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Abstract

In a study of European growth in the interwar period, the Swed@hoaust Ingvar
Svennilson integrated a Keynesian theory of cumulative growth v8dhampeterian
analysis of economic transformation. Svennilson emphasised that inno\atwbtise
use of new technologies had been stimulated by high demand and produmvtim gr
Svennilson’s strong commitment to “Verdoorn’s Law”, which actuallg W&vennil-
son’s Law”, made it difficult to incorporate him in a Schumpetetradition. A syn-
thesis between Keynes and Schumpeter with Svennilson as a medgiataftso pre-
vented by the decisive role of entrepreneurship and the critigkeyoiesian models
in works by Schumpeter and the Swedish growth school. However, a Sgritas
been facilitated by neo-Schumpeterian theories of demand-led irorw/ahd cumu-
lative economic processes. Svennilson’s study has been supersedtst bgritribu-
tions to economics except for a theory of a negative, “Keynesiatdtionship be-
tween unemployment and growth and an exceptional “un-Verdoornian” theary tha
high aggregate demand may lead to crowding-out of new firms d¢epital markets.
Besides, Svennilson’s integration of short run and long run macro anahgisf
theoretical and empirical work is still a fruitful research strataggconomics.
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1 Introduction

In Growth and Stagnation in the European EconphenceforthGSEE the Swedish
economist Ingvar Svennilson analysed the industrial developmentrop&1913-
1938 (Svennilson, 19544)Since the study covered two complete business cycles,
Svennilson referred to an analysis of the medium term (Svennilson, 1953a,
1954b, p. 1). His main task was to explain why the most industrial@maatrees in
Europe - Great Britain, Germany, France and Belgium — expedeaevorse growth
performance in the interwar period than in the latt &8d early 28 centuries. Sven-
nilson’s study was based on an economic theory that partly preqedég,embed-
ded, the detailed industry and country survdyse theory can roughly be labeled as
Keynesian-Schumpeterian. It was rooted in the sequential versioeyofekianism
developed in the 1930s by Swedish economists influenced by Knut Wikdehas

of cumulative processes. Svennilson belonged to “the Stockholm schobBvinyg
formulated a microeconomic model where firms’ investmentgaverned by expec-
tations, e.g. determined (sequentially) by past developments (Sweennil938).
However, at the time o6SEE Svennilson was strongly influenced by Schumpeter
and by Erik Dahmén, a Swedish economist who worked in the traditioohoin®
peter and the American institutionalist school (the Veblen-Mitchell toait

GSEEattracted the attention of many development economists in the a880He
1960s (see e.g. Kuznets, 1966). But neither the theoretical developnesoiiomics
nor the orientation of later historical studies was influencedveyi@lson’smagnum
opus.Growth theory took, by its formal-mathematical and aggredateacter and its
separation between short and long run analysis, another patthéhand that Sven-
nilson had staked out BSEE At the same time, the approach@®EEwas too se-
lective, quantitative, macroeconomic and instrumental (policy odgmbesatisfy his-
torians with an ambition to offer full explanations (see Pad@56, pp. 245 and 252-
253).GSEEfell between the cracks when growth research was divided th&oeeti-
cal and a historian branch in the 1950s and 1960s.

! Svennilson’s research project was initiated bylheand partly financed by the Rockefeller Founda-
tion.

2 Svennilson was still a respected name among lgagtionomists. At the Nobel banquet 1970, the
price winner Paul A Samuelson referred to a groliSwedish great masters including Svennilson,



The growing interest in economic growth and innovations in the 1980s and|&890s

to a renaissance f@SEE The study became a salient reference at Swedish studies of
the effects of economic policy on structural change and growtRofkril991, 1997,
2001). Svennilson was seen, together with Dahmén and his mentor Johan Akerman,
as prominent representatives of a unique Swedish growth school in ecerfBdis

son Syll, 1995; Johansson and Karlson, 2002; Eliasson, 2003).

This paper describes the contentGBEEwith a particular eye on theoretical novel-
ties compared to earlier works by Svennilson (Sect. 2). A sepsgation explores
Svennilson’s analysis of the importance of business cycle swingscandmic pol-

icy for economic growth (Sect. 3). The following section scrutinigesther Svennil-
son managed to bridge the gap between Keynesian and “structural” estnsach

as Schumpeter, Akerman and Dahmén (SectG8EEis then compared with a re-
lated study from the early 1990s of the effects of Swedish dewadsain structural
change and economic growth (Sect. 5). The subsequent section corpase®-t
nomic theories olGSEEwith those of modern macroeconomics (Sect. 6). The com-

parison ends up with a discussion of the relevan&SEE(Sect. 7).

The focus in the paper is on the underpinning economic theory, not on thecspecif
analysis inGSEEof economic developments and prime driving forces in the Euro-
pean economies during the interwar period. The paper's most impsotaice beside
GSEEis an article in Swedish by Svennilson where he summarises his theorgand al
states his ideas more precisely (Svennilson, 1954b).

Bertil Ohlin, Gunnar Myrdal, Erik Lundberg, Gustavassel, Erik Lindahl and Knut Wicksell
(Samuelson, 1970).



2 The New Svennilson

Svennilson’s Law

Since the end of the 1930s, Svennilson had embraced a hypothesis thabtigh

tion growth leads to high productivity growth. Svennilson claimed in thel®dds

that he had shown such a relationship for countries and industries (Swenh#44).
Economists are referring to "Verdoorn’s Law” today. But iegually legitimate to
refer to "Svennilson’s Law” (Lundberg, 1972, pp. 315-316). The article onethe
tionship between production and productivity growth by the Dutch economdist P
Verdoorn was not published until 1949 (Verdoorn, 1949). Svennilson had probably
influenced Verdoorn during their work at the UN Economic Commission doode

in Geneva in the late 1940s (Henriksson, 1990, p. 165).

Svennilson’s explanation of why high production growth has a positieetesh pro-
ductivity developments did not rest, as many (post-)Keynesian ¢ése@n an as-
sumption of static scale advantages or learning-effects in produatstead, Sven-
nilson stressed that the introduction of new technologies requires nrargst in
physical capital. Firms extending their production capacity hbheeopportunity to
use the latest technologies. Hence, high production growth will stintila use of
new technologies and consequently enhance labour productivity grovahn{son,
1944, pp. 240-242).

Svennilson’s interpretation of Verdoorn’s Law in (Svennilson, 1944) has s$iong
larities with Wilfred Salter's and Robert Solow’s vintage tte® of later date (Salter,
1960; Solow, 1964, 1969, ch. 3). However, in contrast to Svennilson, Salter and So-
low emphasised that new vintages constitute a real threat tgitrall vintages, thus

to vintages with a minor difference between prices and variable unit cosesimtial

state’ Real wages will rise as a consequence of the new units’ demiasdafce la-

bour or production increases. In the latter case, commodity priledecrease pro-

vided that total supply has increased and commodity markets are domapdihe

% Svennilson explicitly assumed that the lengthifef 6f machines wasot a function of the introduc-
tion of new technologies (Svennilson, 1944, p. 240)



increase in real wages makes it more difficult for marguratiages to give contribu-
tions to the coverage of fixed costs. A closure of low-productive urlitenvturn re-

sult in an instant increase in aggregate labour (and totakfgobductivity and also

to a release of resources for structural change. (We asthatex postfactor substi-
tution is impossible.) The absence of a similar discussion ofaimpetitive relation
between old and new vintages in (Svennilson, 1944) shows that Svennilson still
lacked a transformation perspective when analysing the relattaredr® production

and productivity growth.

Svennilson returned to Verdoorn’s LawGSEE He still observed a strong correla-
tion between production and productivity growth for the interwar period ekam-
ple, Sweden and other countries with a high GDP growth experiengkdatour
productivity growth. Svennilson had no access to statistical methodsndethe cau-
sality at stake. Yet, he asserted that high production growth haal kegh productiv-
ity growth and not the other way round (Svennilson, 1954a, p. 57).

