¢ 48 7 14 B
Trangports 0.132 8173 8.159 e 130 i -
Recreation o 0,048 0.070 n.028 94 192 28 -
Others 0.110 0,074 0.081 --_143 218 4
- nexinu; warking hours -

Lajeere 0.213 0.147 0,088 --;5;;------;;;;------;;;; -------
‘Labour supply)
Dats ranging froa {940 t2 1980,
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Table 1.3 f29ression ccefficients gé the Dynamic ELES

applied to Sermany’s datz

{1940-1980)

K: Kz Ks K. A7 batween actual

and fitted

{1)
Food, beverages, tobacto 74,0 0.7%1 282.2 17.2 .998

(102,7)  {C.040) (31,4} 129.2)
o
Clathing and fcotwear 03,2 9,520 {24, -15.7 N

7.4 (0.3 18,5} 1.
M
Housing 9.7 0,994 Sg.4 -1%.3 .§94

0.1)  (0,048) (5.7} (2.1}
4)
Furniture 190.9 2.83 7. -7.2 ELM

(40,5)  (0.05) (36.9) LN
(<
Transport ,comaunication 199.% ¢.518 BATA 105.! .994

.7 (0,919 32,2} {£3.2)
(&}
Niscellaneous 119.5 £.791 74,3 15,9 L5945

{21.1)  (0.040) (14,4) (13,5
(n
Recreation 6.4 0.9227 4.5 -5.18 .994
education, health (17.3) {0,047} {12.9) (9,9}
]
Labour Supply -1509.! 0,758 108,5 -2 899

{£0.8) 10,025) {9.3) S.1
IS ECEEE T2 IREIT SR SINRRAITSRIIL 2ss2S=222T ==sss3=ssssoumaz=s
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§ 5 o 6-x) 9 B Cla g* Py

Food, beverages .28 L7 193 0.3 seld et 21T 3786 LSS

Clothing aad .70 0,92 1.7 0.83 3127 13B.0 204 819 042

Housing 8,95 085 0.8 0.22 62,0 38.4 057 379 .38

Farniture 1.72 9,92 1,53 8.1% 1285 7.0 .u88 1122 238
Transport & L.y vie L. 0.44 68,4 1324 IS 4 S8
commmication

cesssmevcaveasscanas

Miscellaneons .89 L8 .88 0.7 4.2 34,9 082 RPN
Recreation L3887 L 08 FL TR B M 72 08

Labour supply 1,49 0,92 4.74  0.9% 13180 88,7 123 2TE0 Q.02

- - P N R e L L T T T P T T P L T T Y T Y

IR IS IIRTAIIIZZISI_ZRR=S=s =223 238es3z2s=2 eSS 2SR EE2ETISSISISEITTITRRIRZTEIZRAS
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APPENDIX I.1

We recall here the enunciations of three theorem which ensure the existence
of long-run desand functions in dynamic demand systems. Gorsan (47), Pallack
{149).

Gorsan’s theores: If an individual’'s desand functions are linesr in incose and
his preferences can be represented by an indirect utility function, (P,8),
where » is the total expenditure and P 3 vector of prices, then there exists a
function 6, G ) 0, and functions f(P) and ¢ (P}, homogeneous of degree one,
such that:

2 P
{I.8.1) GluP,m)l = -

1P 1P

vhere a is the total expenditure and P is a vector of prices []

Given that from such an indirect utility function one can derive the
following desand functions:

1‘ 1{ 1‘
(1.A.2) ha(P,d) = g =—— 2 pugu + fy - —— f +
1 1

]
1

{vhere g1, {1 are derivatives with respect to the i.th price), by introducing
the habit forsation sechanisa, these equations are transforsed into shart-run
demand functions

1 !
(LA.3) hie(Pe,be Xy} =By = —==m T ZpE 4y - f 4
1 1
lg 1:
e B 0y Kecem1d T o 2 Pa K Kucee1
1 1

In the long~run (or 'steady state®) xi{t) = xi(t-1), Pollack furthersore
has proved the following theoreas:

Pollack’s theores 1: Suppose that the short-run desand functions are locally
linear in income:
11 11 1‘

(1.A.&) hy(P,m) = gy = ~==== 2.paga + fg =~ ——— f + —n
1 1 1

and gi(t) is given by the limear habit function:
(I.8.5) Qae = B4 + 0tq Z4e
Then the long-run desand functions are given by

{(1.8.8) heP ) = [3i8) - 80 ) = puTaiP) ¢ 8,iPha
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vhere

. Eg + f;(P)
(LA.D e = —
(1 o4}
and
gs(P) / giP)
{1 - “g)
{I.4.8) By(P) =

Pu §uiP)/giP)

{1 - oey)

These equations form the basis for:
Pollack's theorea 2: The long-rum desand functions which correspond to the
Stone-Geary utility function:

(LA Uix) =Zby log (xs=9s) ; B > 0, (xs = gu) 2
‘zb‘ =1

can be rationalized by the utility function

(1.8.10) i =28, log (x- 1) 5 B )0, fxe -[31) 0
28, =1

vhere Ti and Bi are given by:
b4

£, - oy )
{(L.A.11 R Y
(1 - oxy) by

=

(1 - oyl
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CHAPTER II

AN ENPIRICAL ANALYSIS OF ITALIAN HOUSEHOLDS' EXPENDITURE ON LEISURE AND
CONSUMPTION






Introduction.

In this chapoter the espirical results derived from a neoclassical
allocative wsodel of consumotion and sale and female individual labour suoplv
are illustrated, This wodel refers to 3 reoresentative household. which
reflects the average behaviour of the national aggregates. Given the purely
empirical aims of this studv, several simplifications have been introduced to
link theoretical schemes to the very poor statistical data presently
available,

The representative household, like everv agent of the neoclassical theory,
takes its decisions in order to maximise its own utility function whose
arqueents are goods and services (which are consumed) and  male and female
leisyre, This utility function shows all the zlassical properties and is
subject to two time budget corstraints and one income budget constraint. Even
though real households are composed of several members, the representative
household 1is assumed to have onlv two representative members: a2 male and 3
feaale, There are only two kinds of homogenous leisure and leisure is
perfectly substitutable among the members of the samse sex. This assumotion
gven if it is clearlv unrealistic, (given that manv other factors olav a role
in determining labour suoply: age, race, =otc.), does not represent anvthing
new, It is just an extension of Prais-Houthakker's homogeneity opostulate
(15). This opostulate assumes that the household's demand functions are
homogeneous of deqree 4 with respect to income and familv size. This means, in
other words. that division and aagregation of different families does not
produce changes in collective preferences, Furthermore this is 3 wav of saving
that ecomomies of scale within 3 +familv’s consumotion activity are
disregarded, But if this is adeitted for consumption {as 1t usuallv isi, its
extension to leisure time is obvious. #s 3 wmatter of fact. as Barnett
underlines (&), economies of scale in leisure consumotion are sore isorobable
than those in anv other consumntion activitv. Each one essentiailv consumes
his own tise independently of that :onsumed bv other sembers of the familv (We
remind the wmore hostile reader that the aoproaches adooted here are not
concerned with the problem of the allocation of time, Leisure is sisplv mnon-
working time!)

Some further preliminarv observations on the specificity of the Italian
labour market are necessary, In fact it is weil known that the high arowth
rate of the Italian economav since World War II has involved large structural
changes in the lsbour force’s composition. The most imoressive fact has been
the high labour mobilitv which produced a dramatic shift from  agricultural
esploveent. toward industry and , with a certain delav toward services.

The economic and sociological literature on this subject, 1is  abundant.
All the studies generallv agree that the Italian emolovaent and labour force
have been substantiailv underestimated or onlv rougly measured. In Italv a
*grev® or *hidden® share of the economy has developed side bv side with the
official economic activitv,

The flow of income that Italian households received from this source
certainly oroduced its own effects on their econosic behaviour and ensured
at the same time a resarkable flexibilitv towards the oroductive svstem. But
even if we 2an intwtivelv recognize the existence of this ohenomenon, it 1is
not vet possible to arrive at a sure definition and a3 useful auantitative
evaluation of it.

First of 3ll. there is no reliable statistical information. Time series
vith regard to the labour sarket are dishomogenecus frow the sethodological
view-point (in particular those referring to werking hours; snd are  often
discontinuous. Second. the official series have ngt been «orrected to
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include the hidden economv comporent. The Italian Statistical 0ffice has
often had to cope with the refusal of economic agents +to give correct
inforsation, Saall firms and their workers had in fact some interest in not
enlarging the knowledge of their activitv,

fmong the several interesting studies on this subject that of B.Contini
(42) deserves to be quoted. Contini has tried to reconstruet in detail the
*true® aggregate labour supply to use it in some econometric exercises. He
has estimated that the hidden labour sarket was near 20X of the ootential
labour force. This  “irregular® component has oprobably  corrected the
rigiditv of industrial and labour relations in wedium-large firms. This was
therefare one of the determinants of the high rate of growth of the Italian
economy, Contini's work however did not pav attention to the evolution of
working hours,

Another studv, that of 6.Fua’ (6%) has had a great impact in Italv, Even
though it dJoes not ~ontain economwetric estimates, the essay is full of
interesting observations and interpretative suggestions about Ilabour  supply
dynamics in Italy. In it Fua’ drev attention to the oeculiaritv of the Italian
case, [uring the 1950's and 1960's the absorbtion into industrv and services
of workers released from agriculture was largely insufficient. This fact
appeared even more abnormal by taking into account that the male and female
participation rate was one of the lowest among Western coumtries,

Table 2.1, 2.2 point out great changesin the participation rate of male
and female workers which zrecosson to sanv countries. This  phenomencn
involves 2 series of cause-eoffects linked to feeale =moloveent, In fact the
qrowing demand for fesale jebs has been directed ‘towards specific
economic sectors., In the sajoritv of countries those eaploved in sectors
like agriculture, food, tisber and construction industries work sbove average
hours. (Conversely those esploved in textiles and clothing and most services
sectors have below average working hours. urowing female empiavaent has been
created by the expansion of these sectors and at the same time female
esployment contributed to decrease the length of annual working hours.

This fact together with the pesitive trend of female participation seems to
lsply 3 process of substitution among familv members of work burdens. Thus
while the agricultural sector shrinks sanv women lack sufficient education
and skill for industrial or service jobs and thev withdraw from the labour
torce. When Industrialization processes are well develooed and the services’
sector starts to increase, then the fesale participation rate increases as
well. Industrial relatioms can also plav a very important role. We see for
instance from table 2.2 that where there is part-time esolovaent (namely
elastic vorking hours reqimes; there is a greater temale oparticipation rate,

Fua’ also underlined the importance to the households of internal
mechanisas in allocating labour supply among their meabers. The Italian
households, which meved from agricultural towards urban zones oprobably
saximized collective utilitv functions, which had 3mong others lower
working hours, style of living, etc, as arguments. But the industrialization
processes also offered a consistent amount of irrequiar jobs. The official
esploveent and unemploveent wvhich thus resuited were orobably both
underestimated., It is aquite diffisult therefore to sav what was the final
result of all these biasing effects,

The study presented here focuses on the properties of joint allocation
sodels, Thus foilowing a oraomatic aporoach traditional neoclassical
allocative wmodels which do not take into account exogenous constraints on
the choices of consumer-workers have been chosen for testing.

ihe problem of the hidden Italian economv therefore simply does not
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Table 1§.1

LABOUR FORCE PARTICIPATION RATES(1) AND
FEMALE SHARE OF LABOUR FORCE

(Per cent)
1950 - 1977
Male Female Female |[Male  |Female |{Female
partici~|partici-|{share of|partici-{partici-{share of
pation |pation |labour |pation |{pation |labour
rate rate force rate rate force
Australia 99.7 29.6 22.4 89.6 51.7 35.8
Austria 97.4 51.1 38.5 82.4 48,1 38.5
Belgium 86.3 32.8 27.9 82.1 45.5 35.6
Canada 94.2 26.2 21.3 85.3 51.9 37.8
Denmark 100.4 49.6 33.6 91.0 67.3 42,2 |
Finland 97.9 59.9 40.6 78.3 64.7 45,8
France 93.0 49,5 35.9 84.4(2)| 50.1 37.6
Germany 98.0 44,3 35,1 83.5 48.4 37.6
Greece 94.1 41,4 32.1 82.7(2)f 31.2 27.7(3)
Iceland 100.0 40.9 28.5 93.9(2)}{ 45.1(2)| 31.6
Ireland 102.9 36.9 25.5 92.1(2)| 33.3 27.5(2)
Italy 99.0 32.0 25.4 1 82.9 37.1 31.9
Japan 97.5 57.6 38.4 89.3 53,1 40.0
Luxembourg o 92.5 37.6 29.2 | 85.5(2) 31.1(2)| 26.2
Netherlands 95.1 28.5 23.4 81.9(2)] 32.0(2)] 28.0
New Zealand 95.9 30.0 23.5 86.2 40.4 31.5
Norway 99.7 36.6 27.1 87.4 58.5 39.6
Portugal | 99.6 26.3 22.4 87.2 50.4 39.1
Spain 101.1 17.6 15.8 87.6(2)] 32.5(2)| 28.6
Sweden 98.6 35,1 26.3 | 88.1 70.0 43.7
Switzerland 100.3 39.1 29,7 | 92.2(2)| 51.7(2)| 34.1
Turkey 112.7 86.7 444 | 92.8(2)| 53.2(2)] 38.4
United Kingdom| 97.2 40.7 30.7 91.3 57.3 8.2
United States 92.5 37.2 28.9 85.2 55.7 40.3

1) Defined as labour force of all ages divided by population aged
15-64. :

2) 1975,
3) 1971,

Sources: OECD Labour Force Statistics, Demographic ™rends 1950-1990,
OECD, varis, .
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Table |12
PART-TIME EMPLOYMENT -

(Per cent)
Proportion |Proportion |Proportion
Definition [of male of female of part-time
of part- labour labour workers who
. time work force part-jforce part-{are female
time time
Australia 1978| less than )
35 hours 5.2 34.9 78.8
Austria 1976} 14-36 hrs. 1.6 18.4 87.0
Belgium(1) 1977 (2) 0.8 1.4 89.2
Canada 1978 less than
30 hours 6.0 22.6 71.6
Denmark(1) 1977 (2) 3.4 48,9 90.4
Finland 1978 1=-29 hrs. 2.9 12.0 79.1
' 1978 1-19 hrs, 1.2 4.9 78.8
France(1) 1977 (2) 1.8 13.1 82.0
Germany(1) 1977 (2) 0.7 25.0 78.5
Ireland(1) 1977 (2) 1.0 7.5 72.8
Italy(1) 1977 (2) 0.7 4.1 : 70.3
Japan 1978| less than
35 hours 17.2 65.2
Luxembourg(1) 1977 (2) - 12.1
Netherlands(1) 1977 (2) 1.4 19.1 82.2
New Zealand 1979| less than ¢
. 30 hours 5.0 26.1 76.8
Norway 1677{ less than
30 hours 43.6
Portugal 1977| 15-34 hrs, 2.5 16.5 80.68
Sweden 1978 1-34 hrs, 5.3 42.6 86.4
1978 1=19 hrs. 1:9 10.2 81.2
Switzerlend 1970| 6«32 hrs, 5.0 36.0 76.8
U.K. (1) 1977 (2) 2.3 42,5 92.1
U.5.A.(3) 1677| less than -
35 hours 9.3 26.9

1) Persons with main occupation only.

2) Individuals own statement that their contracts were for part-time
employment,

3) Employed on voluntary part-time (1 e. not on short time for eco-
nomic reasons).

Sources: EEC countries, EEC Labour Force Survey,
Other countries: "National Reports"
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concern the oresent models., It is probable therefore that the per-capita
consusption of the household’'s active members could be overestimated. Yalued
leisure is eaqually underestimated.

Whether or not this fact biases the results obtained could be a subject
of further research., It is however orobable that without some more detailed
information on the working time of workers of both sexes, few contributions
can be added. The already mentioned sodels of Ashenfelter (2), (3), Barnett
(7) and Bromsard (290 have shown that disequilibrium effects can De
espirically treated. (See Chapter | of the Second Part)

The probles of a more accurate ameasurement of working time and
participation rate has so far been partly dealt with in the present work,
mppendix 11 describes a3 simple scheme of allocation of leisure and
consusption of 3 representative household.

By referring to the observations developed in Chapter II two different
approaches have been compared: the static and dvnamic enlarged LES.

2.2 R static ELES of Italian households

The Abbott-Ashenfelter model needs, in our case, only slight modifications,
Let H be the maximum feasible working hours that sales and fesales could sell
on the labour market. H does not differ between the two sexes (there is no 2

priori reason to postulate that women are less resistant than sen to work!),
Leisure ior effective non-vorking timse) is given bv:

2.1) L =H-h
2 ]

and
(2.2) Lf = H- hf

Therefore the household’s utilitv function is given by:

@3 U= e XL L)

vhich has to be saximised under three constraints:

@24 h (H
[ ]
@9 b CH
b3 .
2.8 Gttt

s (w + u‘) H+l (Mousehold’s full incose)
[ ]
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where p, are prices, ww and w, are the hourlv wages respectively, m is
non-labour income. What distinguishes this forsulation from the traditional
one quoted in Chapter II is the assumption that working hours are different
for men and women., To give a gqualitative explanation for such a difference,
fppendix II.1 sketches a siaple schese of utilitarian behaviour of a
representative household.

