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Abstract: Joseph Schumpeter and Josef Steindl provide clistn
contributions to the analysis of growth and develept under capitalism. They
each analyse the evolution of competition and hg&e dnalysis to determine the
growth prospects of mature capitalism. Both readsspnistic conclusions,
although for different reasons. This paper criticalxamines the analysis of each
author and makes suggestions for building on theik to provide a richer theory
of economic growth and transformation within adwehcapitalist economies.

Scientific analysis is not simply a logically costsint process
that starts with some primitive notions and thewlsatb the
stock in some straight-line fashion. It is not siynprogressive
discovery of some objective reality — as is, forample,

discovery in the basin of the Congo. Rather itrisircessant
struggle with creations of our own and our predsees minds

and it ‘progresses’, if at all, in a criss-crossHi@n, not as
logic, but as the impact of new ideas or obsermatior needs,
and also as the bents and temperaments of new dictate.

(Schumpeter 1954, p. 4)

1 Introduction

In Capitalism, Socialism and Democracy, Joseph Schumpeter (1942 [1975])
examines the history of capitalism and discussefuttire prospects. In particular,
he notes the evolutionary nature of capitalismniifigng its inherent tendency to
transform itself through entrepreneurial actiordlag to innovation. Competition
is in the form of the ‘perennial gale of creativestfuction’, in which the
market-power positions of established firms aretrdged by innovators. These
innovations provide an impetus for growth. HowevBchumpeter worries that
growth prospects of capitalism will eventually dirish because of a decline in
entrepreneurial activity as capitalism becomeslizaed'.

In Maturity and Stagnation in American Capitalism, Josef Steindl (1956
[1972]) analyses the evolution of the American @cow in the twentieth century.
He argues that industrialisation and technical meg are associated with cost
differentials across firms, leading to a patterncompetition that raises industry
concentration. With high concentration an industeaches ‘maturity’, which
inhibits further competition and reduces investmarthe expansion of productive
capacity, thereby impeding further growth.

In the present paper, we argue Schumpeter anddSteach capture
important aspects of the analysis of transformatien well as growth under
capitalism. By growth we mean the expanded reprimluof a range of economic
activities, while by transformation we mean reongigror restructuring of broadly
economic phenomena, such as firms and the connsctietween firms in
industries. In Schumpeter's analysis, innovatioeadl to a reordering of the
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competitive positions of firms as well as providiag impetus for expansion of
production. An ensuing process of creative destmahen leads to restructuring of
production. In Steindl's analysis, the emergenceast differentials is a reordering
of competitive positions and the pattern of comjmetileads to both expansion of
production and industry restructuring.

While Schumpeter and Steindl each provide a framewia which
transformation can be analysed, we argue that #mgilyses suffer because neither
the transformation to ‘civilized’ capitalism in Saimpeter nor the transformation to
‘maturity’ in Steindl is based on an adequate th@dithe firm. In particular neither
author deals adequately with the creation of nemndi and the internal
development of established firms. We identify thisakness with a tendency by
both authors to attribute calculation and adjustminthe economy and to
economic actions, and entrepreneurship and crgatvinon-economic factors and
processes. The firm straddles this boundary of @mimand non-economic and so
the tensions of adjusting and creating are pertinerthe firm. This is not to
diminish the contributions of either SchumpeterSteindl. By identifying and
analysing the central role that innovation and cetitipn play in growth and
transformation under capitalism, Schumpeter anih@tdave pointed the way to
advancing the theory of economic growth for matiapitalist economies.

We review the contributions of Schumpeter in Sectband Steindl in
Section 3. In Section 4, we discuss their analyrs¢ésndem, focussing in particular
on how extending their treatment of the creatioth aternal development of firms
can provide a richer theory of growth and transfation under capitalism. In
conclusion there is a brief summary and suggestamfsirther research.

2 Schumpeter’s Theory of Economic Development andhé
Changing Nature of Entrepreneurial Activity

We begin by contrasting Schumpeter’s theory of ghoand transformation with
the neoclassical theory of growth. This is followmsda discussion of Schumpeter’s
treatment of innovation, particularly its relatitm competition in the ‘process of
creative destruction’. The section concludes wittitical observations on
Schumpeter’s treatment of transformation to matunit the form, ‘civilized’
capitalism.

Schumpeter’s view of the then current mainstreaeorh of growth and
transformation is clearly reflected in his comments the incipient theory of
evolution in Alfred Marshall’rinciples of Economics.

| do not think that the theory at the back of thewas
satisfactory. No schema can be that does not gondethe
automatic expansion of markets — an expansion ti@Erwise
motivated than by increase of population and byngpv which
then induces internal and external economies thatrn are to
account for further expansion. But still it was leedry of
evolution, an important development of Adam Smith's
suggestions, and greatly superior to what RicarabMill had
to offer on the subject. (Schumpeter 1941, p. 2udics in
original)
Schumpeter clearly views incorporating populatiomowgh and capital
accumulation through saving as positive steps tdsvan evolutionary theory of
growth and transformation, but he does not thirk tiype of ‘automatic expansion’
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provides the full story. He would presumably hawel la similar reaction to the
formalisation of this ‘automatic expansion’ in tl8olow—Swan model (Solow
1956, 1957, Swan 1956), approving of the embellefinon the classical analysis
of the stationary state but finding that it doesgmfar enough.