Our empirical picture of the relation between production and prodycgviwth is
not enriched byGSEEin comparison with (Svennilson, 1944). On the other hand,
GSEEcontains, in relation to earlier publications by Svennilson, a morelajged
theory of why changes in GDP have an impact on investmentagdun growth.

Svennilson focuses on the possibility of reinforcing cumulative processes.

Cumulative growth models

Svennilson considers two cases of self-generating cumulative pesdé&sgennilson,
1954a, p. 6, 1954b, pp. 8-10). According to Svennilson, both cases may give rise to a
positive investment trend and therefore to long run economic growtHirshease is

based on an assumption of macroeconomic balance. A higher productah it

trigger off a cumulative process since physical capital $Ghdluded in the produc-

tion function for GDP (Y) and\C = sY (if depreciations are ignored) where s is the
propensity to save in the economy. The case is very similar t8aleev model of a
closed, one-commodity, economy. A salient difference between Svenaitsanula-

tive growth theory assuming macroeconomic balance and the Solow s\t s is



exogenous in the Solow model but a function of YGIBEE- the higher the level of
GDP, the higher is the saving ratio. However, Svennilson did not digmussigin of

the initial production change.

Macroeconomic balance is not assumed in Svennilson’s second casamotilative
endogenous process. Here, an investment trend will emerge by alicaitir-
accelerator mechanism. The accelerator reflects thatrakfoa capital goods is a
function of changes in GDP. Aggregate demand is thereby partly emolas (by the
accelerator), partly a primary driving force when detemg long run growth. Sven-
nilson declared that his growth theory was akin to Roy Harrodisrdic version of
Keynes's effective demand theory (Harrod, 1948; Svennilson, 1954a, p. 6, 1954b, pp.
9-10). It is noteworthy that Svennilson’s two models of cumulative psgsein
GSEEwere based on contemporaneous, not on sequential, causal relationgleips, es
cially as he, by way of introduction, had revealed a loyaltyatdw the sequential

analysis of the Stockholm school (Svennilson, 1954a, p. 3, 1954b’ p. 2).

Svennilson considers other business-cycle variables than the atareleinen eluci-
dating the determinants of investmentsGBEE Investments are influenced by ex-
pected and realised profits, money supply and interest rate)learthat may be af-
fected by stabilisation and industrial policy. Short-run changesaset macroeco-
nomic variables can generate an investment trend if eitherqrelaiugh conditions
dominate a period which cover at least a business cycle (Svenri&bsfa, p. 6,
1954b, pp. 9-10 and 25). Probably, Svennilson also expected that an investntent tre
could arise by political-institutional and economic-structural cheigee below).
These changes might engender trends in the independent macroecearbabies or

affect their relations to investments (cf. Svennilson 1954a, p. 3, 1954b, p. 2).

Thus, Svennilson’s ambition IBSEEwas to relate the ideas of deficit demand and
cumulative developments in the Stockholm school and (post-)Keynesgiktiotra to

his earlier “Verdoornian” analysis of economic growth. He emphdsisereferences

* A contemporaneous relationship between two vaemid instant, i.e. it occurs during the same pe-
riod, but it is often possible to treat one var@lss exogenous (see, for instance, the multiplier-
accelerator theory in Harrod’s version). A sequamntlationship is one where effects follow cause o
a real time scale, thus making it possible to aeéircertain time lag structure (see Hicks, 19792fp

24, 74 and 87).



to a “Wicksell-Keynesian” tradition, that short-run macroeconomigalances could
be decisive for a country’s growth performance e.g. by gengratoumulative proc-
ess (see the accelerator). Hence, Svennilson’s determinatiamgyfun economic
growth in GSEEwas based on short-run configurations. Moreover, the discussion of
the determinants of investments was more elaboraBSiaEthan in earlier publica-
tions by the author. However, the endeavours to combine a Wickselkkian
analysis of investments, short-run macroeconomic disturbances and twvenhis-
torical processes with a structural, "Schumpeterian”, approacd savenore funda-
mental indication of a new Svennilson GSEE.The study was clearly inspired by
Erik Dahmén’s dissertation on the industrial development in Sweden intdrevar
period published in 1950 (Dahmén, 1970). Svennilson’s notidranformationis

the most obvious expression of an influence from Dahmén.

Production growth and transformation

Svennilson defined six aspects of transformatio®8EE (1) changes of production
methods, mainly in the direction of mechanisation, (2) changes of oot rela-

tions between raw materials and finished goods, (3) development ohdepvaducts

and shifts in the distribution of consumption between various end-products, (4)
changes in exports and imports in relation to the output of domedtistry, (5) re-
distributions of the labour force between different industries andpations and (6)

regional redistributions of population and production.

Svennilson claims that he had only considered the fourth aspect dorinmzatton be-

fore GSEE(see the reference in Svennilson, 1954b, p. 11 to Svennilson 1939). Sven-
nilson’s reluctance to include item 1 in leigrriculum vitaemay seem too modest re-
garding his interpretation of Verdoorn’s Law in earlier worksGBEE ,however, he
emphasises that investments in new technology mangpetitive pressuren older

firms and plants. The struggle between old and new physical cespi@hducted be-
tween firms in a particular industry or between producers of ptadistitutes. The

transformation concept iIGSEEmade it possible for Svennilson to take steps in the




direction of a complete vintage theory and also to acquire addifiengpectives on

economic growth.

According to Svennilson, the transformation process has both exogenous arel endog
nous elements in relation to investments and production growth. Strucharsde is

both a driving force behind and a function of production growth. Investments are
component of aggregate demand but also crucial for production and empldyment
their influence on the industrial composition. Conversely, transfoomatifects the
amount and character of investments, e.g. by defining the conditiotiefaccelera-

tor (Svennilson, 1954a, p. 7, 1954b, pp. 11-13 and 23-24).

Svennilson did not pay any particular attention to the effectsaotfiormation on
GDP (per capita), productivity and real wages in (Svennilson, 1954a, 1054bh).
could, for instance, have distinguished the direct and indirect etieth® six types
of transformation on a country’s labour productivity and terms-affetr&vennilson
was mainly concerned with the effects of production growth on theraepcompo-

nents of transformation.

As earlier, Svennilson focused on the impact of production growth on thef nsev
process technologies (see item 1 above). The frequency of modepmequiis
higher in an economy with higher production growth since investmesisegessary

to introduce the latest technologies (Svennilson, 1954a, pp. 9-11, 1954b, pp. 19-23).
A modernisation of an industry, or even of the whole economy, may thenebe pr
vented by low production growth, unleashed for example by a contragtiena-

nomic policy, but also by rigidities in the transformation proc&€bgse rigidities will

delay the switch to new technologies, the phasing-out of stagnatingtried and the

elimination of plants and firms with low productivity (se next section).

® Svennilson’s rare use of quantiative measureseandometrics itGSEEprimarily reflected the lack
of comparable data but probably also an influemoenfSchumpeter and Dahmén. They had warned
against the use of aggregate measures such asngicogimwth, GDP per capita and productivity at

or the full consequences of this process in terhmew or better products (Schumpeter, 1939, 1.3, 1
Dahmén, 1980, p. 31, 1996, pp. 29 and 32). Howeheryalidity of the Schumpeterian critique is lim-
ited by the fact that even structural economisty meuire macroeconomic quantitative measures.
Further, economic prosperity is not only determibgdtructural change.



There remain, however, some fallacious in Svennilson’s analygtseafelationship
between production growth and the efficiency of the capital stdéelseems to over-
look the possibility that a global competitive pressure may rasatsignificant de-
cline and even elimination of industries, firms and plants in ofakrstrialised coun-
tries which may offset the tendencies in these countriesléssaefficient physical

capital because of low production growth.

The struggle between old and new real capital takes definitatye jola the interna-
tional scene IlGSEE(Svennilson, 1954a, pp. 4, 7, 13, 42, 45 and 185-196). Svennil-
sonstates that low-productivity plants in the first industrialised atemin Western
Europe experienced harder competitive circumstances in the intpesiad by the
establishment of high-productivity plants in other countries. Later gentaeories
confirm the thesis iGSEEthat fast-growing new industrialised countries have a lar-
ger inflow of new plants, e.g. in new industries, and therefore a moadern vintage
structure than older industrialised countries. The former countries havause of
their late industrialisation, a more modern vintage structure &vamuniform produc-
tion growth (cf. Hahn and Matthews, 1970, pp. 382-386). Excessive investments in
newly industrialised countries will put a stroegternalpressure on the least efficient

vintages in the first industrialised countries.