By maximizing the utilitv function (2.2} under the three contraints (2.4,
{2.5,(2.487, one derives the usual linear expenditure systea:

2 f
.7.1) PiX: = gipi + Bi(y - :E:k P, “ ¥ Y )
for i=1 to n goods, . ¢
2.7.2) u.l. = B.(y - :E:k X ve, - V.4 )
for nale leisure

L] f
@7.20 wl = Bly- :E:kpkgk -y tva)

for female leisure.

Equations (2.7.2),(2.7.3) include committed quantities of leisure gia.
Ga¢. But given that the representative (sale and female) workers offer their
vorking hours voluntarily, the pre-allocated sinimus guantities of leisure
becose equal to rero.

abbott-fishenfelter chase to derive the maxisus constant working hours
under the restrictions ¢» )/ h in all periods espirically, In our case g» is
set equal to a predetermined quantity. Hence the two additional eguations
regarding labour suoply or leisure consumption have been written in terms of
expenditure for leisure,

Furthermore it 1is possible to eliminate this 3 oriori assusotion by
empirically testing  the values of the waximum length of the working week
which better fit the data by seans of 3 grid-search.

fpoendix 11.2 describes the source and the comstruction of the statistical
data which have been utiiized.

2.3 Econometric procedure to estimate an ELES and computation sethods.

From the econometric viewpoint an LES estimate usually presents some
problems. When the systes is estisated in the simpiest fora (2.5} the
residuals of its equations are highly autocorrelated. Theil (178) has thus
suggested 2 first correction which consists in writing the svstem in first
differences:

143



@8 Do, x )= by + U8)g by -

3

-8 tzi % PP * o

where D is the first difference overator and e is 3 stochastic error which has
the usual properties: E(ert,erT) = O when t =/=T7; and =Ll vhen t =T,

Furthermore, soven though the system is applied to per-capita consumption
this solution does not eliminate the tremnds of general economic growth and
inflation.In fact following J.Auellbauer (11%) the system must be written in
teras of expenditure, so that the left-hand side variable is expressed in
current prices. The residuals are then more widely spread in the last part of
the sample period than in the first one. Yet heteroschedasticity can be
partly eliminated through Theil's second transforsation:

2.9 200,y . B By, . (18, 9; Doy, i
Yy "% Yooy ~ W Wiy =Y

< 20p,, *

- @

EEL % T 1 "
kT Y -nt v

FurthermoreTheil has demonstrated that equations 2.9} are equivalent to the
following third order approximations.

3
210 v Dot 0, =B (R4 w0 )0
(-8)g 20,

M y
Yoo ~ Ve
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2 Dp
-8 z._.gk et
iz Y- “W:

vhere D is the operator: 1log e - 10g Xcee1» 3nd et edy are cowposite errors
vhich ensure a constant var-covar matrix and an sbsence of autocorrelation.

The estimate of such 3 model can be easily made by means of some Haximm
Likelihood sethods. Barten (11}, Parks (137), Berndt-5Savin (21) and othershave
shown that the oroblea of the singularity of the var-covar can be solved bv
sisply deleting one eguation from the systes (or by writing a Bi as a3 linear
function of the remaining anes).

¥e recall that the full systes of n equations necessarily has a singular
var-covar matrix so as to respect the budget constraint,zj e =0 at each
gbservation, The above mentioned literature shows that the estimate of the
systea is 1invariable as regards which parameter is deleted. Farmally the
problem consists in computing the maximum of the following equation:

@1y L) =T m:) s 7 W2 Trild

| 2] f‘"m) " e -2 =, LIRS

where e. are the arrors of n-1 equations and .Qis the var~covar matrix of
1 equations . Computations have been made by utilizing standard FIML
procedures which are offered by TSP and SHAZRK statistical packages.
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2.% Espirical results of a static ELES

The results which have been obtained by seans of the model described above
are shown in TablesII.3; II.4; I1.5. In Table II. one can note how the grid-
search on the maxisum weekly hours g, maximises the Likelihood Function for
the value of B hours. For the sake of clarity the standard errors of each
parameter have been omitted, they ensure however, on the basis of the Student-
t tests that all the estimated parameters are significantly different from @,
with the exceptions which will be mentioned.

First of all one notices that the wmarginal propensities to spend
supernuserary income are positive and their values are near to those of the
other studies mentioned in Chapter II. Second, all the g's are less than the
consumed quantities throughout the sample; furthermore the comaitted
quantities are all pesitive. This means that the aggregate items show ‘normal®
properties, A partial exception is gq (for durables) which turns out to be not
significantly different from zero. This 2an easily be explained. ioods like
television sets, cars, domestic appliances, ete. should demenstrate (in the
period which has been taken into account) the properties of *luxury" goods. As
3 matter of fast within the LES framework the own orice elasticities are 7 1
when 9. 0 and the i-th good is price-elastic. (MTE 1) The durables’ committed
quantity equal to zero might thus be 3 specific peculiarity of this aqgregate
and not a result of a poor econometric specification. It is well known that
the LES generally produces more precise estimates of the By's than the g4, In
fact normally collinear trends exist between expenditure for each branch and
supernuserary income, Thus the B, parameters can be evaluated with some
precision. The 4, on the other hand absord all price information. But if
variations in real income are greater than those in relative orices, then
income inforsation is dominant over price information contained in the data.
Theil’s correction however seess to eliminate a large part of these biases.

P — e e o e o e

(NOTE 1) Compensated and uncospensated elasticity forsulae vili be recalled.
i} Uncompensated price elasticities:

d. Ix)dx p) 2 -8+ (& -B) [igp)/ixp.)]
(n.1.1) (pJ/xli lxl 3% 2 514 S;J i ngJ i

ii) Compensated price elasticities:
4. b, -9 p.-gp M (xp)l
(n.1.2) (pj/xi)Sij '(b1 iEJ) [(xJpJ 9,0, x.p;

vhere 81 is the Kronecker delta equal to 1 if i=j and 0 if 13/3j.
iii) Uncoapensated labour supplv elasticities:

(n.1.2) {w/h) Bh/dw) = B.[(ghu - )/ {x.p.)3
1 11

iv) Compensated labour supplv elasticities.

(n.1.8) (w/xi) Sih z Bit(qhv - hu)/(xipi)l
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The calculated elasticities to prices and wages reported in table II.3;II.4
are also particularly interesting. The non-compensated elasticity to its own
price is nearly -1 for durables, as a consequence of the afore-sentioned
‘quasi-luxury® characteristic of such commodities. #ale labour-supply appears
to be slightly “backward bending®. By contrast female labour supply shows a
positive non-compensated elasticity., These conclusions are not in contrast
with other forser gualitative analyses of the Italian labour asarket, The
combined effects of different participation rates and the changing length of
working hours <can easily explain otherwise contradictory trends of fesale
labour supply in Italy.

The female labour force has followed the ical U shaped trend, of
developing countries while the sale labour” foree™: creasing until 1976, (See
figures (II.1), (I1.2), (II.3}}, Yet such a trend has been more than
compensated for by the decreasing trend in working hours so that leisure
enjoved by male members of the Italian households has grown sore than that of
fesale wmembers, siven that only the free-time of emploved workers enters
into the definition of leisure, the total amount of leisure of each
representative member of the household Jepends upon its number of active
cosponents

By examining expenditure for goods elasticities with respect to wages one
pay note that given the great weight of sale labour within the household's
budget, all goods are more eiastic to the male than the female wage, In
particular when wages increase the consusption of durables increases more than
that of other goods even though less than proportionally,
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Table 11.4: Own price cowoensated and non-:compensated elasticities

Iteas Non-compensated elasticities Coapensated elasticities

Jurables -0.943 3.7

Non durables -0.532 -0.183

Food & Beveruges -0.319 -0.14%

Kale labour supply -0.023 0.1%

Female labour supply 0.196 0.27%
Table I1.5: dage non-ompensated and compensated elasticities
ANAAAAAANAAAAAAAAAAAAAANAAAAAAAANAAAAARAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAAANAAAAAAAAAAAAANAAANAAA

[tess

Non-comoensated elasticities

lompensated elasticities

AAAAAAAAAANAAAAANMAAAANMAAAAAAAAAAAAAAAAAAAAAAAAAAAAAANAAAAASAAAAAAAAANNANAAAANAAAAAAAANANAA

Durables

e 0.881 0.0%0
wf 0.313 0.0¢7
Non durables

va 0.348 0.0%3
vt g.12¢ 8.0y
Food § Beverages

7] g.2%3 0.041
wf 0.091 g.021
zms==c == ===
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2.5 A dynamic ELES of Italian households.

The results cbtained by means of 3 static ELES applied to Italian household
expenditures have suggested trying a more flexible specification of the
representative household utility function,

Pollack’'s (144), (148}, , suggestion to sake the committed gquantities a
function of past consumption combines simplicity with a deeper economic
interpretation of the ELES, Pollack’s hypothesis on habit formation allows us
to forsake the former assumption of an equal and constant maximum length of
feasible working hours as equal and constant for both sexes. Changes in labour
division between the sexes and the increasing participation of women in the
labour market are undoubtedly the most striking shencmena of the ontesporary
Western oconosies. Hence an analvsis of the relative demand for leisure should
also take into account the self-reinforcing trends in male and female working
activity,

Pollack’s approach allows us to verify how changing coemitted quantities
sodify the former results. Four different specifications have been tried. Two
of them regard the introduction of pure tesporal trends (See eguation (2.17)
of Chapter I1). These solutions, as Pollack-Males (144) firstly pointed out,
are not completely satisfactory. As a matter of fact (i) they do not
elaborate upon the economic wmeaning of the ELES, (ii) They are very
restrictive specifications of the habit forsation mechanisa and thev often do
not respect the budget constraint on sanv points. (iii) & gquadratic trend is
also practically useless for forecasting aiams purposes.

The best and simplest choice is therefore to present cosmitted guantities
based on a propartional habit forsation wsechanisa (See equations
(2.18.1);(2.18.2) of cChapter II. The linear function (2.18.2) has been
discarded because the committed quantities resulted as greater than the actual
aantities for 3il goods gver the entire sample.

Function (18.1) on the contrary fits the data quite well, The budget
constraint is respected over the entire period and the regularitv conditions
are ensured as is the long-run stability. As regards the variable. Z,,given
two available choices: a) 2 two periods moving average of past observations,
b) 3 one period lagged observation - the second one appeared to give the best
statistical results.  Table II.€ reports the results obtained by a3oolving
the econometric orocedure that is described in wppendix II.2. Une can cbserve
that while Durables and Nomdurables show substantially the s3me sarginal
propensities to spend supernuserary income, Food & alt. and Male and Fesale
leisure show values that contrast with the static case.Within 2 dvnamic
context labour supply aopears strongly linked to habit effects. The
explanations can be found by noting that supernuserary leisure, has in this
casepbeen largely rescaled down with respect to the static specification,

From Figqure II1.8; it is interesting to note the big jump in supernuserary
sale leisure (and 3lso in female leisure) that follows the contractual season
of 1949-70. Since 1969 the wodel shows exceptionally high short-run non
compensated wage elasticities 3s regards male and female leisure. Yet such
elasticities return to their usual levels after such adjustments (See Table
11.2.1, 11.7.2), The mean of the short-run non-compensated elasticities on the
saaple period thus turns out to be -0.376 and -0.293 respectively for male and
female leisure,

Another result which deserves attention is that of the cross-price
elasticities between sale and female labour supply. The representative Italian
household tends to substitute increasing quantities of sale labour supply with
fesale labour when fesale wages increase, The elasticity of female leisure
with respect to the sale wage is on the contrarv, rather jow. W dynamic
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specification thus substantiallv reverses the conclusions of the static
specification, at least as far as lsbour supply is concerned. Heanwhile 2
static ELES describes women’s behaviour through a positively sloped labour
supply curve. R simple habit formation wsechanisa leads back to the
neoclassical hypothesis of a strongly backward bending  supply curve of
fesmale labour supply,

The vyear following the contractual season in the Italian labour market,
which has been called "autunno caldo® (1971-74) marks a sharp discontinuity
in working time regimes. But also since those years the female participation
rate shows an upturn. (See Figure (11.2)). Unions' bargaining power has also
constrained the differential between female and male wages within narrows
bands, and obtained at the same time a relative increase in the fesale wage.
The wmodel which has been estimated obviously canmot capture  the
relationships between decreasing working hours and participation rate. But,
considering households as economic agents in the labour market, it is
passible to translate these very complex social and economic dynamics into
teras of substitution of female leisure, In this model the participation
rate wmodifies the quantity of enjoyed leisure because only esployed workers
have wvaluable free time. It is however probable that this effect would be
weaker if one also took into account the implicit price of free time for the
unesployed and for pepple outside the labour market (See W.Barnett (8)i. The
difficulty of correctly measuring such shadow quantities for both sexes is
however discouraging {particularly wvithin dynamic specification) But wmany
other factaors of great importance have also been disregarded. There are a lot
of implicit benefits and costs linked to the working activity. Fringe benefits
and other facilities together with psychological elements related to social
status increase the shadow wage; fixed costs (tramsport, clothing, eating,
ete.} and "dead time" costs instead decrease such wage. MNon-worker evaluation
of leisure thus comes out to be oniy one among very many other
determinants of fasiliar allocative choices.

Moving on to examine the parameters of the remaining goods ome can note
that Durables are more price-elastic than the other itess even though their
elasticity is lower than that implied in the static framework.

Puzzling results derive instead from non-compensated wage-elasticities.
(See Tables II.Z7.1,11.7.2)8efore 1969-70 they are very high, but  Durables
appear less semsitive than the other comsodities to wage changes. From a
sathesatical viewpoint the reason is clear: during the sixties a large
supernuserary consumption of goods and services corresponds to a small wage
increase. After those vears the weight of leisure in full-income grew and
expenditure on gqoods and services decreased.
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Table I1.6é :Estimated paraseters of the dynamic ELES of Italian households
{19464-80)

Itens Beta Beta® Camma 0.0 R

Durables 0.247 0.130 0.449 2.08 .90
{8.47) (2.42)

MNon—-durables 0.382 0.489 0.786 2.80 .89
(7.21) (7.41)

Food, beverages 8.273 0.249 0.482 1.45 B9

tobacco (7.91) 5.1 .

Kale leisure 0.081 0.086 0.732 2.00 29
2.13) (6.61)

Female leisure 0.037  0.043 0.7%3 2.%2 16
(2.80) (7.91)

R is the correlation coefficient of fitted and actual oer-cent rates of growth
of consumption at constant prices

# Long-run marginal propensities to spend
St e S -
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2.6 ¥ore on dynamic ELES of Italian households

Even though the dynamic ELES illustrated above gives good results, fros
the theoretical viewpoint its usefulness as an operative tool of forecasting
is doubtful. In fact the sodel is not capabie of pinpointing the turning
points and the vearly rate of growth of male and fesale labour supply, This
is due above all to the big jump at the beginning of the 1970's, which
cannot Dbe incorporated within structural dvnamics based on  past
observations. This has resuited an attempt at some further adaptation of the
sodel to make it as flexible as possible.

R.Stone firstly, suggested the introduction of adaptive comsitted
quantities and varying propensities to consume. The B, represent in fact
in one sense, the "intensity" of the consumer preference for each kind of
expenditure. A.Deaton (45) underlines the importance of giving flexibility
to the marginal propensities to spend Bi. The easiest solution is to write
B. 3s a linear temporal trend (as Deaton does) In our case this approach 4id
not help to solve the afore-sentioned problem. Bi have instead been [inked to
the information arising from the knowledge of past shares of expenditure, The
sarginal propensities to spend have then been presented in the form of a two
period moving average of past budget shares, The desand functions which have
been derived as usual take the following mathematical fora:

12 1 24 ) 1 2
3.8 pixi ] pi (gi+ qizi) + (8i + Bi'i)[' kpk(gk + gkzk)]

fori=1 ton
-0 | M)
vhere : =
2
¢ Yie-n T Vi PX
and w = ; v =
i 2 i y

where ui ) are the budget shares at period t

The estimated paraseters which have been obtained by means of the usual
econometric procedure described in 2.2, are shown in Tables II.é, II.7. First
of all one can note that the Betas are very stable for Durables, Nom
durables and Fesale leisure. Food and Male leisure have, on the contrary
quite unstable sarginal propensities and they compensate each other. In short
it seems that the Italian representative household, while saintaining fixed
preferences for the first three itess, allocates its full income reducing and
expanding food expenditure in contrast to male leisure. The habit effects
eabodied in all the committed quantities are still statistically significant



Table 1I.7 :Estimated parameters of the dymamic ELES of Italian households
{1964-80) (Varying sarginal propensities to spend and cosmitted quantities
vith proportional habit forsation)

g.2 =-1-9[x +x 1
i1 2 71 i i)

Itess Camma D.W. R

Durables 0.304 1.83 .89
2.09)

Non~durables 0.7% 2.46 .B9
(8.44)

Food, beverages 6.591 1.28 87

tobacco {4.49)

Nale leisure 0.360 2.30 37
(2.90)

Fesale leisure 0.462 2.3 A4
(5.07)

R is the correlation coefficient of fitted and actual per-cent rates of growth
of consumption at constant prices,
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Table I1.8 Marginal propensities to spend. (1966-80)

1 .2+
8. =B +8 v )
i i i

Years Ourables Non-durables Foods, etc.  Male leisure

1966 230 309 317 .087
1967 230 308 .255 .150
1968 230 307 204 202
1949 230 309 260 158
1970 230 309 2275 129
1971 230 311 195 .208
1972 .230 315 164 235
1973 230 312 219 .189
197¢ 230 317 268 128
1975 230 311 268 134
1976 .230 312 .280 121
1977 230 313 288 JA12
1978 230 313 281 120
1979 230 312 294 106
1990 230 312 286 145

Female leisure

056
057
057
036
057
0%
3%
.05
8%
036
0%
056
05
058
056

183



but have been noticeably lowered. With all the caution that such higly
stylized wodels deserve, one should interpret, such results froa 3an
sconomic viewpoint, by noting that the representative Italian household
appears to have strong habits as regards its expenditure in Services, Sesi-
dursbles and  Non—durables (broadly speaking called Nom-durables:. This
behaviour is reasonable because many items of this branch are not very
sensitive to changes in relative prices {for instance, health, education,
transport, housing, fuel, etc.). Food and beverages show a sedium intensity of
habit effects because a share of them are not primary necessities. [Durables
which traditionally are the branch with more luxury features have the lowest
habit effect. This wmeans that their supernumerary quantities are
proportionally larger than those of the remaining goods. The elasticity to
their own price is thus the highest. When sarginal propensities vary fesale
and male leisure appear, less linked to habits.