The extra element that drives growth under capitaliaccording to
Schumpeter is clearly isolated iffhe Theory of Economic Development
(Schumpeter 1934 [1961]). Here he distinguisheq@wic development from the
circular flow of economic activity. The circularoflv involves undertaking routine
production and distribution activities, up to amgluding activities that might be
considered to be ‘automatic expansion’. However,Sochumpeter the main driver
of growth is economic development, which from thergpective of the circular
flow model involves discontinuous change in the waggs are done, such as new
products, new production techniques, new markedsnamw forms of organisation.

Development in our sense is a distinct phenomeratirely
foreign to what may be observed in the circulawflor in the
tendency towards equilibrium. It is spontaneous and
discontinuous change in the channels of the flostucbance

of equilibrium, which forever alters and displaceke
equilibrium state previously existing. Our theoryf o
development is nothing but a treatment of this pheenon and
the processes incident to it. (Schumpeter 19341[196 64)

Economic development introduces reordering andruestring as a
mechanism operating on economic growth. Populatgpowth and capital
accumulation are identified as the prime driversegbnomic growth in both
classical and neoclassical econonfidét, these factors are unable to account for
much of the growth experienced in modern capitaisbnomies. This missing
growth, the ‘Solow residual’, is identified in Schpeter’'s theory of economic
development as the result of innovation unders@®discontinuous change in the
channel of the circular flow associated with ecoimnequilibrium. Most
importantly, the focus on population growth and i@paccumulation limits the
conception of maturation under capitalism to tlangition to a steady state or to
steady-state growth.

Discontinuous change occurs when ‘new combinatiares as a rule,
embodied, as it were, in new firms’ (Schumpeter4lfi®61], p. 66). Further, new
firms depend on bank credit to be able to divesbueces from the established
circular flow. Although there is no suggestion thkinew firms innovate, new firm
formation and the extension of bank credit to thfgses is a necessary condition
for economic development (Schumpeter 1934 [1961), 68-74). Thus,
Schumpeter provides the basis for empirical apfidineof his theory by suggesting
that economic development occurs only in the preseof two observable
phenomena, the formation of new firms and the esibenof bank credit to them.

In a previously unpublished paper Schumpeter (12825]) expands on
the special character of economic developmentattiqular, he clearly argues that
a degree of indeterminacy must be accepted in tladysis of development.
Indeterminacy is associated with novelty, wheregVblty changes the previously
considered matter and substitutes it with anothat teacts differently to changes
in the data’ (Schumpeter 1932 [2005], p. 113). Niyvstands in contrast to the
‘norm’ of the economy, where the latter is defimedhe following terms:

We want to imagine all the concrete relationshigsthe
Walrasian system as similar to a matrix whose etesnavill
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have to be interpreted as the components of a wvdétow we
summarily refer to these components as the “norinthe
economy. (Schumpeter 1932 [2005], p. 114, quoteshi
original)

Development is then precisely defined tarisition from one norm of the
economic system to another norm in such a way that this transition cannot be
decomposed into infinitesimal steps. In other words: Steps between which there is
no strictly continuous path’ (Schumpeter 1932 [40Q% 115, italics in the
original). Schumpeter goes on to argue that théeate of a continuous path means
that ‘the triad “indeterminacy, novelty, leap” remains unconquéraland that
‘development is a problem not simply of facts butour mental apparatus’
(Schumpeter 1932 [2005], p. 117, quotes and italitke original).

Schumpeter (1947) further explains that there igcispp behaviour
associated with discontinuous change by distingugshetween ‘creative response’
and ‘adaptive response’.

Whenever an economy or a sector of an economy sdtaptf

to a change in the data in the way the traditiothaory

describes, ... we may speak of the developmenrddagtive

response. And whenever the economy or an industry or some

firms in an industry do something else, somethintside of

the range of existing practice, we may speakcafative

response. ... Accordingly, a study of creative response in

business becomes coterminous with a study of

entrepreneurship. (Schumpeter 1947, p. 150, italicghe

original)
Thus, a creative response requires that actorsooh®thing outside the range of
existing practice, and hence such a response caartsidered as experimental and
also as a means of developing data. It is just gbis of response that, ifhe
Theory of Economic Development, Schumpeter (1934 [1961], pp. 74-80) associates
with entrepreneurial activity and with the agenttlo activity, the entrepreneur.
Entrepreneurial activity is distinctive as it cretincomprehension and disruption
among economic actors, and also then overcomesetlistance that invariably
arises to discontinuous change. Entrepreneursgedeiadership to give direction
to this process of reordering and restructuringafnomic phenomena.