But rigidities in the transformation process beside low productiowthr must then
be necessary condition®r the validity of Verdoorn’s Law in older industrialised
countries. These rigidities exclude the possibility that productootyld beraisedin
countries with low production growth due to eliminations of “marginal'tsuand a
transfer of free resources to high-productivity sectors and flBvsnnilson seems to
avoid the possibility by an assumption that instant threats to pfants,and indus-
tries in a country are neutralised by depreciations of thieagge rates or reductions
in relative wages (Svennilson, 1954a, p. 13, 1954b, ¢ 30).

In Svennilson’s theory, production growth may stimulate transformdijormther

phenomena than the renewal of physical capital. Rising incomeRigimel demand

® These offsetting measures will, according to Silsan, not lead to economic recovery but, on the
contrary, to lower real incomes and growth. Fotanse, a reduction in relative wages will resulaim
unfavourable specialisation in labour-intensiveustties.
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lead to changes in product composition, reflecting changes in inelasigcities, and

also to innovations by learning-effects in new industries (where éducation and
R&D is concerned) or the introduction of products and technologies #ratumprof-
itable in the past. In the latter case, Svennilson gives acdhssiample — higher in-
comes and related new demand patterns created opportunities iioradection of
Fordist production methods in American automobile industry (Svennilson, 1954a, pp.
8-9, 1954b, pp. 15-16).

In addition, Svennilson discusses the possibility of complementaryoredain the
transformation process where the attainment of higher incomes levessociated

with new products and organisations. For instance, urbanisation and mogatita |
new services and distribution channels. Here, Svennilson referred tcéB'ahmotion

of “development blocks” (see Svennilson, 1954b, p. 16; Dahmén, 1970, pp. 64-72;
Eliasson, 2000, p. 221).

In his discussion of the mechanisms behind transformation, Svennilsopaviiasi-
larly interested in a variable that is strongly correlateg@rtmuction — the level of
employment or rather, the rate of unemployment. The interwarcppsrade it obvious
that unemployment could not only fluctuate in the short run but also ahoend’
Unemployment will delay the use of labour saving technologies &uthanisation by
weakening the incentives for substitution of machines for labour. Futtimur
abundance tends to reduce labour mobility. Finally, wage earners aiténgnw ac-
cept the introduction of new technologies if the rate of unemploymmdngh (Sven-
nilson, 1954a, pp. 12, 36 and 52, 1954b, pp. 25-26).

To summarise this sectioBSEEunveiled anew Svennilson in two respects. Firstly,
the study was based on theories of short-run macroeconomic imisatarteumula-
tive processes in the Stockholm-school and Keynesian traditions. Sedonébcus-
ing on the transformation process@SEE Svennilson combined a dynamic Stock-

holmian-(post-)Keynesian and a Schumpeterian theoretical appmaithsyntheses

" We are here referring to trends despite Svenridsmpinion that analyses in the medium term do not
justify a reference to secular developments (Svsoinj 1954b, p. 1).
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made it natural for Svennilson to pay a particular interest teeffieets of business

cycle swings and economic policy on structural change.

3 Business Cycle Fluctuations and Economic Growth

Growth arguments for stabilisation policy

Business cycle conditions are centralG8EEwhen Svennilson presents the trans-
formation problems in Europe in the interwar peribdt surprisingly not when he
expounds his theoretical views. Here, Svennilson pronounces, as in other publications,
that the relation between economic fluctuations and growth is catgd, e.g. by the
importance of time lags and reciprocal causalities (Svennilson, 19p440 and 12-

13, 1954b, pp. 27-28, 1956, p. 257).

When analysing the effects of the business cycle on economic grwahnilson
formulated a dilemma in a capitalist economy — profits must Hecisuttly low to
prevent the survival of firms and plants with low productivity, but sigfitly high to
create financial prerequisites of a modernisation of remaiinimg and plants. The
business cycle is the traditional solution of the dilemma. mefft firms are elimi-
nated in the depression when profits are low and surviving firmsnadernised in

the boom when profits are high (Svennilson, 1954a, p. 35).

A conclusion that Svennilson argued for large macroeconomic fluctuati@nder to

obtain high economic growth is near at hand. A Keynesian stabiligatiary could

have delayed the elimination of marginal firms and made an expamisiagorous

firms more difficult. The conclusion seems to be supported by Svenrsils@w of

the central growth problem in early industrialised countries dihegnterwar period
— a modernisation was often postponed during peaks since profits weabvags

high enough and an elimination of ineffective firms and plants \itag @revented
during depressions by rigidities in the adjustment process (Svamnil854a, pp. 9-
10 and 34-35). Svennilson gave many examples of such rigidities -iahandow-

ments in ineffective firms, generous government supports to industrassis, pro-

tective duties, cartels, militant trade unions and conservative mi@agd owners
(Svennilson, 19544, pp. 10, 34-8, 48 and 51-52, 1954b, pp. 19-21).



12

Yet, Svennilson favoured an economic policy resulting in high and stable employment
and activity levels although without excess inflationary tenésn¢Svennilson,
1954a, p. 46). Svennilson referred to the importance of high profitsrfomoderni-
sation and to the positive side of the multiplicator-acceleragmhamism. Further, he
emphasised that low unemployment will hasten the modernisation of establisieed fir
and industries and also the transmission of resources to new dinch industries.
Svennilson was confident that productivity growth would be promoted bypgnmth

duction and employment levels in accordance with Verdoorn’s Law.

An obvious objection to Svennilson’s growth theory based on short run nslaitis
is that an expansionary stabilisation policy may delay tterdation of low produc-
tive firms (and plants) and of stagnating industries. Svennilseply was that these
plants, firms and industries will also face a real threhigit activity levels since new
technologies are embodied in investments aimed at extending the prodagiacity.
Besides, Svennilson states that adjustment barriers must be rebyosedctural re-
forms (trade liberalisation, anti-trust legislation etc.). Thus,dpinion was that the
elimination of ineffective plants and firms and the phasing-out of stagnating iedustr
should not be realised by deflationary policies but, on the contrargxpansionary
economic policies and improvements in the adjustment process. Svennasangy
convinced that labour mobility would be promoted by measures to rgigegate

demand and/or improve the functioning of the labour market.

Limitations of a Keynesian growth policy

Although supportive, Svennilson did not ignore the weaknesses of a Keynesian
growth strategy. There is an obvious risk in an inflationary econbatyindustrial
renewal will be retarded. A high level of demand and a high rat#lafion are con-
nected with low real debts for established firms and high prafigms. As a conse-
guence, these firms have low capital costs and a high capac#glfdinancing. Fur-

ther, high profits make it easier for established firms to attraetits from investors”
(Svennilson, 1954, p. 34). On the other hand, new firms have difficulties nflan i
tionary economy to borrow capital at least without paying higgsraf interest; it is

new firms in particular that are suffering from rising ietrrates in an overheated
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economy? Svennilson did not exclude the possibility that established firminans-
tries could be responsible for both modernisation and product developmehes i
economy (Svennilson, 1954a, pp. 34-35). But he regarded new firms as theupyain
pliers of new products exactly as Schumpeter had done, at leds{Schumpeter,
1942).

According to Svennilson, it is difficult to obtain both a high levelnsestment and
an optimal allocation of resources. But the balance act will adtte industrial stag-
nation in the general case. The expansion of established firmsnfisgionary econ-
omy will often overshadow any tendencies to a low production growth @mse-
guence of misallocations of production resources. Further, high mohiligbour
markets when unemployment is low will counterbalance any tendencieoio &gt
ternal” structural change. (Svennilson did not use the notions ariedt and "inter-
nal” structural change IGSEE) In addition, high profits when aggregate demand is
high will create incentives for entrepreneurship offsetting éneléncy to less entre-
preneurship due to rising interest rates. Svennilson was certdirththanegative
growth effects of a high activity level are only dominatingountries with hyperin-
flation (Svennilson, 1954a, p. 35).