Concerning the wsarginal propensities to spend, one can  interpret the
results by pointing out that the great stability of Durables is probably due
to the great imsportance attributed to such commodities in the standard of
living todsy. Their growth is strictly related to income growth and  their
purchasing can only be influenced by the relative price which can delay
their demand for substitution, In the same way Fesale leisure is linked to
full household income, Male leisure and Food on the contrary do not show
this rigid connection with full income, even though during the last few years
such propensities sees to have returned to less irregular patterns

2.7 Conclusions

From the econosetric exercises which have been carried out one arrives at
the conclusion that, even at the price of high abstraction the choices
concerned with consumption and labour supply of the representative household
can be treated within the neoclassical framework of utilitarian maximising
behaviour,

Once wsore one wmust conclude that there are no unique answers to the
issue. fpart from the vagueness of the quantitative identification of the
phenomena which have been studied, there is another important problem related
to the arbitrary choice of the structural sodel. The static ELES even if
simple and coherent in its results is unsatisfactory. On the other hand the
dynamic version of such 3 model altogough it introduces slightly more realise
into forsal  aodel-building is open to criticisas of "ad hoc*
specification. RAs has been shown, in fact, there are wany possible
alternatives which greatly change the mmerical results. But above all the
dynamic wmodels are still based on endogenpus habits or stock formation
sechanises, One aust draw attention instead to the weight that exogenous
factors can play in detersining consumer-workers’ preferences, RAdvertising,
social relations, generational waves, etc, are determinants that can explain
sidden or apparently irreqular trends. The neoclassical approach s
potentially open to such amendsents and refinements., But befare such
measures are taken, it 1s isportant to find new means to correctly seasure
*leisure® in all its aspects and within the context of the household. At the
present state of develooment of the discipline, however, it is only possible
by means of a general approach to search through for further confirmations
of the connection between consumotion and working 3ctivity leaving aside
any other norsative suggestions for l3bour and economic pelicies,
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APPENDIX II.1 A simple scheme of an intra-family allocative model of leisure
and consumption

This section presents a simple scheme of an intra-family utilitarian
allocation of working burdens between male and female memders of the same
faily. As is well known female behaviour toward working activity is strongly
influenced by the alternative between paid working activity and home
production. It should be esphasized that aany elesents are involved in female
choices besides wage-rate dynamics (See (.Chiswick (37} C.Clark (38,
W.L.Grana (88), R.Gronau (72)). But the simplest way to treat such a question
could feilow these lines,

Let us take a family of two components: 3 male and a female. Let us suppose
that anly the woman is interested in home production. Her production function
has the agreeable property of Jecreasing returns (which seeas even more
obvious than that of increasing returns). When the vosan’s hose production and
parket activity and the san’s sarket activity are combined, the household's
budget constraint takes the fors of surface 0 in figure Al.

Given constant hourly vages ws, wa, home production stops when the marginal
home product is equal to the hourly wage {(or reservatien wage). (This happens
when point F is reached).

The household's preferences are expressed through indifference surfaces,
Given opposite convexities for the budget and indifference surfaces, 2 unigque
equilibrium point P exists where the family mavimises its own utility. This
point (which usually falls on the interior of the budget surface) could also
describe four extrese {(or corner) situations

i} At point O incose is given by the sum of the maxisum monev income, The man
and woman do not enjoy leisure at all., The woman divides all her time between
paid work and hose production.

ii) At point B neither the man nor the woman work. They live on pure non-
labour income and home production does not take place (they buy substitutes
for home products on the market).

ii1) At point R only the woman works and she does not have any leisure at all.

iv) At point € only the san works as much as possible and the wife does not
vork at all, neither outside nor inside”Wome,

Another possible situation is that described by point P’ on the cuyrved share

of the surface 0. The aan works and enjoys some leisure. The woman spends her
tise in home production and leisure,
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fppendix I1.2 Data and statistical sources

The econometric estimation of an expenditure systes applied to Natienal
Accounts time series, requiresthe rejection of 2 directly and simoultaneously
measured price of labour and individual labour supply (working hours)., The
usual and unavoidable solution is to take as 2 proxy of labour supply, the
working hours of the industrial sector and (for the price of labour) the
hourly wage of the same sector.

This study concerns male and fesale labour supply so that at least a rough
distinction of data for sexval groups is necessary (and possible}, As a satter
of fact the use of EUROSTAT data on working hours and wages can partly solve
this exigency,

By exploiting and cosbining the inforsation about weekly working hours in
three sectors f{agriculture, industry and services) classified for asen and
wosen it is therefore possible to calculate a weighted average of the global
weekly working hours, of the entire national economy. Then:

Eogf Eunf Ceef
Nef = hog # ===+ hyn & + Koo # —
ch Etf Etf

and

Eagf Eanf Euaf
= 4+ Nyp # =mmmem ¢ Ry ¥ ===

Eef Eef Eef

hew = h.' *

where ag means agriculture; in seans industry and se, services. he is the
national economy’'s equivalent of weekly hours. E is full time espiovment (The
oresence of part-tise and underesployed workers is taken in-to account in the
comoutation of the average working hours of each sector).

aiven the absence of homogeneous historical data on the number of yearly
working weeks, it is necessary to choose an indirect measure of thes. Let us
assume that the hourly wage of the industrial sector wy. is a reliable proxy
of the general composite hourly wage (that is to say that changes in the
intersectorial productivity ratios have been negligible in the period taken
into 3ccount, or that wage differentials have resained conmstant). It is then
possible to present a simplified formula for the total amount of wages.

Let e be the after-tax-vage-fund of the economy

Vel = hel # woni ® Eed

for each sexual group i=a,f.
Hence under these assumptions, the number of warking weeks 1s given
respectively by

Ve
Neuf =
h!f #* H‘.f * E"
and
Va
Nowll =

hel # Wil # Eed
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However We and Wem are not known and 3 further simplification is therefore
necessary. By demanding that N..f = N..a and adding up bath sides of (.) it
follows that:

Hef + Uen

No. =
{(hed # winm) Een + (hef * Wynf) Eof

To suppose that men and women work the same number of working weeks is
certainly not satisfactory. It has been demonstrated in fact that labour
supply elasticity to wages is different when measured in hours and in weeks
{See G.Hanoch (77)).

¥osen usually enjoy special vacations for motherhood etc. But there are at
present no solutions to allow us to introduce such refinements. Gne will
suppose that the effective working time satisfies the equivalence between
yearly working hours and vearly working weeks. Figure fl.5 shows the trend of
the working weeks calculated in this way, for Italy.

The result is reasonable., The presence of widespread female under-
enployment during the 60's, produced 3 low mmber of working-weeks which seess
to have stabilized at the end of the 70's.

The second problem is that of the maximum feasible working hours, Barnett
(7} hypothezised for the American workers a maximum of ? hours for & days 3
week. This figure is certainly excessive for the Italian labour market and
there are no a priori reasons to choose 40 or 48 hours.& grid-search to verify
which figure better satisfies the statistical tests appears more aporopriate,

The 3mount of male and female leisure thus results as:

Gt - ha = La
gnf - bf = Lf

All the per-capita variables are computad with respect to the number of
households.
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CHAPTER 111
A CONPARATIVE STUDY OF THE ALLOCATIVE

CHOICES OF CONSUMPTION , SAVING AND LEISURE
IN SIX EUROPEAN COUNTRIES
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3.1: Introduction

This chaoter has essentiallv 2mpirical aiws. Economic literature has
recentlv been enriched bv several comtributions concerning the theorv of
demand, but applied works which speciallvy focus on Mational Accounts data are
relatively scarce, Yet, demand svstem estimates are verv semsitive to
different econometric specifications and to the choice of different
statistical samoles.

Economic theorvy itself does not have the last word on the correctness of
sych models and empirical results cannot definitelv discriminate among thes.
Everv eoconometric specification shows in fact weak coints that undermine
thegretizal elegance and coherency, Thus the Rotterdam svstem (esoeciallv when
it is a3pplied to smore then 5-6 itemss seldom respects all the necessarv
conditions which ensure the coherence of the consumer’s preferences
(homogeneity, svametrv 3nd neqativitv oroperties), The attemot ‘to wmake
nimbers  talk for themselves" avoiding, at the same tiwme, abstract
assusptions in sodelling consumers’ oreferences is only partly successful. We
sust recall however once again. the theoretical conclusions of Sonnenschein
on the irrelevance of such conditions at the agaregate level.The LES in fhe
static version seldom respects the budget constraint over the entire sample;
often its results are sffected bv the presence of autocorrelation and
heteroschedasticy. The Dynamic LES often shows incomngruent results in habit
and stock effects and unrealistic values for some of its parameters, Other
aporpaches are affected bv similar orobiems. Therefore the choice of a
particylar specification is onlv justified bv the 3ims of the aoplied
research,

In this studv an advanced version of the LES has been chosen for several
reasons. The first is that estimates of the LES are simple, so that thev can
largelv be applied to comparative studies., The second is that its emoirical
results are generally good. The third is that the sore elaborate version can
esbody interesting effects. dvnamic preferences, comolesentaritv smong 4004s,
ete,

As will be shown in what follows a Twice Enlarged Linear Expenditure
Svstes (TELES) is a3 good means of deriving some 2mpirical information on the
average consumers’ preferences from aggregate national data.

3.2. Theoretical foundations of the TELES.

The TELES 1mplies that, by assuming strong separability of saving and
consumption, it is opossible to solve the intertemporal oroblem of utilitv
eaximization bv means of the wsual ailocative models of aogregate consusption
among different cateqories of goods. Saving in fact reoresents {uture
consusotion of goods and services,

#n intertesporal utilitv functicn however implies several restrictions:
i) Expectations are supposed to be held vith certainty, even thoush perfect
foresight is not necessary, ii) Capital markets are perfect, likewise second-
hand markets of durable goods. In other words the consumer-worker can replan
his exoenditure programs at discrete intervals

C.Lluch (101) has formalized the probiem 3s follows.

Probles: choose the vector of desanded quantities of goods aq{t) on the
teaporal set 0(= t (= o0 to saxisize:
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00
3.1.1) ./ﬂ e dtu(x ) dt
0 t)

given the budget constraint:

1.2) v zp N _+a,  -p
3.1.2 ‘o @ Y N TPX
where xit) is the (n # [) vector of the demanded quantities; p is the (n#l)
vector of exogeneous prices; Wee, is non human wealth; ace» is the exogenous
{scalar) flow of labour income; @ is the rate of growth of the non-twman
wealth; 0 is the subjective discount rate of the reoresentative consumer,

Lluch has pointed out that at t = 0 the solution of the problem corresponds
to that of the usual static expenditure svstem. The necessary conditions for
the optimal plan to maximise the intertesporal utilitv function are:

@.2.0 v eae Ty oy
@.2.2 VLD = pLeo

vhere u. is the vector of sarginal utilities of each gqood and 4 is the
implicit valuation of saving, L(I), L(x) are the present values of the
relative variables.

In each period following the first one the consumer replans his
intertesporal allocation and his choices are expressed through the basic
systes of differential equations:

(-t -1

3.3 x(t) = Alé-g) @ H(t)

-1
where H oy is Hessian of the ytilitv function.

Bv isposing 2 specifié form of the utility function, i.e. that of Stone-
seary,

3.4 u(x(t)) 3 8" log (x(t} - g

The svstea (3.3) takes the fors:
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(3.5 X 4" 0 - g (x(t)- g

which after integration gives the conditions.

— 1
(3.8 B = oce

] ]
Q.n vap'qa(l--=)pg+t—2
' e 0

where 2 =pow + 0+ L(i)‘apd takes the seanings of persanent income and A is
the implicit evaluation of leisure.

The TELES, looking at (3.7F, thus appears similar to the static LES, the
only difference being that the ratin 6 / @ assumes the seaning of propemsity
to consume income. Permanent income 2z includes the expectational tera LW
which concerns future labour income,

The final solutions of eguation (3.3} are:

3.8) a= !
é \
ry (z-p'g
and s
3.9 p‘xsbq‘--g-B(z-p'g)

H.Howe has oointed out that eaustion (3.9) can easily be interpreted to
eabodv saving 3s an added gqood. In fact:

é
3.10 s=2y= (]~ -;-)(z ~-p'g

L4

But (3.10) has a fors which is fullv compatible with the LES if ai one takes

the paraseter 8 = (1 ~ -é-)
s Q
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as a propensity to save and b) one assumes the preallocated guantity of saving
equal to zero and ¢ the discount rate less tham the rate of growth of wealth
so that B, (1 .

Howe has further oproposed to forsake permanent income in empirical studies
in favour of current income m =0 W+ m_ yithout loss of gemerality.The TELES
is therefore subject to empirical estimstes of its parameters without further
complexities.

A.Tulpule’ (182) has enlarged the system to include the consusotion of
leisure or its complement the individual labour supply, by sisoly re-
interpreting the budget constraint in tersms of full income.

3.3: & two-stage allocative model of consumption, saving and leisure.

The model oresented in what follows is simnle, but its forsal oresentation
could be cumbersome, It will therefore be illustrated separately for each steo
of its formal construction,

Several authors have demonstrated that the strenq restrictions of the
LES models can be partly avoided by simoly wmodifving some basic assusptions.
An S-branch  utility tree in fact subsuses the linear expenditure
specification 3s a3 special case, but at the samse time opermits the
introduction of complesentarity among goods and services without excessive
costs in terms of complexitv. OStrotz (171) and Gorman (63) have shown that
it is possible to suppose that the maximization of such a utility tree can be
accomplished by solving 2 two stage decision problem: 1) first, the
representative consumer allocates his expenditures among large groups of
homogeneous goods (branches); ii} second, he allocates the branch exoenditure
among subgroups tor items) of goods and services,

il.BrownD,Heien (30) have given 3 guod illustration of the theoretical
premises of such a gemeralized LES and the interested reader can find 2
detailed digression in their paper. The utility function is based on Sato's
generalization of the (ES production function, which assuses 3 partition of
the n qgoods into 5 subsets of n, commodities (1(= s(= 5. This function
impiies weak separabilitv., In other words the marginal rate of substitution
for commodities of different branches does not deoend upon quantities of
anv good outside their two group. Therefore the traditional Stone-gearv LES
vhich ispiies separabilitv and additivity is a nested specification of the S-
branch svstes.

The wmodel presented here, embodies furtharsore the 3afore—sentioned
theoretical contributions that explain saving and leisure as further different
branches of consusption. These ‘two branches cospete with branches of
*true®*consusption at the higher stage of the allocative process.

Forsally the afore-sentioned multistage maximizing orocess can be described
as follows:

Stage I

3.11) U =TT, (x, - 9.)8'
1 1 1
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2 Bi log (xi - gi)

(Le})

for k=1 to n groups.

The LES at the first stage has the following fora:

By )
(3.12 28 +— (y - . q.) ( Ew
xl gl Ds Y (-z: %) pl gl ‘v :
Stage II

In the second stage the representative consumer weaximizes 3 partial
utility function, whose arquments are the shares of goods which exceed the
preallocated quantities.

(3.13) Voo = T (2 - b
kP
for k =1 to »

¥here P. represents a composite index of the price of the group:

3.1¢) P = "i —

and m represents the supernumerarv income far each group: (NOTE 1)

. y - )
(3.1%) n Ty 2! st
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In the second stage the budget :onstraint becomes:

(3.16) % Y * Y

Total utility is therefore given bv substituting (3.11) in 3.13) :

B ba
@D Yoo =TT AT (=g) =),

The expenditure fumctions can be written:

(3.18) P = Pkc

-
K™ By -ZEPe -2 D pg)

e JI

k

and the expenditure functions for each ites become:

: 2P -
3.19 pX. =94, + Bitl’kck + bk(y Pscs EZ»JQJ)]

3.4 Introducing habit and stock effects

By recalling the observations of Chapter II on dvnamic expenditure
sodels several solutions to introduce habit and stock effects are availabie.
The basic idea from which thev have been derived is due to sorsan {67). dn

(MTE 1) in our twice enlarged version:

n
Go1D Baxy = pegs + By(m =" XDy + gy + ge)
{i=1)
n
SazBln- 2 P1gy + wan)
{i=})
n
-wh = ~ugn + Bx(l - 2 D1y ¢ H’J»)
{i=1}

The extension of the ELES to leisure consusotion follows the approach of
Abbott-fishenfelter (1) and Tulpule' (172).In this wav, it is pessible to avoid
an a priori definition of the saximum feasible working hours gwm.