Svennilson gives no room {BSEEfor a conjecture that “internal” transformation will

be promoted byow aggregate demand. For instance, he excludes the possibility that
high actual profits may weaken firms’ innovation capabilitiesngestments in new
knowledge. He further precludes the possibility that enforced innovahoaseaces-

sion (or a depression) will become profitable in the following regoaed also lay

the ground for a successful industrial development in the long run. Tossibifities

are discussed in an "orthodox” Schumpeterian tradition (see nexirgedthey are

also stressed in the theory of transformation pressure develop@deden in the
1990s (Erixon, 1991, 2001).

It is a weakness iIGSEEthat the polar driving forces "pressure” and "opportunities”

have an unambiguously negative and positive impact respectively on lingveiss

8 Svennilson (1954a, pp. 24, 34-36 and 49-50). Sismclaimed on historical grounds that expecta-
tions of depreciations in an inflationary economiit igad to higher rates of interest and/or capéed
port.
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of firms to invest in knowledge and on their capacity to produce new kdgel
Svennilson did not even sugges@8EEthat rationalisations could be encouraged by
a recession. Recoveries/peaks will always have a positivectetind reces-
sions/troughs always a negative effect on firms’ productivity.

Svennilson had in fact formulated a behaviour hypothesis at the einel 830s and

the beginning of the 1940s that was more in line with the theotsan$formation
pressure. Despite an expected recession, the prospects were g8ededi@n in the
medium-term considering that the individuals’ power of initiatine @nergy might

be stimulated by difficulties. Here, but not BSEE a cumulative positive develop-
ment will emerge by aegativedemand shock (Svennilson, 1942; Henriksson, 1990,
pp. 93 and 170). Svennilson was too shaped by the postwar Keynesian revolution to
keep hold of an "orthodoxian” Schumpeterian hypothesis like tHaSIBE

4 Did Svennilson become a Schumpeterian?

Svennilson and the Schumpeterian view of innovations

Svennilson considered IBSEEthat business cycle phenomena might have growth
effects and that the business cycle is formed by the trarsfiomprocess. This inte-
gration between business-cycle and growth analysis was compatibl@ Bchum-
peterian theoretical perspective. By his basis in the StockhdhwmokcSvennilson
found it natural to concentrate on the impact of business-cycle \exiahleconomic
growth. In contrast, Schumpeter had primarily analysed the iayp&tof innovations
for business cycles of varying lengthBasiness Cycle&Schumpeter, 1939). Dahmén
was strongly influenced bgusiness Cyclesven though he studied the transformation
procesger serather than the effects of this process on the business cychsskeeed
that business cycle swings in Sweden had become more interngtidetdimined
over time but also been shaped by domestic stabilisation polictég interwar pe-
riod (cf. Dahmeén, 1970, pp. 29-43 and 403-410). In fact, Svennilson had a sknilar e
ogenous view of the business cycle when analysing individual coumrieSEE
(Svennilson, 1954b, p. 27). The interesting question is whether thergyrifecant
differences between Svennilson and the Schumpeterians where ltfssanfasimilar

industrial problems is concerned.
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Svennilson’s and Dahmén’s notion of economic transformation includes Schum-
peter’s innovations, i.e. new technologies, organisations, products akdtsndout

also the struggle between these novelties and established tecobsmoddg (cf.
Schumpeter, 1939, Volume |, p. 84; Dahmén, 1970, p. 4). Thus, their definition of
transformation considers not only innovatiges sebut also the consequences of in-
novations for competitive conditions and demand patterns. Svennilson’s and Dah-
mén’s concentration on the transformation process is reasonabldimggdue diffi-
culties to define innovations without taking account of the effeatewftechnologies

etc. on demand and competition.

However, Svennilson’s and Dahmeén’s transformation concepts are notcadlenti
Svennilson considers not only the effects of innovations on market riaattyde-
mand structures but also the diffusion of innovations between firms andrieslus
There are other conceptual differences between Svennilson and iDafmarésforma-
tion is only determined by innovations in (Dahmén, 1970). Analogously, “edonom
evolution” is only explained by innovations in Schumpet8utsiness Cyclesven if
the term is general enough to cover the diffusion of innovationsSskempeter,
1939, Volume 1, p. 86). IGSEE,transformation is also affected by autonomous
changes of population, demand patterns and saving ratios, trade and ecpaolpmi
cies and by strategic firm decisions (Svennilson, 1954a, p. 11, 1954b, p. 13).

Svennilson mentions a more essential difference between him a8dhmpeterian
economists — he has another view of the prime driving forces betnodations, par-
ticularly in comparison with Schumpeter. By Schumpeter's empluasientrepre-
neurship, innovations are exogenously determined, at least in relatd@miand, in
Business CyclegSvennilson, 1954b, pp. 13-14). Needs are not prime driving forces
but possibly necessary conditions for economic development. “In mary’cae-
mand is simply a consequence of entrepreneurship (Schumpeter, 1939, Molpme |
1035). Schumpeter takes a further step in the first volumBusfness Cycleby
claiming “that the great majority of changes in commoditeasumed has been
forced by producers on consumers...”. He even maintains that a coAsaneso-
nomic evolution “...is not important enough to matter...” (Schumpeter, 1939, Volume
l, pp. 73-74).
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Dahmén’s principal view of innovations is similar to Schumpetet’ss krue that
Dahmén makes a distinction between “demand pull” and “supply push” aviays-

ing the expansion of progressive industries. But production increasés damand

pull are not associated with innovations or even with a transform&oyrexample,
stabilisation policies influence GDP growth by its immediajgragate demand ef-
fects and not by their impact on the transformation protéasstabilisation policy
without any innovation effects may still lead to transformaticcoeting to Svennil-
son’s conception.) A supply push, with Dahmén’s terminology, will embygex-
ogenous innovations in line with Schumpeter’s view (Dahmeén, 1970, pp. 47-48). It is
true that Dahmén discussed the possibility of demand-led innovationsnilSua
called attention to Dahmén’s hypothesis, especially in his thebryevelopment
blocks, that changes of national income and GDP can influence the tnaaisor
process (Svennilson, 1954b, p. 6). Dahmén, however, was not inclined to put a strong
weight on a demand-led innovation mechanism. Innovations have almogs dtwa
some extent, and very often to a full extent, created their owketsay leading to

improvements of product qualities and/or price reductions (Dahmén, 1970, p. 68).

Dahmeén does discuss the possibility of cumulative economic procesgdeahimén,
1970). Here, Dahmén refers not only to the emergence of a virtuous G gir-

cle per se,similar to Svennilson’s two cases of cumulative processes (vilneoga-

tions are ignored), or to a dissemination of new technologies detimelustries.
Dahmén also discusses the possibility that the expansion of progrésdustries
leads to new innovations either within or outside these industries. udoweue to

the ideas of innovation clusters Business CyclesDahmén focused on supply
mechanisms in his discussion of a cumulative innovation process (cf. feteum
1939, Volume I, pp. 100-101 and 131). Some innovations will either create new inno-
vations because of complementary technologies and the formation effrengurial

skill or increase the profitability of old innovations (Dahmeén, 1970, pp. 72-75).

® Svennilson questioned, although without any eiplieference to Dahmén, that an economic expan-
sion is possible without transformation: “uniforprogress’ without transformation can be regarded
only as a highly abstract and theoretical concepti¢see Svennilson, 1954a, p. 7, 1954b, p. 12 and
also Schumpeter, 1939, Volume I, p. 94).
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Svennilson agreed with Schumpeter and Dahmeén that entrepreneuisinipcsssary
condition for innovations. But he also emphasised that demand is a mecesxH-
tion for the creation and spread of new ideas. High demand and prodgiciotin
will e.g. speed up technological progress and the use of new tecieso{8gennil-
son, 1954a, p. 9, 1954b, pp. 17-18).