—
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individual consumer has a wtilitv function:
1.21) Umy(x, @)

that depends upon 2 commodity bundle x=(x¢J: M i \{ nix £ X) and on 3 taste
parameter &=( 2 3, \(j\{ o (a E ).

The function u is : 1) differentiable in (x,a); (2} strictly increasing and
strictly quasi-concave in x on X #8 . In any given state of taste aEf,
then x£ X is chosen at prices p and income y. So that )

du
(3.22) - {x, &) = APy =P1Xs =y

5x‘

In the long-run tastes depend on past consumotion and .&,=8&;(x)

If these functions are differentiable in X and map X into & or 3 subset of it
then the former equation defines the ilong-run sguilibria . Pellack-¥ales have
suggested some sisple and easily interpretable solutions from the economic
point of view, Two of their specifications have been tested . The first one
is that relating to the introduction of 3 linear trend within the committed
quantities, The second one is that of committed quantities seen 3s a3 linear
function of oast levels of consusption,

Under these assumptions the parameter gy can be written as follows:

1 2 1 2
. + ; 2 +
3.23) gi =qi giz ; ¢ ck ckz

1 2 1 2
(3.2¢) p.x, pi(g.1 + qiz) + lit Pk(ck te ) ¢

‘ 12 i 2
+ - + -z { qz)
bk(y , Ps (cs csz) pj qj gjz ]

LERE S 3

where z is the variable representing habit or stock effects. The statie LES
is therefore 3 "nested® model of the last one when one assumes that z is equal
to zero aver the entire period investigated.

After having rewritten the entire system in terms of the twice enlarged
utility fumction, an econosetric procedure can be applied to estimate {under
particular statistical hvpotheses) the parameters of the svystem. Yet to make
possible such estimates a further digression is necessary, Given the
definitions:
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329 ¢= p.X, {private consumption at current prices)
[$E 2 %)
y=(C+5a (disposable income)
Kzy-wh {non~labour income)

Y*C*Sai'u(g:‘ +g§z-h) (full incoee)

(1} one can derive the expressions of nan-labour incose which have te be
allocated among the different cossodities:

(3.26) C+Sa-uh=\’-v(g; +g§z)-n

(2)Bv grouping goods and services into two branches according to the foliowing
schese;

Ist Stage

Ist sroun:
3} Foods, beverages and tobacco
b Clothing
¢} Housing
d) Health

IInd Group:
8} Furniture
f} Transport
g7 Recreation
hi Others

The orobles analvzed in this studv has been reduced to the following:
3.27.1

Wax. (3.6.1) subject to y' = # B X,
(3=1) 11
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1 2 1 1 2
. - +
or: pixi ] pi(gi + giz) + Bi[y é p. (g. g.z)J

(mel)}

-

fori=11t04
8

Hax, (3.4.1) subject to y1 > opx

(45 11

l 2 { j%a 1 2

(3,27, = + + 5. - + D]

or:(3.27.3) pixi pi(gi giz) Blty > p.(g. g.z
fori=5to8
IInd Stage

1 2
Hax, (3.4.2) subject to Y=H +w (qh + ghz)

or.
P
G.28.1) phal e b (2B gt - = ! -
(ie1) B, (fa1) 1 1 1
111 1 2 2 t 2
+ + - Plc + ¢2) -
*PesbH '(gh th) cgnss 5
2 12
-"2 (g +4q2)]
(Set) UE! -n pi gJ gJ
{3.28.2) p%l = r% (-gi-)a‘ by* - é (@ -1
28 ws e TSP
22 2 12 52_ 12
zPe +b[H+u(gh 0ghz)-(s=“ Ps(cs+csz) -

z 12
-2 2= plg gl
3 4

(smi) CJ € @)
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3.5 On the cross and own price elasticities of a sultistage TELES

The Hultistage Dvnamic TELES shows the oproperty of  admitting
coaplesentarity among items of the same branch and between itess of
different branches as well. This can be easily demonstrated by simoly
exasining  cross orice elasticities. By differentiating  eguations
(3.28.1),(3.28.2)  in respect some price, one obtains two different
expressions for the two distinct cases: {a) when the two itess belong to the
same branch; (bJ when the two iteas belong to different branches.

Slutskij’'s tersms,

(a) For i, JEK

Bi Bj Bi Bj Bi
3.8.0) — —=q ¢ === —=b q ¢ +=—b (x -g.)
k K 'K K .
Pp Pt PP ST
) For iEk; JEs
B i B ;
3.29.2) 'p—- [—P_-— bk CS qs + bk b('j - gj)]
i i
Non compensated elasticity
a) for i, j Ek
p. O, B. . b.agec »p g
- ki k k-
(3.30.1) —x‘-;‘= B, id- v - St
i ® i %
) For iEk; jJEs
5302 :J :j . 5% “kx“s s 4 bixpj 9;
i ®; Pi % P %
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given that the committed quantities at the higher stage are subject only to
the constraint ¢ { x , they can also assume 2 negative sign (this is the case
for luxuries) and if their value is large enough in absolute teres thev can
dominate the resaining positive terws so that the Slutsky tera could be
neqative {which means complesentarity between the two goods)

Compensated elasticity to wage

v 8 Bb

G —5 r——b Hy- —
x. ith px. k X,
1 11 11

Non-compensated elasticity to wvage
v &xi He
GlJan) X M z 8. b —-
i i1

The elasticity of group or (as in the models presented here; of single
items which enter the utility function at the second stage take the usual form
of the LES, Labour supply elasticities in particular are calculated as
follows:

Uncompensated labour supply’s elasticity

v oh H
3.32.1) b 1+ Bh) b
Compensated labour supply elasticity

" H-h
(3-32-2) - T S (1 - Bh) h
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From an empirical point of view it is important to underline that the
criteria adooted to aggregate the single items within branches strongly
conditions the empirical results. FAs a matter of fact both complementaryty
and substitubility relationships depend upon the sign of ¢ (committed
quantities at the higher stage) which in turns depends upon the rcomposite
branch prices and the preallocated quantities. of the single itews. In our
tests geods and sevvices have been aggregated on the basis of a rough
evaluation of their basic nature. Thus the first branch should be that of low
elastic cosmodities to their own price. The second one includes those goods
and services of superior nature that is to say,durable goods and consusption
of services which are linked to high standards of living (recreation,
tourism, education, travel, ete,). Those kinds of cossodities usually show
higher elasticities to their own prices. it aust be underlined, in any
case, that there 1is no reason 3 priori iexcept comson sense} to choose a
particular repartition of the branches of consusption. This however permits
us to give a partial answer to the sost frequent criticisas of the LES
vhich, in its original form, imposes a priori substituibility asong goods.

J.4: Data and statistical sources

The statistical data which have been utilized for these exercises are those
collected for the OECD Detailed National ficcounts, The models have been
written in tec;lof per-capita expenditures by dividing consusption at
current prices ifer of esploved workers. The deflators of each single item
have been utilized as price variables and thev have been calculated as the
ratio of consusptian at current and constant prices. The series concerning
esploysent, and working hours are those reported by the Yearbooks of the
ILG. The data range fros 1940 to 1980 and for France from 1942 to 1980,

given that a direct seasure of the heurly wage of the entire econoav does
not exist, the usual solution of computing the average hourly wage by
dividing the total amount of wages and salaries by *he number of eaploved
workers has been adopted. This vyearly wage has been corrected by
subtracting 3 share absorbed by faxes on personal income and by dividing this
amount for a fixed number of weeks (43) and for the average working hours of
the sanufacturing industry. This solution vhich extends the working hours in
manufacturing to all the productive branches certainly introduces a bias
within the computation of the labour supply of a country. But given that
some experiments to compute 1n a more sophisticated way the effective hours
supplied (in agriculture and in services) have not substantially altered the
results of the demand system here adapted, thev have been abandoned. It 1is
preferable not to introduce too sany manipulations of the data that could
generate the suspicion of ®ad hoc® adjustments to the bad functioning of the
sodels.

To give a first imoression of the structure of private consumption in the
six European countries which have been compared, the following figures
illustrate the trends in the budget shares (at current orices: of each itenm
of consumption during the period 1960-1980,

ECONOMETRIC METHODS The equation of the svstem have been written in teres
of first differences and corrected for the presence of heteroschedasticitv 3s

sugoested by H.Theil (172). The model is described in Chapter II  paragraoh
2.3, All the models have been estimated by seans of the Full Information
Haximum Likelihood procedure of the TSP statistical package.
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3.7: Empirical results

The results obtained = wil be presented . by grouping thes
according to country and model. First, the tables of the estisated parameters
of the wsodels with linear functions of tise within the committed quantities
are presented, This wmodel has been chosen because as a nested wmodel it
contains in itself the traditional static ELES (when the coefficient of the
tise component are supposed to be zero), Then there are the tables of the
compensated and non compensated elasticities to own prices for the years 1970
and 1980,

Secondly the estimated paramseters of the habit forsation wmodel are
susped up. Habits have been assumed to change following 3 two period maving
average both at the first and the second stage. This permits us to
preserve degrees of freedoa for the estimation, On the other hand one must
draw attention to the fact that twe strong espirical restrictions are linked
to this choice. (i} The coefficients of adaptation at the new level of
consumption or working effort are the same for all the items. (ii} The choice
of 3 two operiod soving average is only one among infinite  adaptive
sechanisas, so that different lag structures could better fit the data. The
specifications which have been chosen however have the advantage of
saintaining sufficiently clearly the functioning of the allocative wmodels
and the weight of habits while ensuring, at the same time, wmore
flexibility.
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Table Jl.4. GERMANY a) Parameters of the TELES estimated at the I-st stage
(model with linear trends)

Iteas Beta Gaamal Gassal b.¥

Crouw

Food and beverages 0.398 15299 0.0006
(12.37) (1.91) (0.922) 1.48

Clothing 0.183 -28.%% 16.% 1.9
{*.453) (0.0%) (0.08)

Housing 0.373 0.008 -0.0004 1.7%
{(10.40) 0.73) (- .582)

Health 0.046 AR —— s .27
(3.513) {1.70)

IInd. Crow

Furniture 0.3y 3578.4 2%.1 1.40
{5.492) 0.731) (0.716)

Transparts 0.583 -179%2 573.0 1,90
{10.214) (-2.049) (0.759)

Recreation 0.128 883.4 302.3 1.3
{5.136) {0.334) (1.48%)

Others 0.0%9 9434 433.4 1.86
(5.281) (-0.537) 2.77

b) Parmmeters of the TELES estisated at the I nd stage

Ist grow 0,262 -23.8 %9.3 1.99
8.930) (-0.00) {3.306)

Ind grow 0.269 6.9 -0.63% 1.66
(7.303) (3.099) -3.136)

Labour supply 0.3%3 291 ¢ 0.0001 1,93
(5.431) (10.38) 2.321)

Savings 0.13 — — 2.41
(3.874)

* Kaximum vesrly working hours
#% Parameter comirained to zero
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Table II.2.GERMANY: Non -ompensated and compensated own priee elastisities.

AAANAAAAAANAAANAAAAAAANAAANANAANAAANAALAAAAARAANAAAAAAAAANNNAARNAAAAAANALAAAAAN

Non compensated Compensated

ITEMS 1970 1980 1970 1980
Food, beverages -0.45 -0.49 -0.49 -0.58
tobacco

Clothing -0.99 -0.96 -0.91 -0.89
Housing -0.92 -0.91 -0.73 -0.79
Health -0.43 -0.43 -0.42 -0.61
Furniture -0.45 -0.49 -0.58 -0.59
Transpaort -1,83 -1.20 -1.38 -1.08
Recreation -0.40 0.5 -0.5%6 -0.53
Others -0.47 -0.51 -0.64 -0.4%
Labour supply -0.% -0.31 0.033  0.0%
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Table III.3 : GERMANY

a; Parameters of the TELES with proportional habit formation,

(R. 1s the correlation coefficient between actual ang fitted oercentage growth rate).

Iteas Beta Gammal D.N. R

Ist Group

Food and beverages 0.497 0.384 1.93 0.83
(23.8) (3.8}

Clothing 0.17t 0.3%0 1.78 0.70
(11.9) (3.6

Housing 0.27% 0.604 1.82 0.1%
{10.3) *.9)

Health 0.0% 0.518 2.01 0.30
{§.5 %, 81

IInd Group

Furniture §.223 0.003 1.25 0.82
(12.5) .0

Transport 0.429 0.23% 1.10 0.97
(14.1) (1.9

Recreation 0.183 0.000 1.15 0.47
{12.93 0.0

Others 0.185 0.047 1.45 0.83
(156.8) (0.5}

b} Paraseters of the TELES estimated at the IInd stage

Ist grow

IInd grouwo

Labour supply

Savings

0.2¢%
(5.7}

0.3%0
5.4

0-209
(l.8)

0.151

(4,64

1.207
(5.3

1.74

1.90

2.00

2!‘3

0.49

0.76

0.5
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GERMANY ,
TELES with linear trends for cosmitted quantities

At the first stage the model of the first group has been estimated with
the dynamiz cosponent of Health expenditure constrained te zero. This
persits us to respect the condition of cossitted quantities iower than
effective consumption over the entire sample for all the single items. The
estimation of the systes relative to the second group does not present
specific problems. The budget comstraint is respected over the whole sample
for all its items, Tramsport in particular shows a strong decreasing trend
which detersines this ites's high elasticity to its own price.

At the second stage the budget constraint is respected over the entire
sample. The maxisum working hours are noticeably higher than the effective
working hours, Consequently, labour supply presents a high non-compensated
negative elasticity with respect to wages. Thus, 3eong the European
countries, Gersany has the most sloped backward bending curve.

TELES with proportional habit forsation for committed gquantities

The German data has fitted very well into this kind of model. At the
first stage the first group reveals that the representative German worker-
consumer is strongly influenced by past consumotion in particular for the
itews. Housing and Health. This seems quite reasonable because this kind of
consusption satisfies basic needs that are only partly influenced by changes
in relative prices. The second group is characterised by the absence of
relevant habit effects for three items and shows 3 verv low coefficient of
‘senory® for the :onsusption of Transport & comssunication

At the second stage there are no aporeciable effects of habits for the two
kinds of group consumption,

The non cospensated elasticity of labour supply is always negative, but its
values are appreciably lowsr than those estimated by means of other static
or dynamic sodels,
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TableM.5: UK a) Parameters of the TELES estimated at the i st stage
{(sodel with linear trends)

Itess Beta Gasmal Cassa? D.¥

I Growp

Foods and beverages 0.3%3 2445 ~0.0003 2.04
(11.1&) {4.924) (=2.17%

Clothing 0.088 1454 -0.286 1.59
(2.946) {3.311) {-0.01)

Housing , 0.5%4 0.0064 -0. 0005 2.3
{17.84) {1.401) (~3.03)

Health 0.01$ 60.88 ———— 1.3
(3.210) (1.381)

11 o4 Group

Furniture 0.206 -773.7 72.02 1.83
{12.41) (-1.278) {1,843)

Transport 0.3%2 ~13%7 1%.9 1.228
(9.490) (-1.141) (2.08)

Recreation 8.129 -227.5 100.7 0.89
(6.248) (-0.467) {3.518)

Others 0.273 -2bbk 229.4 1.86
(7.396¢) {-1.995) {~1.996)

b) Parameters of the TELES estimated at the II ad stage

Ist grow 0.222 2.913 — #k 1.5%
(11.86) (2¢.4)

IT nd group 0.341 -0.411 0.0004 1.3
(16.74) (-0.35) (0.08)

Labour supply 0.123 2.175% e 1.82
(3.384) (33.12)

Savings 0.314 —_ — 1.%7
{14,32)

# Haxisus vearly working hours
#% Paraseter constrained to zero
p
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AAAAAAAAAAAAAAAAAAAAAAAAAAAANAANANANAAANAAAAANNAAAAAARAAAAAANAAAAAAAAAAAAAAAA

TablelN).6.UNITED  KINGDOM. Nom compensated and cospensateq own price
elasticities.

AAAAAAAAAAAAAANAAAAAAANAAAAAAAAAAAAAAANAAAANAAANANAAAAAANAAAAAAAAAAAAAAAAAAAAA

Non cospensated Cospensated
JTEMS 1970 1980 1970 19780
Food, beverages -0.55 -0.44 ~0.47 -0.44
tobacco
Clothing -0.22 -0.41 -0.20 -0.37
Housing -0.79 -1.00 -0.67 -0.5¢
Heaith -0.49 -0.72 -0.49 -0.70
Furniture -0.9% -0.67 -0.%2 ~0.61
Transport -1.90 -0.5% -0.77 -0.43
Recreation -0.61 -0.39 -0.57 -0.35
Others ~i.04 -0.5% -0.94 -0.45
Labour supply -0.03% -0.07% 0.093 0.082
AAAAAAATAAAAAAAAAARAAAAAAAARAAAAAAARAARAAAAAARAAAAAAAAAAAAAAAAAARAAAAARAAAAR
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Table III.7: UNITED KINGDOK a) Parameters of the TELES with proportional habit formation.
(R. 15 the correlation ceefficient between actual and fitted opercentage growth rates.