Schumpeter's and Dahmén’s strong accentuation of entrepreneueatm<of de-
mand makes it difficult to establish a consensus around Svennilson’si@aaldity-
pothesis that high demand and production growth, exactly as entreprepearshi
necessary conditions for innovations. However, by his Verdoornian inteipnetd

the relationship between production and productivity growth, Svennilson hime=lf w
restricted in arguing for a conditional view. His Verdoornianrprigtation is more
reasonable if demand factors have a stronger influence than sugialss faver the
innovation process. By pleading for Verdoorn’s LaviG8EE Svennilson contributed

to the discrepancy between a Schumpeterian and Keynesian analysis of innovations.

Moreover, studies of Swedish industrial developments in the interwiadpefer no
unambiguous support to Svennilson’s conditional hypothesis that high desand i
necessary condition for innovations. The lack of a strong demand pull ¥D2ds,
reflecting low domestic demand growth, was compatible with a ywidas introduc-

tion (often by established firms) of new production methods, organisat@hgrod-

ucts (Dahmeén, 1970, pp. 125-131 and 393-403). Further, Svennilson’s Verdoornian
interpretation of the positive correlation between production and produajnatyth

in Swedish manufacturing in the interwar period is not obvious. A supEped
transformation of Swedish manufacturing in the 1920s, primarilyriysfiadoption

of U.S innovations, may have laid the ground for a high production growth in the

1930s contradicting Verdoorn’s Law.

The Schumpeterian critique of Keynesianism

There are other reasons for a controversy between Svennilson andp8tdman
economists than their diverging views of the determinants of innovatwesinilson
is hit by Schumpeter’s criticism of post-Keynesian(-Kalankitheories of cumulative

endogenous processes.
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Schumpeter emphasised in his critique of Michal Kalecki's aateletheory (where
time lags are assumed) that an initial investment, or evemtad innovation, cannot
produce a sustainable cumulative process unless new “disturbaicces” The initial
disturbance will be neutralised by an equilibrium mechanism desised by
changes of factor prices (due to inelastic supply) and intextest (Schumpeter, 1939,
Volume I, pp. 78-79, 89-91, 131-132 and 185-188). We have earlier given examples
of endogenous innovation processes that are either supply-initigeedsumpeter
and Dahmén) or demand-initiated (see Svennilson). However, Svennilsontases
of cumulative processes BSEEwere not based on an explicit assumption of en-
dogenous innovations. His growth theory suffers then from the samkness as
Harrod’s and Kalecki’'s original cumulative models accordingsathhumpeter’'s (le-

gitimate) critique.

It would have been easy for Svennilson to refer to the importancenadrad condi-
tions and production growth for innovations when explaining the emergencauef a
rable cumulative process. He could also have referred to thenedsté rigidities
(and related time delays) when prices, wages and interestae¢ adjusted to indi-
vidual macroeconomic shocks permitting cumulative processes aing¢hstmedium
term. Yet, it is not certain that Svennilson would have succeededdgelihe gap
between the Keynesians and their Schumpeterian reviewerselfigrence to endoge-
nous innovations or inertia in the adjustment process when analysingjativen

processes.

Schumpeter’s critique of KeynesZeneral Theoryor being too static and too aggre-
gate for making a proper diagnosis of stagnation problemsing agdustrialised
countries is well known. But both Akerman and Dahmén had a profoupticstet-
titude towards the Stockholm school as well. They regarded thgaelkan, Stock-
holm-school and also the neoclassical theories as examplealafilation models”
(choice-theoretical analysis) characterised by an abstraonrafttime and an inde-
terminate institutional framework (Akerman, 1960, pp. 279-283). Calculataxteis
are tools of economic planning rather than devices for analysestofical relations.
Instead, Akerman and Dahmén advocated "causal analysis” in econ@miego-

nomic-historical approach that does not exclude partial studies alidtiwection of
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stable relationships and prime driving forces (Akerman, 1960, p. 271-276; Bahmé
1970, p. 8, 1980, pp. 38-39). According to Akerman and Dahmén, Schumpeter satis-
fied the criteria for causal analysisBuisiness CyclesThe question is whether Sven-
nilson’s analysis iIlGSEEwas dynamic and institutional enough to convince Swedish

Schumpeterians that he had turned from calculation models to causal analysis.

Akerman and Dahmén often rejected that analyses based on macroeconorepts
such as production growth, investments and factor prices are aawsaéal sense.
Svennilson was never a direct target, but the sequential analy&sennilson, 1938)
and also the Stockholmian-Keynesian analysiS8EEmay both be hit by Aker-
man’s and Dahmén’s critique. In addition, Svennilson’s programme fauribest
studies in economics after the publicatiorGEEEshows that he was anxious to draw
a clear line between economic and historical analyses. An ibkvipecialisation of
labour between economists and historians could imply that economisentrabe on
the relation between investments and production growth and on determhadraset
easiest to affect. Historians, on the other hand, could inveshigatenvestments are
determined by the social structure and political environment otmixepreneurial
class (Svennilson, 1954b, pp. 2 and 4-5, 1956, pp. 258-259).

An application of Svennilson’s programme for economic analyses of inatproc-
esses restricts the possibilities to develop "institutional ecmsdn-urther, parts of
Dahmén’s analysis of the transformation process in Swedish iretustrihe interwar
period will fall outside the domain of economics (cf. Dahmén, 1970, pp. 56+58). |
fact, when analysing obstacles to transformation in Wedterope in the interwar

period, Svennilson went beyond his own research programme for economists.

Reconciliation and remaining divergences

The methodological disparity between Dahmén and Svennilson shall eaagger-

ated. Eager to mark a difference between a historical anebfiented research on

the one hand and a structural economic analysis on the other hand, Dredsrap
proached the methodological position of Svennilson. In the 1980s and 1990s, Dahmén
emphasised the merits of a macroeconomic, and even of an ecorubiticelp per-

spective on the transformation process (cf. Dahmeén, 1980, pp. 35-45 and Dahmén,
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1989, pp. 15-20). At the same time, Dahmén opposed economic-history shadies t
used macroeconomic concepts but were characterised by sweefbarghistory-
philosophical, statements about different social development phadesébal989,

p. 17). Dahmeén’s criticism was probably directed at studies ofwawgs by the so-
called Lund school of economic history. But the critique did also hitntiie inspira-
tion source of (Dahmén, 1970) — SchumpetBusiness CycledHowever, the time,
industry and country specific character ®SEE made Svennilson immune to this

type of critique.

Dahmén has not only converged to Svennilson’s methodological standpdB8&h

in later decades. He has also showed an appreciation of Svennilsoitiessy be-
tween a supply-oriented Schumpeterian and a demand-oriented Keynesiaofvi
innovations (Dahmén, 1980, pp. 43-44). Besides, in his enumeration of neglected re-
search issues in mainstream economics, Dahmén has given anrewngersprece-
dence to the hypothesis GSEEthat new firms are disfavoured by inflation and ex-
pansionary economic policies (cf. Dahmén, 1995, pp. 14-15, 1998, pp. 71-74).

The renewed interest in innovations and entrepreneurship in economiesttsnc
1970s has facilitated the incorporation of Svennilson in a Schumpeteadinon.
Neo-Schumpeterians have a strong preference for Jacob Schmookler’atimmov
theory. Here, high demand will stimulate R&D investments and dthewledge-
enhancing activities, primary by its positive effects on exgoestles, thus by an ac-
celerator mechanism (Schmookler, 1966, 1972). In addition, during the latadede
technology historians have pronounced the reciprocal relationship betwesrctpr

and technology developments on the one hand and demand conditions on the other
hand (Kline and Rosenberg, 1986, pp. 289-290).

Richard Nelson and Sidney Winter have formulated a neo-Schumpetenamatve
model where profits in innovative firms will lead to new innovationddwylitating
the financing of R&D investments. (The model assumes scale adeanta R&D.)
The pioneer firms will thereby obtain new innovation profits whictum will result
in new R&D investments and innovations etc. Nelson and Winter had thaambi
describe an endogenous concentration process but also to explain macraeconom

growth. Overall productivity growth is stimulated by the fdt innovations by the
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pioneering firms are imitated by other firms (Nelson and Wirit@78, pp. 525-541;
Nelson, 1995, pp. 68-72).