Iteas Beta Gamsal D.§. R

Ist Group

Food and beverages 0.422 0.450 2.3 0.70
9.2) {7.2)

Clothing 0.188 0.662 1.99 0.40
(5.4) 7.3)

Housing 0.354 0.7% 2.28 0.71
(8.9) 8.9

Health 0.0248 0.249 1.48 0.5
3.3 (1.9

1Ind Group

Furniture 0.162 -0.02 1.40 0.9
{12.3) -0.18}

Transport 0.407 -0.09 1.2 0.91
(13.5% (-0.¢)

Recreation 0.133 0. 1.30 0.84
(8.12) 2.9

Others 0.298 0.11% 2.0 0.49
9.9) 0.7

b} Parameters of the TELES estimated at the IInd stage

Ist grouwp

IInd growp

Labour supply

0.213

(12.9}

0.5615
(30.5;
0.003
0.29

0.148
(5.7)

-0,02 1.76 0.73
(-0.8)
0.0. 1.73 0.9%
0.4)

1.001 2.14 0.99
(16.9

1.7%  0.67
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UNITED KINGDOM,
TELES with linear trends for committed quantities

The case of the United Kingdom shows aanvy similarities with that of
Gersany, flso in this case the violation of the condition on the comsitted
quantities at the first stage has been solved by constraining the committed
quantity of Health expenditure to constancy. It is difficult to hypothesize
on the habit formation of this kind of consumption. We recall that Health
expenditure in the U.K. is very low and that State intervention stromgly
influences consuser preferences., The paraseters of each item of the second
group confors over the whole period. However autocorrelation exists for
Transport and Recreation which the first order differences have not
eliminated,

At the second stage the sodel does not perform so well. The comsmitted
quantity of ‘the first qroup turns out to bDe greater than effective
supernumerary consusption for the first four observations. #lso the saximum
working hours are iess than the effective working hours for the first four
observations. Labour supoly elasticities are therefore rather low.

fs regqards the second group the strong positive trends of the committed
quantities of the single items decrease the superimerary consumption which
sst be allocated at the second stage. Therefore even though the common
committed quantity of group II is zero in 1980, the elasticities of these
goods and services turn out to be lower than those of the first group in
contrast to what was expected.

TELES with proportional habits forsation for comsitted quantities

The dynamic wmodel with habit effects describe a tvpe of consuser behaviour
which is coherent with the basic hypothesis of this expenditure cystes.
Consuaption is divided into two qroup with low and high elasticities to own
price, Thus Furniture, Transport and Other Goods do not depend upon past
consuaption. The share of supernumerary consumption which has to be allocated
at the second stage on the basis of the relative price is higher than those
of the items of the first group. The elasticities turn out to have the
values expected of thes,

The United Kingdom, on the other hand, has a labour supply fumction which
is determined practically by habits alone, This leads to a non-compensated
elasticity which is close to zero. Yet this fact should not be over-
esphasized. In fact it probably depends on the particular criterion of
registering worked hoyrs, which in the U.X. correspond to heurs paid for.
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Table T}.9: FRANCE. 3) Parameters of the TELES estimated at the [ st stage
(model with linear trends)

Iteas Beta Gamsal Gasma? 0.¥

1 Growp

Food and beverages 0.217 28,54 0.003 J7
(5.26) (4.48) (1.4%)

Clothing 0.271 5.887 -1,508 1.16
{€.98) (0.90) (~2.45)

Housing 0.29¢ 0.302 0.000 1.72
(6.82) (0.84) (0.000)

Health 0.216 -8,522 348 1.97
2.2%9 -0.77 0.35%

11 »d Grouwp

Furniture 0.306 6,388 L 0.93
6.5” 1006

Transport 0.415 -20,539 1,026 1.61
b.41 -1.70 1.70

Recreation 0.135% 1,108 406 1.97
7.06 8.3% 3.04

Others D.144 34,%% e 1.43
4.50 16.1¢

b} Parameters of the TELES estisated at the II nd stage

Ist grow 0.102 17,576 1,149 2.31
3.136 ¢.67 7.772

I1 od grow 0.392 2.8 -0.233 2.37
9.48 1.96 -1.67

Labour supply 0.269 2,769 » -4.012 2.%
4.5 12.73 -1.00

Saving 0.257 —_— E— .28
$.7%

& Haxisum vearly working hours
#% Paraseter constrained to zero
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Table.l!ﬁiFRANCE : Non compensated and compensated own price elasticities,

AAAAAAAAAAANAAAAAAAAAAAAAAANAAAAAAAAANAAAAAAANAAAARAANAANASAAAAANLANAAAAANALA

Non compensated {ompensated
ITENS 1970 1980 1970 1980
Food, beverages -0.42 -0,43 -0.34 -0.3%
tobacco
Clothing -0.31 -0.3% -0.27 -0.30 -
Housing -0.81 -0.81 -0.78 -0.76
Health -0.91 -0.90 -0.89 -0.86
Furniture -0.44 -0.39 -0.17 -10.15
Transport -0.%0 -0.92 -0.87 -0.89
Recreation -0.71 -0.73 -0.67 -0.49
Others ~8.65 -0.71 -0.55 -3.51
Labour supply -0.181  -0.182 0.161 0.182
AAAAAAAAAAAAAAAAARAAAARAAAAKAAAAAAAAAAAAAAAAAAAAAAAAAAAASAARARAAAAAAAAAALAGA
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Table I11.11 : FRANCE 3 Parameters of the [vnamic TELES (proportional habit formation}.
(R. is the correlation coefficient between actual and fitted opercentage growth rate).

Itess Beta Gameal D.¥, R

Ist Group

Food and beverages 0.442 0.448 1.84 0.467
(2.7 4.9

Clothing 0,146 0.4%2 2.25 0.40
(13.8) (6.7}

Housing 0.2%0 6.705 2.42 0.10
{13.1 {7.3)

Health 0.142 8.777 2,48 0.10
(10.8) (8.4)

1Ind Group

Furniture 0.264 0.6%1 2.46 0.5%
{10.5% 7.3

Transport 0,296 0.874 2.15 0.67
(11,4 (10.0)

Recreation 0.129 0.6%9 1.60 0.25
{11.5) 8.7

Others 0.330 0.7%7 2.98 0.50

{15.6) 9.2

RN ISR U RSN NG E NG P U NI RN R RN AN RSO SAER VO RSN RN NN NZRANUENNERAOANNE. INRERES:

b) Parameters of the TELES estimated at the IInd stage

Ist growp 8.412 -0.003 2.14 0.6
(12.0) (-0.04)

1Ind group 0.193 0.00 2.34 0.30
{*.7) {0.00

Labour supply 0.084 1.071 2.28 0.97
(2.4} (24.8)

Savings 0.310 —— 2.%2 0.7%
(6.8)
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FRANCE
TELES with linear trends for committed quantities

At the first sfage the mcdel reveals scee prodlems for the estimation of
the items in the second group. As 3 satter of fact the item Other goods
viplates the condition of the committed quantities over the first iI
gbservations even when its dynamiz >moonent is constrained to zero.

ft the second stage the model behaves as expected, but the saximum working
hours turn out to be very high so that labour supply elastizities are
rather high too,

The comsitted aguantit. common to the second group shows 2 tendency to
assume negative values at the end of the period. This can be interpreted as
3 tendency toward 2 relationship of complementarity with other goods,

TELES with proportional habit formation for comeitted quantities

The model apolied to French data contradicts the basic idea of the
existence of two groups with different coefficients of adaptation to past
consumption. #s a satter of fact the items of the second group show very high
cosmitted quantities. In particular Transport, Furniture and Other goods are
highly dependent on past experiences. Their elasticities are abnormally low.

The iabour supply curve for this country is also  backward bending, even
though  this  second dynamic specification considerably reduces its
elasticity with respect to the hypothesis of linear trends in comsitted
quantities,
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Table IlT43: ITALY
{model with linear trends)

a} Parameters of the TELES estimated at the I st stage

Itess Beta Gamnal Gansal D.¥
I Grow
Food ,beverages 0.448 361.5 0.00 1.52¢
{9.99) (3.08) (0.00)
Clothing 0.199 143.2 -4,31 1.774
(5.47} (2.253) -1.111)
Housing 0.291 0.02 0.0002 2.26
(9.56) 0.99 {-1.64)
Health 0.042 18.96 2.5% 1.09
(2.40) {0.69) (1.43)
I1 nd Grow
Furniture 0.25% 141.4 1.31 1.57
(6.45) (3.91) {0.52) -
Transpart. 0.476 214.9 1.2 1.86
(9.40) (6.46) (0.234}
Recreation 0.062 58.33 8.112 1.49
2.09 (1.882) (4.30)
Others 0.205 157.9 8.76 1.6
(7.78) (9.31) {3.44)

b) Paraseters of the TELES estisated at the II nd stage

1st grow

I1 -nd grouw

Labour supply

Savings

6.18)

olm
(5.602)

0.11%
(1.47)

0.047
(5.14)

-39.1
(-0.6)

-0.0%
(-3,38)

0.00
2.19)

4.70

.40

1.69

1.75

% Kaxisum vearly working hours
#% Parameter contrained to zero
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TablelIL4:ITALY: Non compensated and compensated own price elasticities.

YV YIVVVYVVVVYVVVVVVVYVVVVVVVVVVIVVIVIVVVVIVVVVIVVVEVYVVVVYIVVVYVLVY VYV VY

Non compensated Compensated

ITEMS 1970 1980 1970 1980
Food, beverages -0.31 -0.%9 -0.25 -4.33
tobacco

{lothing -0.31 -0.74 -0.3¢ -0.43
Housing -0.461 -0.89 -0.47 -0.74
Health -0.36 -0.47 -0.36 -0.45
Furniture -0.04 -0.14 +0.02 -0.15
Transport -0.05 -0.31 -0.01 -0.22
Recreation -0.20 -0.21 -0.19 -0.18
Others -0.09 -0.11 -0.25 -0.07
Labour supply n.a -0.061 n.a3 0.05%
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Table II1.15 : ITALY 3} Parameters of the TELES with proportional habit formation,
(R. is the correlation coefficient between actual and fitted oercentage growth rate),

Items Beta aameal R | R

Ist Grouwp

Foods and beverages 0.580 0.712 1.51 0.8¢
{¢3.9} 9.0

Clothing 0.17% 0.9853 1.42 0.72
(12.1) (8.8}

Housing - 0.198 0.819 2.23 0.77
(20.8) {11.3)

Health " 0.067  0.873 2,00  0.48
8.0) {12.1}

IInd Group

Furniture 0.197 1.013 1.93 0.72
(8.99) (10.4;

Transport 0.2¢0 1.00 1.89 0.74
(7.2} {11.5

Recreation 0.229 0.922 1.82 0.42
9.7) (10.6)

Others 0.332 1.06 1.62 0.80

{14.2) (18,9

bs Paraseters of the TELES estimated at the IInd stage

Ist grow 0.32 -0.06 1.78 0.87
(9.9 (-0.68)
IInd grow 0.104 0.0 1.80 0.75
3.00 0.0
Labour supply 0.107 1.04 2,60 0.98
{1.& (28,3}
Savings 0.467 —_— 2,40 0.88
{9.84)
2t et S EmesemEsSEIE=I=IRS
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ITALY
TELES with linear trends for comsitted quantities

The italian data have given very disappointing results. At the first
stage, the dynamic components of the items of the first group are
negligible, The committed aquantities 3re all smaller than the  desanded
quantities for all the observations. Bn the other hand, the estimate of the
second group presents great problees. Furniture, Tramsport and Other goods
have cosmittedd quantities larger than those effectively consused for wmore
than 10 observations, fccordingly the supernuserary incose of the second
group turns out to be negative over a large portion of the samole.

At the second stage therefore, the estimation gives a very unsatisfactory
performance *oo. The committed quantity of the second group exceeds the
supernumerary consusption at the beginning of the series and not even the
negative trend of its dynamic cosponent is sufficient to  oroduce
reasonable elasticities of these items. Horeover, the waxisum working hours
are lower than the 2ffective working hours for more than 50X of the
observations. The elasticity of labour supply has an incorrect sign in 1970
and is therefore meaningless,

TELES with proportional habit forsation for comeitted quantities

Also in this case the Italian data cannot be adequately analysed by means
of the TELES. This is due, like the model with linear trends, to the
unsatisfactory behaviour of the items of the second group which ({with the
exception of Recreation; do not ensure long-run stability of the system. [The
coefficients of the habit components in the desand equations must be less
than 1. (See appendix to Chapter 1)1, Too great cossitted quantities thus
produce, after the estimation of the second stage, elasticities extremely low
elasticities.

The 1abour supply curve is backward bending. Its non compensated
elasticity is close to that wsualy found by weans of this kind of
econometric sodel.

One observation can be added specifically for the Italian case. By
contrast to these unsatisfactory results, in other studies it has been found
that starting from sore disaggregate data for private consumotion of goods
and services,the Pollack dynamic and multistage msodel turns out to be highly
coherent with its theoretical postulates and reliable for forecasting, (See
Tirelli-Liso (185))
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Table III 4¢. BELGIUM a) Parameters of the TELES estimated at the I st stage

(model with linear trends)

~——

Iteas Beta Gamaal Gasna2 D.¥

I Growp

Food, beverages 0.31¢ 58,507 0.00 1.40
(5.72 (3.39) 0.82)

Clothing 0.049 16.100 0.168 2.81
(1.42) (1.84} (0.52)

Housing 0.400 -0.162 -0.00% 1.43
9.11) {-0.28) -1.3%)

Health 0.216 1.937 77.277 1.41
(3.87) (0.39 0.19

11 -nd Group

Furniture 0.316 47.461 -2.463% 1.96
(5.04) {1.%8) {0.02)

Transport 0.201 18.842 722.169 2. 14
{%.60) {2.22) (1.78)

Recreation 0.082 3.516 413.014 1.79
{%.42) 0.70) i1.%6)

Others 0.400 17.032 -5%.822 1.66
(7.50) (2.88) {-0.66)

b) Parameters of the TELES estimated at the II nd stage

I-st grow 0.273
{7.06)
I nd grouw 9.392
(10.78}
Labour supply 0.182
{6.43)
Savings 0.153
(8.34)

9.151
{1.96)

-677.5
{~1.52)

271 »
(34.89)

944,834
4,96}

~126.649
(-1.50)

0.901
3.11)

* Haxisua vearlv working hours
## P3rameter constrained to zero
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Table, IM4TBELGIUN: Non compensated and compensated own price elasticities.

AAAAAAAAAAAAAAANAAAAAAAANAANAAANNAAAAAAAAAAAANAANAANAAAAAAAAAAAANAAAANAAAANAA

Non compensated Compensated

ITEXS 1970 1980 1970 1980
Food, beverages -0.40 -0.45 -0.33 -0.37
tobacco

Clothing -0.27 -0.38 -0.23 -0.32
Housing -0.90 -0.84 -0.78 -0.74
Heaith -0.89 -0.80 -0.8% -0.77
Furniture -0.15 -0.30 +0.08 -0.2%
Transport -0.27 -4.39 -0.14 -0.31
Recreation -0.41 ~0.46 -0.36 -0.40
Others -0.73 -0.85% ~0.44 -0.77
Labour supply 0.08  -0.09 0.045  0.041

LY VVVVVVVVVIVVVVVIVVVVVIVVVVVVVVIVVVVVIVVVIVVVIVIVVVVIVVVVVVVYVIVVYVVVYVVYVYY
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Table 111.19 : BELGIUM a) Parameters of the Dynamic TELES (proportional habit forsation;.
(R. is the correlation coefficient between actual and fitted percentage growth rate).

itess Beta Gamsal .V R

Ist Group

Food and beverages 0.317 0.799 2.2% 0.40
CHY {7.8)

Clothing 0.139 0.532 2.70 0.11
(2.2) (2.%)

Housing 0.340 0.491 2.9 0.58
6.3 (6.8)

Health 0.173 0.73% 2.00 0.3
3.5 (5.1}

I1nd Group

Furniture 0.319 0.133 1.85 0.55
5.9 (0.4)

Transport 0.2%% 0.103 2.28 0.82
(8.8) 0.5

Recreation 0.07¢ 0.436 2.2 0.26
.9 (2.5

Others 0.3%1 -0.32 1.82 0.82
a.n -1.5)

b} Parameters of the TELES estimated at the IInd stage

Ist grouwp 0.172 0.025% 2.80 0.64
(7.0 (0.83)

IInd group 0.492 0.0 2.3 0.49
9.2) 0.0

Labour supply (0.073) 1.07 2,42 0.97
0.9 {8.14)

Savings 0.262 ——— 2.% 0.48
(6.07)
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BELGILM
TELES with linear trends for committed quantities

At the first stage the model does not corroborate any hypothesis of
dvnamise for the committed quantities. Therefore it collapses into the static
version, Furniture does not respect the condition of its committed auantity
for the first 9-10 observations,

The labour supply has elasticities which are close to those estimated by
seans of different approaches, The saximum working hours are higher than the
effective working hours over for all the observations,

TELES with proportional habit forsation for committed quantities

The results given by this model, for this country, are similar to those
obtained for Gersany and the United Kingdom. ulobally they confirs the
existence of different elasticities for the two groups. Food, Health, and
Housing are linked to their past consusption. On the contrary, Clothing is
sore sensitive to its relative price and less influenced by habit.

The labour supply elasticity is always negative and its values are among
the highest of the European countries. ° o
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Table I1.24- GREECE  a) Parameters of the TELES estisated at the Fst stage

(model with linear trends}

Itess Beta Gassal GassaZ o.v
1 Grow
Foods and beverages 0.414 20514 41.010 1.96
(8.41) (6.83) {2.29)
Clothing 0.277 -923 -123 2.40
(4.48) (-0.41) (-0.41)
Housing 0.222 0.00¢ 0.003 2.06
(8.84) {0.63) (0.46)
Health 0.084 -278.4 -35.4 1.70
6.18) (-1.01} (-0.9¢)
I1 »d Growp
Furniture 0.224 §,047 L4 2.01
7.09 (2.42)
Transport 0.362 4,830 =216 1.28
(9.40) (6.46) (0.24)
Recreation 0.142 -5 196 2.0
6.03) (-0.49) (3.69)
Others 0.283 1,655 — 2.12
(¢#.21) {(0.91)
b} Parameters of the TELES estisated at the [I-ad stage
I st grow 0.186 8116 356 1.26
3.11) {3.51) {3.52)
II'M m O-m 0110 .0102 1'96
{3.39 {0.32) (-0.80)
Labour supply 0.109 2,370% -0.0004 1.91
(14.07) (25.40) (-2.91)
Savings 0.340 — — 2.07
(12.2¢)

¥ Naxisum vearly working hours
#* Parameter coustrained to zero

——
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TableJL.2LGRECE: Non compensated and compensated own price elasticities.

YLV VYV VIVVVVVIVVVVVVIVIVEVVVVVYVVVIVIVVVVVIVVVVVVIVIVIVVVVVIVVVVVVYVVIVYVVVVYY

Non compensated Cospensated

ITEMS 1970 1980 1970 1980
Food, beverages -0.10 -0.30 -0.02 0.2
tobacco

Clothing 0.9 -0.98 -0.89 -0.91
Housing -0.82 -0.82 -0.77 -0.78
Health -1.14 -1.2% -1.1¢ -1.25%
Furniture -0.35 -0.463 -0.34 -0.55
Transport -0.481 -0.97 -0.48 -0.83
Recreation -1.03 -1.02 -0.97 -0.97
Others -0.88 -1.02 -0.77 -0.%2
Labour supply 0.00¢ -0.08 0.096 0.174

>
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Table I11.23 : GREECE aj Parameters of the TELES with proportional habit foramation.
(R. is the correlation coefficient between actual and fitted percentage growth rate).

Iteas Beta Gamaal D.¥. R

Ist Group

Food and beverages 0.441 6.3%9 1.2 0.74
(26.3) 3.0

Clothing 0.169 0.243 2.3 0.%
6.7) 1.9

Housing 0.143 0.363 0.90 0.5
(15.3) (£.2)

Health 0.046 0.30¢ 1.13 0.92
(8.4) (2.8)

IInd Group

Furniture 0.34 0.25 1.5 0.43
(12.0 .7

Transport 0.303 0.309 1.45 0.82
{11.4) (2.5

Recreation 0.114 0.266 2.687 0.38
6.0 (2.8

Others 0.24¢ 0.162 2.08 0.82
(11.3 1.1)

b) Parameters of the TELES estimated at the IInd stage

Ist grow 0.57%  0.09 145 0.8
(18.9 (0.80)

1IMd grow 0.0 0.0 113 0.
12.5) 0.0

Labour supply 0.02 106 230 0.9
(1.0 18.1)

Savings 0.3% 173 066
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GREECE
TELES with linear trends for committed quantities

Also for this country there have been problems in estimating the second
group’s system at the first stage. Furniture violates the condition of the
committed guantities for the first B8 observations., HAlso 4 initial
observations of Transport and Comsunication opresent committed quantities
higher than the demanded quantities, but their decreasing trend ensures that
the elasticities of this item are close to their expected values at the end
of the period., Globally the items of the second group tend to assume the
nature of aquasi-luxury consumption with a non rcompensated elasticity of
around |,

The wmaxisum feasible working hours are always higher than those
effectively worked.

TELES with proportional habit forsation for cosmitted guantities

Greece shows a substantial uniformity of habit effects for all kinds of
consusption, As a matter of fact the items of the f{first group have
relatively weak ‘uwemory® coefficients, Furthermore Greece is characterised
by another partieylar feature: the labour supply curve turns out to be
positively sloped. The very low propensity to enjoy leisure does not persit a
sufficient rescaling downwards of the ratio between maximums working hours and
effectively worked hours to give negative elasticities (see forsula 3.32.4).
Therefore Greece appears, from this viewpoint, to have a structure of
preferences rather different from that of the other European countries. This
conclusion however should be treated with caution because it is strictly
linked to the sodel chosen.
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3.8: Soae comments on the espirical results

The results obtained by means of Dynamic Hultistage Allocative Models
Twice Enlarged allow us to derive conclusions similar to those of other
already wmentioned studies.The wore complex specification that has been
chosen, partly solves some custosary probless of the expenditure systess.
This approach is also cpen to further analytical improvesents, fs a2 matter
of fact its potentiality becoses wmore evident when one introduces a higher
level of disaggregation, However the choice regarding dynamic effects is
particularly crucial for the final results regarding individual labour supply.
Each nodel applied to the same data gives such different estisates, that to
infer normative suggestions for the labour market is quite difficult and
vhen one leaves the framework of static allocative wsodels, the interactions
between labour supply and consumption become increasingly uncertain.

In this study two different functional forms have been applied.For the
first wore rigid approach the results are not very satisfactory.For the
second one they are not exceptionally good. Rs regards the hypothesis of
committed quantities depending upon linear trends there are several
disappointing conclusions to derive. First of all its greatest defect is the
frequent violation of the budget constraint. In some cases a partial remedy
is that of constraining some trend cosponents to zero , but, for sose
countries, the wviolation of the budget constraint is so wide that the
plausibility of the model is thereby weakened, (Italy, in particular, shows
this neqative peculiarity). Brown and Heien have suggested that these
godels rcould be saved if one assuses that |, vhen the conditions of the
~omaitted quantities are violated, the consumer’s preferences are of the
*Leontief" type. In other words, the various guantities of goods and services
are bought in “fixed proportions" (independent of prices) given by the
ratios of the cosmitted quantities up to the points where the conditions
are violated. However such an economic interpretation is rather weak. The
representative  consumer-worker would have bequn to enjoy his freedos to
cheose  during the second half of the 1960’s. But when it is possible to
extend the statistical information backwards in tise the estisated committed
quantities turn out to be lower,

Furthersore cosmitted guantities linesrly dependent on tise, isply
patterns of growth that appear rather implausible vhen they are extended out
of the sampie of available observations. It is trivial to observe that the
estisated frends depend on the period covered by the time series. The
19%0's and the 1960’'s saw very reqular rates of growth of consusption and a
very reqular decline in working hours, (at least at the level of agqregation
considered here), However, during the 1970's, there was a fall of
consusption and working hours corresponding to the first oil crisis. After
this event there was a change in the trends of growth of incose and
consumption, A wmodel Dbased on linearly growing or decreasing comsamitted
quantities thus leads to an over (or under-} estimation of supernumerary
incose 3t the beginning or at the end of the period examined, The patterns
of consusption of European countries imply structural changes that |, cannot
be captured by seans of such functional forms, The probiem unfortunately
does not allow for many solutions at present, The degrees of freedoa offered
by the Mational Rccounts series on private consusption do not allow us to
build different models by splitting the sample and  testing the existence of
structural changes.  Given that the paraseters of the comsitted quantities
capture the information contained in relative prices it is obvious that
imposing 3 strong constraint on them would undersine their statistical
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significance, As a wmatter of fact a good percentage of those parameters
turn out to be not significantly different from zero (in the ligth of
the T-test}. In any case, in favour of this simple dynamic specification it
could be added that it is superior to the purely static models. In fact the
Likelihood Ratio test applied to static and dynamic models with linear
trends has demonstrated that in many cases the explanatory contribution of
the added terms is not negligible,

In connection with habit forsation models it is possible to detect some
peculiar and positive characteristies of such a flexible dynamic
specification. The introduction of adaptive committed quantities produces
relevant changes in the structure of the estimated parameters. Such a dynamic
specification solves and, at the sase time, presents several problems. On the
positive side there are more realistic evaluations of the supernuaerary
quantities. The comsitted quantities adapt themselves aore or less quickly to
new levels of consumption, the budget shares of supernumerary income resain
more stable and the marginal propensity to consuse can be estimated more
correctly. As regards labour supply, the waximum working hours assume
realistic values which depend on 3 strong habit effect, The short-run
glasticities are also rather stable over the whole period.

Secondly, the theoretical coherency of the model is nearly comsplete (the
sole exception once more being Italy}., For all the resaining countries the
committed quantities are smaller than the desanded quantities and the
coefficients of habit formations ensure long-rum stability, Thirdly, the
adaptability of the data appears relatively good in comparison to other
sodels.

On the negative side, one has to sention the degree of arbitrariness that
is always related to the choice of a habit forsation sechanisa. The results
are rather sensible to the adaptive wmechanisa in particular as far as
labour supply is concerned. For instance, the function which has been applied
in this study (a two period wmoving average) reduces the valued leisure to
very small quantities, in particular for those countries like the United
Kingdom, where working hours have been decreasing slowly and very regularly,
The habit forsation coefficient in fact explain by itself the change in
vorking time. But even if this can be considered a statistical explanation
it is certainly not an economic one, The question is always: what causes of
this change of habits? Further research should focus on the possibilitv of
introducing desographic and social detereinants.,

The cosputed own and cross price elasticities of labour supply turn out to
be lower than those obtained by seans of static models. We must keeo in
aind that the mcdel tries to explain the time series of the weekly working
hours, But this datus is only 3 very vague proxy for individual labour supply.
Relevant effects exist also arising from over-time, vacations, part-tise,
ete., so that the variance of individual labour supply is higher than that
of the officially registered data. The probles is once sore that of an
unsatisfactory seasurement of the phenomenon. In conclusion, even though the
sarginal propensities to spend full income an leisure are qgenerally  very
imprecise, { the T-test is unsatisfactory), the calculated elasticities (bath
compensated and non-compensated) are not very far from other former results,
The consumption of leisure in the six European countries is cospared in
Fig.III.9.

The evaluation of the marginal propensity to save is wore difficult. Saving
has been introduced for the sake of theoretical elegance and to test whether
intertemporal hypotheses radically changed the results of the expenditure
systea. The sodels presented here esplov supernumerary full incose, which
in turn depends upon the trends of the comsitted guantities. Saving, which
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is set aside at the second stage, covers 3 great share of such a
supernumerary income so that its marginal prooensity appears very high too,,
when the cosmitted quantities are particularly high with respect to consused
quantities. The values of these sarginal propensities are distributed over 3
wide range (from 0.15 (Germany} to 0.41 (Italy)).

Somethmg must also be said about globally comparing the results
obtained for the six European countries. Fig,III.10, III.1i, II1.12, IIIL.13,
compare the estimated wmarginal propensities to consume and the habit
foraation coefficients. In these figqures clear patterns of consumption are
not evident. There is no particular relationship among the parameters of
the different coumtries. The sole reqularity is that of the Italian case which
always shows the highest coefficients of habit formation. This resuit
however derives, as has already pointed out, from the bad performance of the
econosetric model. France aslso shows surprisingly high habit coefficients,
The remaining countries on the other hand have close values which are
randomly distributed.

The wmarginal propensities to consume do not follow a clear pattern,
Propensity to consume Food is obviously higher in Greece and in Italy.
Housing and Transport propensities are widely distributed. In the first case
this is the consequence of different statistical criteria. Horeover Housing,
as 1is well known, is not totally ruled by sarket rules in many coumtries.
The comparison is therefore very difficult. @s regards Transport, ureece
shows a surprisingly high propensity. This is probably due to the first
phase of a eassive diffusion of the private tramsportation that in other
European countries has already been experienced.

From the viewooint of international cosparisons, the dynamic wmodel
presented here does not offer sany suggestions. Probably the descriptive
statistiss utilized in studies of social economics, like those of Gardes (47)
and Levy-Garboua (102), are more reliable, But perhaps very disaggregate
expenditure systems could give wsore interesting results in this regard,

Individual labour supply and leisure consusption on the other hand appear
to follows more reqular trends. The exception is ureece, precisely in
those years when labour relations were wmodified by an authoritarian
political wmanagement. For all the European countries the existence of a
negative relationship between incose, wages and working hours is not
rejected,
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CONCLUSIONS

The essays collected in this work allow us to draw some general
conclusions. R century after the edition of ¥.5.Jevons’ works we are still
facing the impact of his intellectual revolution in many fields of economic
theory, Labour economics and the theorv of consusption are two topics where
this revolution 1is still producing great effects, The utilitarian theorv
overturned the forser cocept of labour as the real seasure of value. Wages
were seen as the shares of produce that the law of supply and demand
enabled the worker to secure. From this point of view the labourers, far
fros  being passive instruments of capitalist oroduction, had, at least
partly, 3 monoooly on labour of each specific kind. This kind of sonopoly was
limited by the strength of competition among a great number of workers
LE.F.Paul (1.198)1. When such competition was strong enough, wages turned out
to be the effect and not the cause of the value of the produce.

This new paradigm destroved the basic assusptions of the wage-fund theory
and these of an "iron-law® of a perpetual subsistence  status for some
social classes. Jevans also rejected the idea of a fundasental homogeneity of
1abour input, Each job and profession had its own resuneration determined
through market processes. #s a consequence the distinction between productive
and unproductive labour disappeared. All kinds of labour were productive when
they satisfied wants by producing utilities and only the sarket could give
the final answer on the value of 1lsbour., These premises enabled the
subsequent neoclassical theory to reconcile the double function of workers
and consumers. Workers were assumed to be at least partly free to choose their
way- of life and the interest of economic theory was re-oriented from the
probles of income distribution towards consumotion activity and the function
of the smarket,

jevons {as well as Gosssen and other earlier utilitarian economists) can
perhaos be classified among S.Koestler’s ®sleepwalkers® (I.143). Starting
from the observation of the wsiddle classes’ economic and sacial behaviour,
they abandoned the apparent obviousness of the historical and demographic
laws of zlassical economic thought and built 2 new conceptual construction on
sere psychological assumptions. This turning point seems very similar fo those
of the history of other scientific fields. It marks the interruption of the
growth of very solid theories to restar from radically different postulates

*The syptom that 3 particular branch of science or art is ripe for a
change 1s a feeling of frustration and salaise not necessarily
caused by an acute ~risis in that specific branch (...) but by a
feeling that the whole tradition is somehow out of step, cut off
fros the mainstresm, that the traditional criteria have become
seaningless, divorced froa living reality,isolated from the
integral whole." [A.Koestier (I.143)]

The new paradiga of 3 rational maximising calculus concerned with pleasure
and pain, and extended to every individual econosic agent, was 3 reflex of
the late XIX century consciousmess of an evident progress Dboth in the
standard of living and in individual freedoa. However, 3s is typical of every
scientific revolution, extraordinary and unsuspected difficulties soon
arose. Mevertheless the new theary was quite flexible and susceptible to
incoroorate rew facts into itself and (after 3 relatively long period) to
open the way ta an extensive sathesatical forsalization and  statistical
#R3SUreS,

The growing pooularity of the neoclassical approach is linked to the
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growth of capitalist economies which contributed to the numerical growth of
industrial workers and middle classes comoonents, At the beginning of the
XAth century the adoption of the eight hour dav and the spreading of higher
and diversified standards of living, confirmed Jevons’ intuition sbout the
new psychological dimension of economiz choices and preferences,

In the First Part of this work it has been shown that opractically all the
issues which we are opresently coping with were contained, at least in
esbryonic form, in the earlier works of the wutilitarian economists, To
underline the importance of micro-foundations of labour supply and consumption
theory for the present debate, let us take some examples, When Mestern
economists try to understand the reasons for the astonishing economic
grovth of Japan, they find suggestions in wmacroeconomic theories, but
certainly there is much more of interest in the micro-ecomomic theory of the
labour market.