Nelson and Winter's neo-Schumpeterian analysis of a cumulativelgmecess is
not identical to Svennilson’s IGSEE In the Nelson-Winter model, the self-
reinforcing effect arises by the importance of self-fimagcnot by the accelerator.
However, by its focus on a business-cycle variable, prextpost the difference to
Svennilson’s cumulative theory is marginal only. (In other “Schumiagteompeti-
tion models”, the amplifying effect emerges by learningdbing.) Since Svennilson
did not define the origin of the cumulative process, it is also podsildiude in his

case to a random innovation as in the Nelson-Winter model.

But Svennilson’s growth theory BSEEand the neo-Schumpeterian theory of cumu-
lative growth deviate both from the theory of transformation presdure latter the-

ory is based on a hypothesis that innovations, or the spread of innovat®simu-

lated bylow demand andow profits. We have already related this hypothesis to
Svennilson’s earlier work and also to an orthodox Schumpeterian tradispitedis
peripheral position iBusiness Cycle§Schumpeter, 1939, Volume |, pp. 134, 143 and
189). Schumpeter’'s main thesis is that prosperity inevitable l@adscession but
prosperity (after a recovery) is explained exogenously bygr@neurship, not by the
preceding recession (Schumpeter, 1939, Volume |, pp. 139 and 156-157). Schum-
peter's and Dahmén’s concepts "creative destruction” and "tgatine side of the
transformation (development) process” respectively were detocasalyse the con-
sequences, not the determinants, of innovations (cf. Dahmén, 1970, pp. 46, 49 and
394). But orthodox followers of Schumpeter have emphasised that innovatmns
stimulated not only by intense competition and low entry barrierglbatby depres-

sions (Van Duijn, 1983, pp. 137-143).

Svennilson’s theory ilGSEEand the orthodox Schumpeterian theory both assume
that production growth influence productivity growth and not vice versa &shum-
peter's and Dahmén’s main cases. But the character of thiemskap differs in the

two theories. According to the orthodox Schumpeterian theory, high production
growth will lead tolow productivity growth. Svennilson’s correlation studies of

Swedish manufacturing in the interwar period do not exclude a detegadive rela-
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tionship of this kind. High productivity growth in the 1920s may have begsedaby
a hard international competitive pressure but also by a regrictonetary and ex-
change-rate policies and a depression in the beginning of thdedézfa Dahmén,
1996, p. 37).

This section has discussed whether Svennilson, by focusing on innovationansnd t
formation processes and by integrating business-cycle and growtlses)ddgcame a
Schumpeterian economist (8SEE.Svennilson’s emphasis on the importance of de-
mand and production growth has no correspondence in preceding works loy-Schu
peter and Dahmeé consensus about a thesis that both entrepreneurship and demand
are necessary conditions for innovations seems possible. But a eengehsdered

by the superiority of entrepreneurship in Schumpeter's and Dahmweénks. A theo-
retical synthesis is further prevented by Svennilson’s Verdoornam @f the rela-
tionship between production and productivity growth and by his cumulative lgrowt
models without endogenous innovations. Methodological divergences also exist b
tween Svennilson and the Schumpeterians because of Svennilson’s dehsitat
institutional economics and the Akerman-Dahmén’s critique of "caticl models”.
However, the antagonism between Svennilson and the Schumpeterians hatibeen
gated by Dahmén’s convergence to Svennilson’s methodological andtitedqresi-
tions and the development of a neo-Schumpeterian theory, in which shorterto ma
economic variables may generate reinforcing cumulative prese8scomplete con-
vergence between Keynes and Schumpeter by Svennilson’s mediaiartuided by

an orthodox Schumpeterian hypothesis tloat demand and production growth is
beneficial for innovations and productivity. However, the hypothesisahdgect

counterpart in Svennilson’s writings bef@&SEE.

5 Growth analyses in the spirit of Svennilson

According to an influential argument in Sweden in the early 199setitive
devaluations of the SEK had contributed to a relatively poor produgbierfgrmance
of Swedish manufacturing during the two preceding decades. Madudgons were
accused of having delayed external structural change and wegbkems’ propensity

to rationalise and introduce new organisations, products and production methods. The



23

Swedish Productivity Commission concluded that transformation pressseoo

weak, particularly during the 1980s (Swedish Productivity Commission, 1992).

The relationships between exchange rate policies, transformatissupee structural
change and productivity were analysed in an expert report to theiSwProductivity
Commission. The report was e.g. inspired by the Swedish growth|salcaaling
GSEE.However, the report's main hypothesis that Swedish growth had Hare-
pered by devaluation policies was an obvious break with Svennilson’s Veialoor
view in GSEE The general theory of transformation pressure was basedjoitive
psychological research on individual attitudes and creativitiegtarnal threats (see
Erixon, 2001). The theory was in accordance with, although not diredthemnced
by, Svennilson’s works befo@SEE

The expert report under discussion defined some structural varibatesdre seea

priori as strategic when analysing the effects of devaluationsoglugivity. Modern
trade theory had up to then only analysed the structural efféatsvaluations in
terms of a reallocation of resources from the sheltered to thre sgmtor (see Jones
and Corden, 1976; Norman, 1986). These models were too disaggregate to bapture t
effects of exchange-rate changes on a country’s economic growsimultaneously

too aggregate to give a diversified picture of the structuratestf William Baumokt

al have discussed the effects of devaluations/depreciations on natiowdh gBau-

mol, Blackman and Wolff, 1989). They raised the question whether devalua-
tions/depreciations could neutralise the negative GDP effects refatively weak
productivity performance. Their analysis confirmed the hypothesisieofSivedish
Productivity Commission that devaluations could hamper economic growtk: Ho
ever, the conclusion of Baumet al that devaluations will specialise countries in in-

dustries using cheap labour as a competitive advantage is not obviober,Rirate-

1 The notion of "transformation pressure” was ineehby Dahmén. However, it had another meaning
in (Dahmén, 1970) than in later works by Dahmén(Dahmén, 1970), "pressures from the negative
side of the development process” and "the negatitle of the transformation process” (see Sect. 4
above) were synonymous concepts coveringctiresequencesf innovations. In the course of time,
Dahmén began to use the concept "transformatiosspre” when analysing thdriving forces behind
innovations, but he did not reserve it first foe ttase ohegativedriving forces(Dahmén, 1980, pp.
46-47, 1986, pp. 119-120, 1989, p. 6). The preSerdish view of transformation pressure as a nega-
tive external driving force was formed in the beudiy of the 1990s by the Swedish Productivity
Commission — a transformation pressure will arisendlividual firms if external events result inig-s
nificant profit decline and even in a real threathe firms’ existence unless steps are takendease
their productivity (cf. Erixon, 1991, pp. 261-263)01, pp. 6-9; Dahmén, 1998, p. 67).
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gic structural variables were missing when they disentartgednpact of devalua-

tions on industrial structure

The expert report to the Swedish Productivity Commission defined stinetural
variables which could be strategic for the relationship betweenudéwams and pro-
ductivity or productivity growth on the industry and country level: Jpogkshare 2)
import penetration 3) relative weight for imported inputs 4) foreigmdwang, 5) fre-
guency of new establishments, 6) vintage structure, 7) R&D inte83ifym concen-
tration and 9) capital intensity. The study did not setffgiori the nature of the rela-
tionship between these structural conditions and productivity in case 14 2n4d, 8.
For example, a significant increase in profit margins aftde\aluation in countries
and industries with high export shares will hamper productivity graetiording to a
hypothesis about the advantages of transformation pressure. But igfitemargins
may enhance productivity if self-financing is important for inmestts (embodying

new technologies) and profit expectations are strongly governed by actitsl. pr

The structural analyse above was patrtially inspire@B¥E(Erixon, 1991, pp. 251-
252, 294-302 and 391-392). The inclusion of item 5 mainly reflected the subtle di
cussion iINGSEEof the relationship between business-cycle conditions and the fre-
guency of new firms. Svennilson had not excluded the possibility thatpamsn-

ary economic policy could favour established firms at the expensevofirms. The
study for the Swedish Productivity Commission assumed that nes firay benefit
less than established firms from a devaluation and that thegweanbe worse off.