When FIAT's sanagers planned to produce and sell hundreds of thousands
of small cars in Italy, in a period when the price of 3 small car was
close to twice the vearly wage of their white or blue collar workers, they
strongly believed (perhaps more than in wmacroeconomic  determinants) in
desonstrative effects both in individual consumption and labour supoly. fis 2
satter of fact the desire to attain higher standard of living and enjoy
CONSpicuous  consumption was accompanied by  higher labour productivity,
greater intensity of effort and a qrowing particication rate in the
industrial  labour warket. The °Italian economic miracle® was not a3
consequence of particularly clever sacroeconomic policies, but above all of
the right cosbination of dynamic consusption trends and 3 flexible labour
aarket. The study of the Italian househoids’ preferences for leisure and
consumption in the Second Part of this work, basically supports this view. #
big change in the demand for leisure can be detected at the beginning of
the 1970's, During the 1950’s and 1960's, Italy had the highest avergae
working hours in Europe. At the beginning of the 1980's the Italian
vorking hours were among the lowest. In the same period one can also notice
2 change in the growth rate of the consvmption of durables  and
sesidurables. Experience suggests that one aust be very cautious in
detecting “saturations levels® in household consusption. Products follow
life cycles that are wvery difficult to define 3nd weasure. Yet there are
sufficient arquments to suoport the thesis of a3 direct relstionship between
past attitudes towards working effort and standards of consumotion in Italy
{and, with some differences, in other European countries). The Italian
industrial workers, at the end of the sixties, no longer accepted night
work, job-work and cantrol on hourly productivity. they also asked for 3
sensible and imwediate shortening of working hours and longer vacations. If
they had not a taste for leisure they could have sisplvy asked for higher
hourly wages and no compulsory reduction of working time and relaxation in
labour intensity. The neoclassical schewe of joint allocation of leisure and
consumption explains these events 35 a3 result of 3 maximising calculus which
satisfies cosplex preferences. If we do not accept this approach we resain
completely deprived of interpretative instruments and we cannot  understand
sose of the most important social ard econoaic changes of our age. From this
point of view the suggestions that we can find in winor works of some great
pconomists are rather disappointing. Kevmes , (but also Narshall), for
instance, thought that economic growth would produce less inequality in
income distribution and that higher income for manv would orient men
towards “inexpensive® leisure: more time for education, reading, enjoving art
and music, sporting, ete.). Keynes’'s adversion to the hypothesis of an
hedonistic ¢aleulus of rational individual agents in their economic

236



activity was however aisleading, Economists discovered that the household is
the basic economic unit on both the consumption and the labour suoply side.
They also realized that households are zapable of adopting sophisticated
and wultiple strategies to maximise their collective wutilities. Households
not only autonomously produce goods and services, but also look for
gconomies of scale when thev organize their consumption and their leisure.
Households also save, invest and accumulate with growing abilitv. Econosic
activity and social policy are therefore perhaps less interested in general
sacroeconomic  laws on saving and consumption than oriented  towards.
disaggregate and detailed information. Yet, even if one accepts the
neoclassical paradiga, things are not at all simple and clear,

Since World Nar II, after the three fundamental contributions of L.Robbins
{who re-stated the question in rigorous theoretical teras), P.Douglas (Who
opered the way to empirical studies), and J.Hicks {who formalized the
problea in mathematical termsi, the neoclassical theorv of labour supplv has
been enriched bv 3 huge amount of studies. It is usual to distingquish
between two generations of models. The first one is that of static wsodels
based on "ad hoc" functions which are concerned with working hours and
participation rates. The econometric models specified in such 3 wav were
however affected bv manv problems of estimation and their exolanatory
variables were restricted to a few general wsacroeconomic  determinants.
Furtersore the estisated paraseters of those models appeared so widely
spread that no general conciusion could be derived from thea,

The second generation of models concentrated on the efforts to obtain
better specifications: (i) bv introducing precise utility functions that had
to be saximised under external constraints and (ii) bv enlarging the number
af arguments of such functions. taxes, schooling, fertility, life cicle
hyoothesis, rcosts connected with labour activity, labour sobility, etc,;
(iii) by building (besides static wmocdels), dynamic models which elegantly
described particular hypotheses about habit and stock  formation. This
extensive research however has made the need for 2 general svnthesis more
acute and at the same ‘time more difficult to attain, At present the
neoclassical aporoach cannot  coherently treat all the aspects of 1sbour
supply simultaneously, The model focus on specific probless of labour supply.
¥e night conclude, as usual, that "more research is needed®, but some other
reflections can be added.

The first observation regards the ais of future research. It should be
cleaq&hat the probieam is not {only) that of a2 greater econometric complexity.
Without more detailed and precise inforaation the abilitv to introduce new
functional forms, to minimise statistical biases, to discover Dbetter
proxies for roughly wmeasured variables will be limited. The trick adooted in
the econometric exercises here presented (and suggested by Abbott-
#shenfelter) to avoid 3 direct measure of leisure, for instance, cannot be
applied to wore detailed wodels. On the contrary econometric methods would be
applicable to wmere disaggregate models 1f sufficient information were
available. An ideal wsodel should admit both substituibility and
complementarity among goods and leisure and among different kind of leisure,
Koreover it should refer to households, not to individual agents. But in
order to be workable this ideal sodel should be based on direct seasures of
leisure time, and dowestic oroduction, and on detailed a nd simultaneous
seasures of stocks and flows of consumotion goods. Perhaps the new sethods
of ~rollecting statistical information will enable us to have reliable
data on individual labeur supply and leisure in the near future,

The second observation concerns the philosophv of this kind of research
and its normative content. There exists a strange attitude in Jjudging
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neoclassical model of labour supply. The basic hypathesis of these models is
that the labourer is free not only to chose but also to offer. Wothing
compels the butcher to sell all the meat contained in his freezer. But no
dependent worker oan offer his services in variable quantities (daily or
vearly), The wmajority of workers must offer their services within aarrow
hourly limits, However, while the limits on the maximum working hours do not
alter the necessarv condition of comvexity of the budget constraint, sinisus
standardized workinghours have disruptive effects on the coherency of the
usual neczlassical aporoach, Little attention has been deveted to this fact.
The neoclassical scheme shows that in the presence of a3 discontinuous and
non-convex budget constraint the orobability of subootimal choices and
*eorner positions® could become very high, We can derive from this a first
isportant norsative suggestion for labour policies. If standardized hours
produce suboptimal choices in the labour market, it should be rational,
befare trying to understand the effects of economic policies on lsbour supply,
to look for waximum market efficiency. If we believe that workers have
sosething to gain by deciding the amount of labour services supplied, then
none could be 3 better judge than themselves, Without oputting forward
extrese  and unrealistic solutions of complete flexibility of working hours
and weeks, one can conclude that every selution that asakes the standard
working time as flexible as possible is 3 substantial improvement for 3
rational allocation of work,

The second suggestion regqards the correct interpretation of the allocative
sodels that have been proposed here. They can be used ta analysize only very
general trends, Rs has been said, one should be very cautious about
international comparisons because both differences and similarities cannot
be justified by clear and detailed socio-econcmic causes. The existence of
a different diffusion of part-time jobs, of different rates of partizipation,
for men and women, and for productive sectors, is very important and could
lead to sisleading conclusions.

It is doubtful however that further refinements are possibie without sore
precise statistical inforsation. Only when we have a direct knowledge about
the use of non-vorking time among the components of the households and
inforsation on sany aspects of labour supply, (such as daily hours, weeks in
the years and vears in the life cycle) will be oossible to study a3 “"thirg®
generation of wsodels. These new models say ensure a first svnthesis of what
are nowadays seesingly unrelated aspects of individual and aggregate labour
supply. We recognize the isportance of the question, but we are also
conscions that easy answers do not presently exist and that they will not be
easily found,

238



SECOND PART: REFERENCES

($9;

(2)

&)

(¢}

4}

(&)

n

)

)

(10)

(11)

(12)

Abbott M. - Ashenfelter 0,
*Labor Supply, Commodity Demand and the Allocation of Time*
Review of Economic Studies, Vol. &3, (1974}, p. 389

fArrow K,

*The Future and the Present in Economic Life®

Economic Enquiry, Vol. XVI, (1978}, p. 157

Rshenfelter Q.

‘Unemploysent 3s Disequilibrium in 3 Hodel of Aggregate
Labor Supply®

Econometrica, Vol. 42, n. 3, (1980), p. 547

Ashenfelter 0., - Heckman J.
‘The Estimation of Incose and Substitution, Effects in a
Hodel of Family Labor Supply®

——————— e

Atkinson A.B. - Stern .

*0n Labour Supply and Cossodity Demand®

in: Deaton R, (ed.), °“Essavs in the Theory and Heasuresent of Consuser
Behaviour®, Cambridge University Press, New York, (1%81)

Barnett V.A,
*Consuser Desand and Labour Supply”
North Holland, Amsterdas (1981)

*The Joint Allocation of Leisure and coods Expenditures®
Econgmetrica, Vol. 45, (1979, p. 1117

*The Theoretical Foundations of the Rotterdam Hodel®
Review of Ecomomic Studies, Vol. 46, (1979, p. 109

Barten A.
*Consumer Demand Functions wunder Conditions of FAlmost
fdditive Preferences®

*Haxisum Likelihood Estimation of 3 Cosplete System of
Desand Equations®
European tEconomic Review, (1967), Vol. 1, p.7

239



(13

(14)

193.)]

(18)

un

(18)

(1

(20)

(21)

(22)

(23

(2¢)

"Complete System of Demand Equations: Some Thought about
Aggregation and Functional Forms®
Recherches Economiques de Louvain, (1974}, p. 1

Barten A.P. - Boha V.,

*Consumer Theory®

in "Handbook of Kathematical Economics®, Vol, II
edited by K.J.Arrow and H.D,Intriligator

North Holland, Amsterdas, (1982)

Barten P.A. - Kloek T. - Leapers F.B.

"R note on a class of utility and production functions
yielding everywhere differentiable demand functions®

"The Review of Economi: Studies®, Vel. 38, (1969, p. 109

Barzel VY.,
*The Determination of Daily Hours and Wages®
Quarterly Economic Review,Vol, 87, (1972}, p. 220

Barzel Y.-HcDonald R.,
"Assets, Subsistence and the zupply Curve of Labor®
American tconomic Review, Vol.83, n.4&, (1973)

Becker &,
*A Theory of Social Interactions®
Journal of Political Econosy, Vol. 82, (1973}, p. 1063

" Theory of the Allocation of Time®

—emeeaae -

Ben Porath Y.,
*Labor Force Participation Rates and the Supply of iLabor®
Journal of Political Economy, Vol. 75, (1967}, p. 362

gergstros T.C,,
*Toward a Deeper Economics of Sleeping”
Journal of Political Economy, Vol.Be, (1978}, p.4l1

Berndt E.R. - Savin M.E.
*Estisation and Hypothesis Testing in Singular
Equation Systems with Autoregressive Disturbances®

e — - - —t—-

Blundell R. - Walker I,

*Modelling the Joint Determination of Household Labour
Supplies and Cosaodity [emands®

Economiz Journal, Vol. 92, {1982}, p. 331

Bollino C.A.
‘Comanda di beni di consumo in Italia: una analisi econometrica®

piornale degli economisti, @nno XL, (1981}, p. 185

Bonin J.-Davis ¥,
*Labor Force Responsiveness to Short-Run Variations in  Economic

240



Opportunities®
American Economic Review, (1949, Yel, 59

(2%) Bourguignon L.,
*Participation, esploi et travail domestique des femmes marriees®
Consomaation, (1981} ,p.75

(25) Bowen ¥W.-Finnegan T.,
"The E-onomics of Labor Force Partecipation®
Princenton University Fress, Princeton (196%)

(277  Braithwaith S.
*an Empirical Comparison of Alternative Muiti-level Desand Systems for
the U.5."
BLS Working Paper N. 7%, (1977)

(28) Bronsard C. - Lafrance R. - Salvas Bronsard L.
*Consusption, Labour and Savings®
Cahier 8210, Universite’ de Montreal, (1982

(29} Bronsard-Salvas L,
*Estimating systems of demand equations from
French time series of cross sections data®
Annales de 1'INSEE, N.30/3%, (1978}, p.%43

(30) Brown C.-Levin E.-Ulph D,,
‘Estimates of Labor Hours Supplied by Harried Male Workers in Great
Britain®
Scottish Journal of Political Economy, Vol. 23, (1976}, p. 261

(31)  Brown M.-Heien D.,
"The S-branch utility tree: A Generalization of the Linear Expenditure
Systes®
Econosetriza, Vol.40, (1972), p.737

(32) Bruni M.-Franciosi F.,
*Una interpretazione in tersini d4i flusse della dinamica delle forze di
lavoro in Italia®
Economia e Lavoro, Anno XVIII, (1981)

(33) Burnett X. - Mortensen D.T.
*Labor Supply under Uncertainty®
Research in Labor Economics, JRI Press Vol. 2, (1978), p. 109

(36) Cain G. - Vatts H.
*Income, Mainanance and Labor Supoly®
Chicago, Harkhaa, (1973)

(3% Chao L.LFerber R.,
*Use of Time 3s 3 Detersinant of Family Harket Behaviour'
Journal of Business Research, Vol.3, (1977}, p.75.

(38) Chiesi A.

241



(37)

(38)

(39)

(60)

(¢1)

(42)

43

(+4)

(3.}

(46)

7N

(48)

"Il sistema degli orari, 1'organizzazione del tempo di lavoro
2 di non lavoro nella grande citta’*
Franco fingeli, Milamo, (1981}

Chiswick C.V,,
*The Value of a Housewife's Time"

Clark €.,
*The Economics of Housework®
Bullettin of Oxford Institute of Statistics, Vol.20, (1958), p.205

Cogan J,,
*Fixed Costs and Labor Supply®

Colin J.F.
*Temps de travail et emploi: ies enjeux
4'une reduction de 1a duree’ du travail®

Colombino V.

*Squilibri strutturali sul sercato del lavoroe*
in *Crisi e ristrutturazione dell'economia
italiana® a cura di A.Graziani, Torino, (1975

Contini B.
*Lo sviluppo di una economia parallela”
Edizioni di Comunita’, Hilamo, (1979}

Darrough H.N.
*A Model of Consumption and Leisure in an Interteaporal

Framework: a Systemati: Treatsent Using Japanese Data®
International Economi: Review, VYol, 18, (1977}, p. &7/

Deaton A,

*Desand analysis®

in Z.Griliches and K.D.Intriligator {eds)
*Handbook of Econometric

North Holland, Aesterdam (1983)

*Models and Projections of Desand in Post-War Britain®
London, Chapman and Hall, (197%)

*Mode] Selection Procedures, or, Does the Consusption Function Exist?"
Mimeo, Bristol University, (1980}

Deaton 4.- Brown R,

*Syrveys in Applied Economics: Hodels of Consumer Behaviour®

The Economic Journal, Vol. 82, (1972), p. 1143

Deaton R. - Muellbaver J.
*tconomics and Consumer Behaviour®

242



Casbridge University Press, (1580)

(49)  Deaton A, ~ Muellbauver J,
*Functional Foras for Labour Supply and Commodity
Demands with and without Quantity Restrictions®
Econometrica, Vol. 4%, (1981), p. 1521

(50) Debrey G,
*Excess Demand Functions®
Journal of Hathesatical Economy, (1974}, p. 15

(31) De Cecco M.
*Una interpretazione ricardiana della dinamica
delle forze di lavero in Italia 1959-1949¢
Note Economiche, (1972)

(52) De Serpa A.C.
‘A Theory of the Economics of Time®

e meaeal coeoaca

(83) ——
*Microeconoaic Theory and the Valuation of Time®
Regignal and Urban Economics, Vol.2, (1873)

(%) Dickinson J.C.
*Parallel Preference Structures in Labour Supply and Commodity Demands.
fn Application of the Gorman Polar Froa®

(3%)  Diewert V.E.
*Intertesparal Consimer Theory and the Demand for Durables®
Ecorometrica, Vol. 42, n.3, (1974), p. 497

{5%) Duclos D.
*Etat capitaliste et administration des esplois du temos®
La pensee’, n, 199, (1979)

(570 Duggan J.E,
*Expectations and Labour Supply®

(88) Evans A.W.
“On the Theory of the Valuation and fAllocation of Time®
Scottish Journal of Politival Economy. (1972i, p. 1

(%) Farrel A,
*Some Aggreqstion Problems in Demand Analvsis”
Review of Economic Studies, (19%), p. 193

(60) Feldman L.P.-Hornik J.,
*The Use of Time: An Inteqrated Conceptual Hodel®
Journal of Consumer Researsh, Vol.7, (1981}, p.407.

(61)  Fenlom J.,
*Recent Trends in Overtise Hours and Preaium Pav*

243



(82)

(63)

(64)

(69)

(68)

(67

(68)

(&9

941 )]

7)

72

7

Konthly Labor Review, (Ruqust 1971)

Fleisher B.-Rhodes G.,

*Unemployment and the Labor Force Participation of #arried Men
Womsen: & Simultaneous Model®

Review of Economics and Statistics, Vol. 58, (1977), ». §9B

Finnegan R.T.,
*Hours of Work in the United States. A {ross Sectional Analysis"

Journal of Political Ecomnomy, Vel.70, (1962}, p.452.

Foote N.N.,

*The Time Dimension and Consumer Behaviour®

in®0n Knowing the Consumer® ed, J.W.Mewman, John Wiley, New
York, (1946}, p.36

Fua’ 6.