But the study did not defin@ priori whether devaluations have a positive or negative

effect on the frequency of new establishments (see Erixon, 1991, p. 301).

The study for the Swedish Productivity Commission was not based on a theory of mu-
tual cumulative relations aSSEE. The assumption was made that individual ex-
change-rate changes have temporary effects only on GDiduétrial composition
effects are ignored. For instance, a devaluation will induce nomiagé increases

and also impede productivity if productivity moves countercyclicadlyegpected in

the theory of transformation pressure. (We are referringtbareeasures of total fac-

tor productivity and labour productivity based on variable labour.) Irfitsiecase,

the expert report followed Schumpeter and neoclassical equilibrianoexsts rather
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than Svennilson. Further, it was assumed in the study under disctsgighobalisa-
tion of financial markets has gradually made it more diffiquisall open countries
to create virtuous growth circles by expansionary economic-poli@sunes. Since
the devaluation effects on profit margins were assumed to be tampbraas also
expected that the effects on firms’ productivity (level or growtlere temporary

whether higher profit margins have a positive or negative impact on productivity.

A confirmation of a hypothesis that the negative (or positiectsf of an expansion-
ary economic policy on firms’ productivity are temporary only doesemotude the
possibility that individual devaluations could have hampered (or promoted}hy
during a particular decade. The view is confirmed by the prodtyctevelopment in
Swedish manufacturing during the 1980s but also by the strong rgaov@oductiv-
ity during the first part of the 1990s. A harder transformati@ssure then induced
firms to use the large potentials for rationalisation that had beilt up in the 1980s
and to speed up the introduction of new work organisations. Further, itieyval a
theory that economic policy measures have temporary effectoorfiyms’ produc-
tivity does not preclude the possibility that devaluations may h@ezraanent effect
on aggregate productivity (level or growth) by their impactralustrial structure. A
possible transfer of resources to firms and industries with lodugativity levels and
productivity growth will, ceteris paribusyeduce overall productivity growth. Thus,
Svennilson’s conclusion that economic policy has long run effects on economic
growth was not excluded in the study for the Swedish Productivityn@ssion even

if the multiplier-accelerator theory was rejected.

6 Svennilson and modern macroeconomics

The neoclassical new-growth theory has in common with the thé@@pBEthat the
development and use of new technologies or better, of new knowledgeermioge-

nous process (P. Romer, 1986, 1990; Grossman and Helpman, 1994; Barro and Sala-i-
Martin, 1995; D. Romer, 2001, ch. 3). In many new-growth models (including Pa
Romer’s original one), human capital and also the existence stdcioodedge, are

inputs in the production of new ideas. Internal learning effects ectthological
complementaries explain why investments in R&D and human capiitaluwder

some assumptions, start a cumulative process of sustainable anaceekerating la-
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bour productivity growth. In addition, investments in R&D, human capital Eadim

physical capital could lead to sustainable growth if they ammected with positive
spillover effects. Moreover, the new-growth literature makesreetes to learning
effects in the production of goods and — as SvennilsoG3EE — to embodied

technological progress (see Hammond and Rodriguez-Clare, 1993, pp. 399-400).

The development of new knowledge is also endogenous in the new-growthliieory
the assumption that firms have the opportunity to appropriate (tempaomnanopoly
profits by patents etc. By their analysis of the innovation psoeesl treatment of
monopoly profits as a market incentive for investments in R&D, newtty theorists
have paved the way for a synthesis between the neoclassisdhdgheory and (parts
of) the Schumpeterian theory (Aghion and Howitt, 1998).

Svennilson’s analysis of innovations and cumulative procesg€eSHEdid not inevi-
tably make him a precursor of the new growth theory or of the neaxdas
Schumpeterian symbiosis. In his reproduction of a self-reinforcingilatine proc-
ess, the development of new ideas was not endogenous and investments agfe not
sociated with knowledge-spillover or learning effects. Solow’s basigclassical
growth model had showed for the case of macroeconomic balandediestses in
saving and investment ratios have no permanent impact on labour prodgrbwiti

if the returns on physical investments are decreasing and tecitabloggress is ex-
ogenous. New-growth theorists then added that higher saving and iamestatios
are unable to boost productivity growth even if unemployment prevaiteeimitial
state. The tendency to decreasing returns on physical investoeeotses decisive at

a growing shortage of labour (cf. Aghion and Howitt, 1998, pp. 24-25).

It is true that fiscal stimulants may have a positiveatfom growth in the long run in
the new growth theory, exactly as in Svennilson’s cumulative caeeut any mac-
roeconomic balance. But in the new growth theory, the subsequentsmérea-

vestments is associated with the development (or spread) of nedekigewFurther,
investments are influenced here by supply-side changes, for instdngbeeasaving
ratio, not by the accelerator as in Svennilson’s theory. New-greaghomists take
for granted that a positive demand shock or a lax economic policgemiérally lead

to increases in interest rates and nominal wages; they retetdhthe appearance of
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input shortages (as Schumpeter) or to rational expectations. Tstnagipt mecha-
nism will even prevent a permanent increase in investments, and gustaamable
increase in the level of labour productivity, in the case of emboddauthdgical

progress.

It is perhaps anachronistic to blame Svennilson for not havingedefn the mid
1950s under which conditions a cumulative economic development will artke a
generate long-run economic growth. Nevertheless, Svennilson seeim@detaban-
doned the multiplicator-accelerator theory after the breakthrougheo€lassical

growth theory.

In the mid 1960s, Svennilson formalised a vintage theory within the frarkest a
neoclassical one-commodity model with perfect competition on productadodrl
markets (Svennilson, 1964). He assumed that new technologies couldebeajtital
or labour intensive and, further, more or less difficult to apply torolahages. It can
be questioned whether Svennilson made any significant contribution tontage
theory already developed by Solow and Salter. By its formaiAsced character and,
especially, its neoclassical equilibrium framework, Svennilson’sagentmodel is
predominantly of interest for being a break with the approad@SEE Svennilson
excluded the possibility of a multiplier-accelerator mecharbgran assumption that

full employment is always guaranteed by stabilisation policy.

Thus, Svennilson’s conversion to neoclassical economics in the 1960s didutiot res
in any attempts by him to model an endogenous knowledge process, biyt imex
departure from the multiplier-accelerator theory. It is otheripatibns thanGSEE

and (Svennilson, 1964) that warrant a conclusion that Svennilson wasumifeeof
new growth theory. Since the mid 1950s, Svennilson had discussed the mopata
human capital and R&D for the development and use of new knowledge]atien-

ship between R&D and human capital, learning effects in the prodwftgoods and
knowledge, and the existence of technological spillover effectsgge Svennilson,
1966).

But Svennilson’s position as a forerunner of new growth theory doeautamati-

cally render him a status as a good theoretical example.tdsay-growth econo-
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mists have already defined under which conditions a cumulative inopvatocess
will lead to temporary and permanent growth in labour productivity. Téwclu-
sions are based on explicit assumptions about population growth, proportions of
physical capital and population (or human capital) in the production oficeas,
product and labour market conditions, the character of technological $sognel

about marginal returns on investments in R&D, physical capital and education.

To summarise, the analysis by new growth economists of cumulatiowledge
processes and their specification of the conditions for sustainablhghave re-
duced the validity of Svennilson’s growth theory. In addition, many gr@mth
economists have adopted a transformation perspective reminding oh t6SEE
They make a distinction between finished goods and input goods industried; know
edge and product producing industries, and further between export and laoke¢ m
industries (see e.g. Grossman and Helpman, 1991). The sociologidétalpahd
psychological restrictions on the transformation process allersehccounted for in

the new-growth theory. But it is difficult to criticise the ding on these grounds fol-

lowing Svennilson’s programme for an economic historical research.

At the same time, a conclusion that the new growth theory is supersvennilson’s
theories iINGSEEIn all respects is too hasty. New-growth models give a mylieest
picture of the driving forces behind innovations than Svennilson’s corresponding
analysis inGSEE. Their specification of the conditions for balanced (or optimal)
growth when new knowledge is endogenous has widened rather thaweththe

gap between theoretical and empirical analysis in growth econadi€sot obvious

that new growth theories serve as a better guide to histstigdies than “inductive

theories of the type that are dominanGSEE.

We will finally compare the analysis of the business cycl&8EEwith the analo-
gous analysis in modern macroeconomics. Macro economists ofteolgsgons to
the Keynesian assumption of procyclical profit margins (cf. keigwiew inGeneral
Theory. Svennilson made a similar assumption, although implicityG8EE But
modern macroeconomists find it equally plausible that profit mangang counter-
cyclically because of rigidities in the price adjustment ped¢es combination with

flexible nominal wages) or countercyclical mark-ups. Their etgiens that profit
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margins and mark-ups will move countercyclically are confirmedheyempirical
literature, at least for major OECD countries (Galeotti Sndiantarelli, 1998; Mar-
tins and Scarpetta, 1999; Romer, 2001, pp. 26 and 258-260).

But there are indications that profit margins in small WesEuropean countries
move cyclically in accordance with Svennilson view, particuldriyyé countries are
specialised in exports of raw materials and semi-finished gabdkifidbeck, 1993,
96-98). Here, export prices fluctuate strongly while nominal wagdpsstaslowly to

changes in aggregate demand e.g. due to central wage negagiatogements.
Svennilson’s view of the relationship between economic policy and pnafigins is

confirmed by analyses of devaluation policies in Sweden in the 19708e&ad880s.
Prices and profit margins increased after a devaluation, instantith a delay de-
pending on the ability of domestic firms to control world marketgsri¢Erixon,

1991).

In any case, Svennilson’s analysis of the relation between theebastycle and eco-
nomic growth does not need any assumption of procyclical profit margins. Tled cruc
point in his integrated business-cycle and growth theory is itinad’fability to self-
finance investments is raised in an economic recovery. It iygrcal (real) profits
rather than procyclical profit margins (or countercyclical ieages) that are neces-
sary conditions in Svennilson’s theory. Profits, and also profit shareften more

procyclical than profit margins because of fixed labour costs.

7 The relevancy ofGSEE

The development, introduction and spread of new ideas are an uncegaidedy
process (Kline and Rosenberg, 1986). At the same time, some techrlofogica
commercial breakthroughs put distinct restrictions on the developmemwoideas
by complementarities between technologies or products, learrfewsefn produc-
tion and R&D, and the existence of technique-specific educations gadisations
(cf. David, 2001). Other growth trajectories will be eliminatedurvive in the wake
of successful technology systems and product designs. Sometimasdeledoped
along a discontinued or marginal growth trajectory may becometerfest within a

winning technological paradigm or because of new demand patteisstrie that
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these ideas are often dispensable for the further developmeetvdechnologies and
products. But the current knowledge stock might have been ldrgdternative
growth paths had been allowed to coexist on equal terms witlealleng invention

and innovation systems.

The synthesis between Keynes and Schumpet@SIiBEdid not become the corner-
stone of a new "growth trajectory” in economics that the authohbpdd for. Later
growth theories of balanced growth and embodied technologicalgsogrere not
influenced byGSEE.By their one-commodity models, neoclassical growth theorists
focused on some aspect of transformation or neglected the traastrmprocess
completely. Further, economists in the Schumpeterian and Keyresilions (out-
side Sweden) were not influenced GBEEand they were uninformed of that Ver-

doorn’s Law was Svennilson’s Law.

Svennilson’s emphasis on product market conditions and application of cwaulati
macroeconomic theories when analysing innovations and economic growth wa
unique for the time of5SEE.But the question is whether Svennilson’s theoretical
perspective is still valid. A stronger position in economics for idgagar to those of
GSEEduring the 1950s and the 1960s might have enriched the analysis avihg dr
forces behind innovations during later decades and also made the separsdtion
between short-run and long-run analysis in macroeconomics more difficuther,
endogenous growth theory could perhaps have been developed earlier if Axgio S
economists had been acquainted with Svennilson’s analysis of humaal eayoit
R&D. But it is not obvious that economists have something to learn $wennilson
today. There are reasonable arguments @BEEand other works by Svennilson

have been made obsolete by later theoretical and methodological developments.

New growth theory has overcome many of the limitations in Sisamis analysis of
cumulative processes BSEE.Further, refined statistical methods during later dec-
ades have made it possible to estimate static and dynanutusatieffects when ana-
lysing changes in productivity and market shares; consequentlgutirent empirical
literature in economics gives in many respects a more infoengicture of the trans-
formation process thaBSEE Further, industry-structural conditions are considered

both in cross-sectional and times series analysis today. Moreowégngorary stud-
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ies of regional networks, social capital and corruption in ma&astreconomics are
more “institutional” than Svennilson’s structural analysiSG8EE.Finally, his pro-
posal of a labour division between economists and historians isitfacket at the
development of an institutional theory of economic growth.

Svennilson’s proposal for a division of labour between economists and hstbas,
together with his “neoclassical” vintage model in the 1960s and hberdtical-
methodological development in economics, weakened the argumentgyéoding
him as a pioneer in an alternative paradigm. Further, Svennilsonks wifer poor
guidelines for a separation between a “structural-analytid’ @ neoclassical theory
of growth. Economists in both camps certainly agree with Svennilsorathato-
nomic study is more macro oriented, partial and aimed at megsiausal relations

than a pure historical study.

However, there are some indications that Svennilson’s reseamevant today. His
diversified “Keynesian” theory that growth will be injured by umpdoyment is still
exclusive and accurate. The theory can compete with a Kirzner-$ekenman theory
that entrepreneurship is promoted, more or less deliberately, byployenent (cf.
Demmert and Klein, 2003, Sect. 9). However, Svennilson’s main contributidos to
day’s growth theory are paradoxically two theories that iénereperipheral or absent

in GSEEand further, may end in an un-Keynesian view of economic policy.

The theory inGSEEthat inflation and an expansionary economic policy can hamper
economic growth by crowding-out new firms from the capital mahkeet no direct
correspondence in the neoclassical, post-Keynesian or even dfgchnempeterian
literature. This structural theory, contradicting Verdoorn’s Lawd ¢he cumulative
growth theory ofGSEE is a fruitful starting-point for a discussion of industrial lock-
ing-in effects (cf. Erixon, 1997, pp. 78-79). Further, the embryo of a psyctalog
growth theory in other works by Svennilson is an alternative tonisghanical view
that permeate&SEE theoretical sections (see the accelerator theory in yar)ic
Growth economists can learn from modern psychological researdheawcdrrent at-
tempts to integrate psychology and economics (cf. Rabin, 1998; Erixon, 2001).
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The main argument for readi@SEEtoday is not that the study gives invaluable in-
sights in the growth process of post-industrialised, or even of aj@rg| countries

but that it demonstrates the strength of Svennilson’s reseaatbgy. Firstly, the in-
tegration of short run and long run macro analysiG8EEis still a promising angle

of approach for empirical research despite some shortcomings nniBea’s theory

of cumulative growth. Secondl{zSEEwas based on economic theory but also on
extensive statistical and historical knowledge influencing theifsgsimon of empiri-

cal questions and the choice of possible explanations and ultimatittaalesigns.
Svennilson’s verbal, empirical-oriented, analysiSBEEis an example of “apprecia-

tive” rather than "formal” theorising using Richard Nelsoolassification of growth
theory (Nelson, 1998). Nelson does not share the dominant opinion among econo-
mists that appreciative research is less valuable than fonwdel-oriented analysis.

It is often appreciative researchers who are responsible fortheswetical perspec-

tives and insights. The paradigm founders themselves have dtteesealue of case
studies, inquiries and historical investigations before modelling thevation and
growth process (Solow, 1994, p. 53) and also of economists who pursue both eco-
nomic theorising and studies of history and statistics (Samuelsof, p9&88).
GSEEwas written by an economist who had the ambition to integratedtieal and
empirical research. It is not the ideas@SEEthat are indispensable in economics

today but a new generation of economists who works in the tradition of Svennilson.
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