"Occupazione e capacita’ produttiva: la reaita’
italiana®

I1 mulino, Bologna, (1%78)

Gardes F.,
L'evolution de la consommation marchand en Europe st 3ux U.S.A.
depuis 1940°

Goraan ¥,
*Tastes, Habits and Choices®
International Economic Review, Vol. 8, (1947}, p. 218

Grasa ¥.L.,
*The Desmand for the ¥ife's Non—market Time®
Southern Economic Journal, Vol.4l, (197%), p. 12¢

*Household Utility Haximization and the Working Wife®
American Economic Review, Vol.4d, (1975}, p. 90

Green H.A.J
*Aggregation in Economic Analysis®
Princeton University Press, Princeton, (1941)

Greenhalgh C.,
*a Labor Suoply Function for Married Women in sreat Britain®

Gronau R,
"Home Production-W Forgotten Industry”
Review of Economics and Statistics, Vol. 62, (19807, p.408

‘The Measuresent of Output in the non-Harket S3ector - The
Evaluation of Housewifes'Time® in K.Hoss. ed."The
Heasuresent of Economic 3and Social Perforsance®, p.143

Colusbia University Press, New York, (1973)

244

and



&)

73)

(76)

an

(78)

(m

{80)

(81

(82

(80

(83)

(84)

*The Intratasily Allocation of Time: the Value of the
Housevwives Time"
American Economic Review, Vol.é4, n.1, {1974}, p.170

*Leisure, Home Production and Work:
the Theory of the fAllocation of Time Revisited®
Journal of Political Economy, Vol. 83, (1977), pn. 1099

Group Travail et Societe’
‘Temps de travail et temps libre*®
Futyribles, (Juillet - Aout 1984}, p. &3

Hamoch &.
*Hours and Weeks, in the Theory of Labour Supply®
The Rand Corporation, R-1787-HEW, Santa Monica, Ca. (1976}

Hartley M.-Revankar N.,

*Labor Supply Under Uncertainty and the Rate of
Unesployaent’

fmerican Economic Review, Vol.é%, n.1, (1974}, p.170

Harves D.X, :

*Time Budgets and Consumer Leisure-Tise Behaviour"
in"fidvances in Consumer Research®,Vol.4, ed. ¥.D. Perrault
Jr,, Atlanta 6.A, Association for Consumer Research, (1977},
p.221

Hawrylyshyn 0.,
*The Value of Households Services: # Survey of Espirical

Estimations*
Review of Incowe and Wealth, Vol. 22, (1976}, p. 101

Heckaan J.,
*Shadow Prices, Harket Wages and Labor Supply®

*R Partial Survey of Racent Research on the Labor Supply of
Wowen*
Aserican Economic Review, (1980), p.200

Hicks J.R.
*Value and Capital®
London, Oxford University Press, (19¢é)

Hildesbrandt .,
*‘On the "law of demand*’

Hollister R.G.,

245



*The Labor-supply Response of the Family"
Journal of Human Resayrces, Vol IX, (1974}, p.223

(85  Houthakker H.,
*The present state of consusption theory*

(88)  Houthakker H. - Taylor L.
"Consuser Demand in the US: 1929-70°
Harvard University Press, Hassachussets, (1970)

(87)  Howe H.
*Development of the Extended Linear Expenditure System
fros Simple Saving Assumption®
turopean Econosic Review, Vol. &, (1976}, p. 309

{88) Hutchens R.M.,
*Lavoffs and Labor Supply®
International Economic Review, Vol.2¢, (19831, p.37

(89) Johnston D.F.,
*The Future of Mork: Three Possible Alternatives®
Monthly Labor Review, (May 1972},

(0)  Johnson H.B.
*Travel Time and the Price of Leisure®
Western Econosi: Journal, Vel. &, (1946}, p. 135

(91) Kalachek E.-Hellow ¥.-Raines F,,
*The Male Labor Supply Function Reconsidered®
Indystrial and Labor Relations Review, Vel.3l, n.3, (1978},
p.3%8

(92)  Katzner D.W.
*Static Demand Theory"
London, McHillan, (1970)

(93)  Keller ¥.4.,
"Savings, Leisure, Consumption and Taxes: the Household

Expenditure Svstea*
European Economic Review, Vol.%, (1977), p.151,

(96)  Kelly J.R,,
*Work and Leisure: A Simplified Paradioa®
Journal of Leisure Research, VYol.4, (1972, p.50.

(99)  Kiefer N.H.
*Q Bayesian Analysis of Commodity Desand and Labour Supply®
International Economic Review, Vol. 18, (1977i, p. 209

(98)  Killingsworth H.R.
*Labour Supply"
Caabridge University Press, (ambridge, (1983)

(97)  fniesner T.,

246



(8

(99

(100)

(101)

(102)

(103

(104

{105

(106)

{an

(108)

(109)

(110

"in Indirect Test of Complementarity in a Family Labor
Supply Hodel"
Econometrica, Vol.é4s, n.é&, (1978), p.431

Lancaster K.
'R New Approach to Consumer Theory®
Journal of Political Economv, Vol. 74, (1%46), p. 132

Layard R.-Barton H.-Zabalza A.,
*Married Women's Participation and Hours®
Economica, Vol. &7, (1980), p. §i

Lesennecier 8.~ Levy—Garboua L.,
'L’ arbitrage autarcie-sarche’ :une explication du travail fesinin®
Consosaation, n.2, (1981)

Letourner 0.
*Yecy d'une reduction du temos de travail®
Fituribies, n. 48, (1981)

Levy-Gardoua L.
*Les sodes de consossation de quelmues pays occidentaux®
Consoseation, n.1, {1983),p.3

Lewis H.G.
*Econoaics of Tise Labour Supply®
Aserisan Esgnomic Review, Vol.4§, (1979), p.29.

L'Hardy Ph. - Trognon f.,

*L3 structure de la -onsomseation jes aenages. 2volution ijepuis
vingt ans 2t perspectives®

futuribles, (Avril 1980)

Lluch C.
‘“The Extended Linear Expenditure Systea’
European Econowic Review, Vol. &, (1973), p. 1!

‘Consumer Jeaand functions. Soain’
Suropean Eronomic Review, Uol. 2, (1971}, p. 277

Lang J.-Jones E.,
"Labor Force and Exit by Harried vosen 3 Longitudinai dnalyeie’

Review of Economics and Statistics, Vel. 42, (1980), ».1

Lovane A. - Pala G.
*Lavoro salariato e tewpo libera, un’anaiisi dell'economia del tespo’
Franco Angeli, Milang, (1981)

Lucas R.-Rapping L.,
"Real Vages, taploysent and Inflation®
Joyrnal of Poiitizal £conomy, Vol, 77, (1967), o. 721

Kacrae - Yerzel,
"The Personal Income Tax snd Family Labor Sacply®

247



(111

(112)

(113)

(114)

(115

(118)

un

(118)

S8

(120}

(121)

(122)

(123)

Southern Economic Jowrnal, n.i, (1974) >

Maret £, - Finlay B,
*The Distribution of Household Labor Among Women in Dual-Earner Famiiies®

—————

Kason R.S.
*The Economic Theory of Cospicuous Consumption®
International Journal of Social Economics, Vol.10,(1983),p.3

McFadden 0, § al,
*A Characterization of Comsunity Excess Demand Functions®
Journal of Economic Theory, Vel, 9, (1974), p. 361

Nincer J.,
*Labor Force Partecipaticn of Harried Nomen: 3 Studv of Labor Supply®
in fispects of Labor Economizs, Princeton, (1962)

*Labor Force Participation of Harried Women®
in ‘Aspects of Labor Economics®, University - Natiomal
Bureay Coamitee for Economic Research, Vel.lé, (1962)

Moore G.H, - Hedges J.N,
*Trends in Labor and Leisure®
Monthly Labor Review, (February 1971)

Hoses L.N.
*Income, Leisure and Wage Pressure®

Huellbauer J.
*Household Production Theory, Quantity and the Hedonis Technique®
Aserican Economic Review, Vol. &4, (197%), p. 977

'figgregation, Income Distribution and Consumer Demand"
Review of Ezonomic 3tudies, Vel. 42, (1975, p. 52¢

"inesr Aggregation in Neaciassical Labour Supply*

Review of Economic Studies, Vol. 48, (19812, p.21

Murphy K,
*The Value of Non-#arket Household Production:

Opportunity Cost Versus Harket Cost Estimates’
Review of Income and Wealth, Vol. 2¢, (1978), p. 243

Muth R.F.
*Household Production and Consuser Demand Functions®

Nakasura M. - Nakaaura A. - Cullen D.

248



(12¢)

(12%)

(126)

(120

(128)

(129)

(130)

(131)

(132)

(133

(134)

(13%)

(136)

*Job Opportunities, the Offered Wage and the
Labor Supply of Harried Women®
Rémerizan Economic Review, Vol. 6%, n, §, (1979), p. 785

Naville P,
"Tesps, travail et loisirs®
Sociologie du travail, n. ¢, (1980}, p. &31

Neary J.P. - Roberts K.¥.5.
‘The Theory of Household Behaviour under Rationing®
European Economic Review, Yol, 13 {1980), p. 25

Nickols §5.Y.,

*Buying Time and Saving Time:Strategies for Managing
Household Production®

Journal of Consumer Research, Vol.10, (1983),p.177

Niesi B.
‘Female Labor Supply in the Context of Inflaction®
fmerican Economic Review, Vol, 71, n, 2, (1981}, p. 70

Nock L.S. - Xingston P.¥.
*The Family Work Day*
Journal of Marriage and the Family, Vol. &6, (1984), p. 333

Ocde
“Labour Supply, Growth Constraints and Work Sharing®
Paris (1982)

*Youth Undesployment®
Paris (1980}

*Towards Full Esploveent and Price Stability®
Paris (1977)

0'Neill
"R Tise Series Analysis of Women's Labor Force Participation®
fmerican Economi: Review (1981)

Owen J.D,
*The Desand for Leisure*
Journal of Political Economy, Vol. 79, (1971), p.56

*Workweeks and Leisure: fAn Analvsis of Trends, 1948-1975"
Monthly Labour Review, Vel. 99, (1978), p. 3

Padoa Schioppa F.
*La forza lavoro fessinile®
11 #ulino, Bologna (1977).

Parker S.R.
*Theory ang Practice of the Work - Leisyre Relationship®

249



(1370

(138)

(139

(140)

(161D

(142)

(189

(164)

(14%)

(148)

(147)

(148)

(169

Society and Culture, Vol. 2, (1969}, p. 29

Parks R.4.
*Maximum Likelihood Estimation of the Linear Espenditure Systes®
JASA, Vol. &4, (1971), p. 300

‘System of Demand tquations: An Espirical Comparison of Rlternative
Functional Foras®
Econometrica, Vol. 37, (156%), p. 429

Parsons D.
*The Decline in Male Labor Force Participation®
Journal of Political Ecomomy, Vol. 88, (1980), p. 117

Phlips L.
"Applied Consimption Analysis®
North Holland, (1974}

*The Demand for Leisure and donev’
Econometrica, Vol. 46, n. 5, (1978}, p. 1025

Phlips L. - F.Spinnewyn
‘Rationality versus Hyopia in Dynamic Desand Systems®
fAdvances in Econometrics, Vol. 1, JAI Press Ime. (1982)

Pieraerts P. - Phlips L.
Loisir et salaires reel en Belgique®
Recherches Economiques de Louvain, Vol. &4, (1578}

Pollack R.
"Habit Formation and Dynamic Uemand Function®
Journal of Political Econcwy, VYol. 80, (1972}, p. 743

*Habit Formation and Long-Run Utility Functions®
Journal of Economic Theory, Vol. 11, (1976}, p. 272

H
*“fanditional Deaznd Functizz:z and Cansumotion Theory®
auarterly Journal of Economics, Yel. {1949} p.60

*Conditional Demand Functions and the Implicatien:

of Separable Utility"
Southern Excroais Journal, "2l 37, (19710, p.eil

*Additive Utility Functions and Lin2ir Engal Curves®
Review of E:onomis Studizz, Vol.33, {1971),p.40L

*seneralized Seoarability®
Ezonowetrica, Vol.4d, {19703, p.é3l

250



(150)

(151

(152)

(153)

(134)

(15%)

(156)

(157

(158

(159)

(160

(161}

(182)

Pollack R, - Vales T,
"Estimation of the Linear Expenditure Systes®
Econometrica, Vol. 37, (1969), p. 461

Pollack R. - Uatcher M,

"The Relevance of the Household Production Function and Its implications
for the Allocation of Time®*

Jdournal of Political Economy, Yol. 83, (19741, p. 253

Povel! A,
"Ritken Estimators as a Tool in Allocating Predetermined Aggreqates”
JASA, Val. 4%, (Settember 1969}, p. F13

*Espirical Analysis of Demand Systeas®
Lexington Books London, (1974)

“The theory of labour supply and commsodity demand
with an endogenous marginal wage rate®
Recherches Ezonomigues de Louvain, Vol. 43, (1%79), p. 215

Prais 5.J. = Houthakker H.S,
*Ainalysis of Family Pudgets®
Casbridge University Press, Casbridge, (1971}

Rayner S.C.
“On the Identification of the Supply Curve of Working Hours®

Oxford Economiz Papers, Vol. 21, (1949}, p. 293

Rea 5.A.
*Unesployment and the Supply of Labour®
Journal of Human Resources, Vol. IX, (197¢), p. 279

*n Overview of the Labour - Supply Resuits"
Journal of Human Resources, Vol. IX, (1974), p. 158

Rossi N.
"A Dynamic Demand Systes®
LUISS, Rosa, (1782}, aimeo

Roustang G.
*Le travail autresent (travail et mode de viel®
Dunod, Paris, (1982

Roy &.
*La journee des citadins®
Futuribles, (Fevrier 1984), p. 3é

Rybezynsky T.4.
*Factor Endowment and Relative Commodity Prices”

251



(176)

am

(178)

(179)

(180)

(181

(182)

(189

(184)

(18%)

(186)

(187

(188)

Strand R. - Denburg T.
*Cyelical Variations in Civilian Labor Force Participation”
Review of Economics and Statistics (1949}

Strober M,
*Wives’ Labor Force Behavior and Family Consumption Patterns®
fmerican Economic Review Vol.é47, n.i, (1977)

Strotz R,
“The Empirical Implicaticn of the Utility Tree®

Crewaen e -

Sue R,
*Jers une societe' du temps libre: chomage ou tewp libre?*
PUF, Paris, 1982

Sweet J.A.

"The Employment of Wives and the Inequality of Family Income®
Proceedings of the American Statistical Association,

Social Statistics Section, (1971}, p. !

Theil H.
*Theory and #Heasuresent of Consumers Demand®
Vol. I and II, North Holland, Assterdam, (1975)

Tirelli D.,
*La relazione tra consuso e orarl di lavoro in tre paesi europei®
in "Inflazione e salari® a cura 4i E.Addis,

Harsilio, Padava, (198¢)

*Osservazioni sui modelli 3llocativi del consumo e del temoo di lavors®
Economia & lavoro, Anno XVIII, n.i, (1984}, p.53

Tirelli D, -Liso 6.,
*Previsioni dei consumi privati delie famiglie italiane®
Supplesento al *Rapporto di Previsione", PROMETEIA, Bologna, (1984}

Tirelli 0.- Rossini G.,
*Gli orari di lavoro nell' ottica neoclassica®
Politica ed economia, (Maggio 1983), p.79

Toikka R. - Holt €.

*Labor Force Participation and Earnings in
a Demographic Hodel of the Labor Market®
fmerican toonomic Review Vol, 46, n.2, (1976i

Trognon R,
*Composition des menages et svsteme lineaire

de depenses’

252



(189

(190)

(191)

(192)

(193

{196

(199

(196

(197

(198)

(199)

finnales de 1’INSEE, N.41, (1981), p.3

Tulpule’ A,
*Revised tstimates of Labour Supply Elasticities®
IMPACT Project, Working Paper n, B.12, Helbourne, {1980}

*Effects on the Supply of Labour Hours bv Employees of ‘hanges in Their
Conditions of Employ*
IMPACT Project, Norking Paper n, BP.2S5, Helbourne, (1980)

Unger L.5, - Kernan J.8B.

*0n the Meaning of Leisure: #An Investigation of Some Determinants of the
Subjective Experience*

Journal of Copsumer Research, Vol. ¢, (1983), p, 381

Vickery C. - Brgmann B. - Swartz K.

*Unespioyment Rate Targets and Antinflation Policy
as More Women Enter the Work Force®

fmerican Economic Review (1980)

Vined §
*1 consumi privati in Italia 1953-é¢: un'analisi econometrics®
zigrnale deqli economisti, Vol. 24, (1967, p. 361

Von Weizsacker C.C.,
*Notes on endogenous change of tastes®
Journal of Economic Theory, Vol.3, {1971}, p.345

Vales T.J. - ¥oodland 4.D.
*Estimation of the Allocation of Time for Work, Leisure and Housework®

Econometrica, Vol. &5, (1977}, p. 117

Yeiserdbs K,
*R mote cn the Discrete Specification of the State-fidjustment Hodel®
Working Paper n. 7314, Institut des Sciences Economiques Louvain, (197%)

*Hore About Dynamic Uemand Systes®
Recherches Economiques de Louvain, Vol. #0, (1978}, p, 33

Vinston €.C.
*An International Comparison of Income and Hours of Work®
Review of Economics and Statisticals, Vol. 68, (1966, p. 28

Yoodland A.D, - Wales T.J.
*Labour Supply and Progressive Taxes”
Review of Economic Studies, Vel. &6, (1979), p. 142

Yoshikara K.
"Demand Functions: An Application to the Japanese Expenditure Patterns®
Econosetrica, Vol. 37, (1969}, p. 257

253












B
1 ih &
340

¥ '

flele

il

REM
3L
T

Birpna]

FaLh Pt St &

T3,

oy
LT IS

RS T

o gy

R
‘?}k ”;,;gg}’%%
‘:’bx't‘l. e .;?'k' .

I.p“’

o
F

o
Lty
Ll
gty

A o
HeaE R,

o

A

LRI R ;‘25
st bt
g g !
Sk
ALt %
(o § AT ST
‘:{f&h&;&'a'
ol 3

QIR R 5
o i!b_. w*i‘ i
f'}f 3, Bl

b ep ,P e
i *& %ﬁt“ ]

i

Bel

i XM
O D
L4

19K

i

VPR
i,

it

4

ini
R
bl N letE ta e B A
3+ :’g;;t e 3 &:L
<

s
e
SeN

e
Rl

! Y
s (] (%
SR RO 3L o
RN
:

B
iH: 4
* 3 y : !
f.i%a.*?i*ii‘d??éf :
ikl

L
At

Lah
e

A}

it
BT, R

nu;‘;;!h'-,