Schumpeter places discontinuous change and creegs@onse at the
centre of his analysis of growth under capitalismThe Theory of Economic
Development. In Capitalism, Socialism and Democracy, he extends the analysis to
consider the possibility for transformation to mraguof the growth process. ‘The
essential point to grasp is that in dealing witpigdism we are dealing with an
evolutionary process. ... Capitalism, then, is byurmata form or method of
economic change and not only never is but neverbeastationary’ (Schumpeter
1942 [1975], p. 82).

Central to Schumpeter’'s discussion of transformatio maturity is
recognition of the role played by large-scale besén Rather than associate
innovation with new firms financed by bank credis, inThe Theory of Economic
Development, Schumpeter states: ‘What we have got to accepaisit (the large-
scale establishment or unit of control) has comeetdhe most powerful engine of
that (economic) progress’ (Schumpeter 1942 [19F5],06, words in parentheses
added). It is important to note the terminologyashcome to be’, which clearly
indicates recognition of transformation in the ms& of economic development.
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While Schumpeter shifts the location of innovatifsam new firms to
large-scale enterprise, he does not change hisactiaisation of the behaviour
associated with innovation (Langlois 1998). Entegurial activity remains just as
necessary to the process of introducing ‘the newsemers’ goods, the new
methods of production or transportation, the newkeis, the new forms of
industrial organization’ (Schumpeter 1942 [1975], $3). Schumpeter then
addresses the question of whether the effectiveoksatrepreneurial activity is
reduced by its shift to large-scale enterprisectvivwould impede the prospects for
sustained growth.

Schumpeter argues forcefully that entrepreneucality is not directly
impaired by the rise of large-scale enterprisebblgins with his famous discussion
of the ‘the process of creative destruction’. Helymamic competition replaces the
traditional model of ‘competition within a rigid ftarn of invariant conditions,
methods of production and forms of industrial oigation’ (Schumpeter 1942
[1975], p. 84). He notes that ‘it becomes a matiecomparative indifference
whether competition in the ordinary sense functiomsre or less promptly; the
powerful lever that in the long run expands ougmd brings down prices is in any
case made of other stuff’ (Schumpeter 1942 [197535).

While he does not directly address whether creat@sgruction strengthens
or weakens with the rise of large-scale enterpi&shumpeter is clear that the
process works effectively even when, or becausmsfiengage in monopolistic
practices. Indeed, he notes:

These units not only arise in the process of areatestruction
and function in a way entirely different than thatie schema,
but in many cases of decisive importance they piovhe
necessary form to its achievement. They largelyateravhat
they exploit. Hence the usual conclusion aboutr tinfluence
on long-run output would be invalid even if theyresgenuine
monopolies in the technical sense of the term. Sgieter
1942 [1975], p. 101)

Having established that the process of creativeulgion and the success
of capitalism as an engine of growth are robushéorise of large-scale enterprise,
Schumpeter nevertheless expects entrepreneurshigettine with capitalist
maturity, which he discusses as the ‘civilizatioh aapitalism’. Schumpeter
identifies the problem by turning his attention nfroeconomics to the ‘socio-
psychological superstructure ... and to the mentality that is characteristic of
capitalist society and in particular of the bouiligettass’ (Schumpeter 1942 [1975],
p. 121, italics in the original). Essentially, Sopeter sees the success of
capitalism as undermining the social (and so esdlgnhon-economic) institutions
and attitudes on which its success depends. Lame-senterprise plays an
important, if indirect, role.

Since capitalist enterprise, by its very achievesietends to
automatize progress, we conclude that it tends a&enitself
superfluous — to break to pieces under the pressuits own
success. The perfectly bureaucratized giant inidligtnit not
only ousts the small or medium-sized firm and “exprates”
its owners, but in the end it also ousts the endregur.
(Schumpeter 1942 [1975], p. 134)

Schumpeter’s explanation of the process of civitiscapitalism suggests
that maturity emerges, to a large extent, fromdhtside of economic reasoning.
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A sociological perspective could be read into Scheter that people prefer doing
bureaucratic jobs and that these roles or positionsociety are held in esteem
among others. Further, entrepreneurship, or simplsking directly in production,
manufacturing and services provision, is somehagngtised. The general point
being that as the economy approaches maturity,oeci@nreasoning is weakened
and the economy merges into society and civilisatidust as with the neoclassical
growth models, there is a residual from the petspe®f economic reasoning.
Changes are discontinuous from the perspectiveaia@nic reasoning, such as in
creative destruction. But when viewed from a sagalal perspective, these
changes are bound together in a continuous semsmstance by the strictly non-
economic and personal character of the entrepresrelly the large corporation’s
research and development department considered asonginuing social
organisation.

While Schumpeter discusses the civilisation of tzdigim in the context of
its socio-psychological superstructure, the trams&tion clearly rests on two
conditions ascribed to the econoper se. The first condition relates to the internal
development of giant industrial units, namely ad&rcy toward bureaucratisation.
The second condition relates to the developmeintchfstry structure and its impact
on entrepreneurs, namely the domination of giamdiover small- to medium-
sized firms that diminishes the role of the enteepiur.

It is reasonable to ask whether the civilisationcapitalism is underway
more than sixty years after the publication Ghpitalism, Socialism and
Democracy. Here Schumpeter’s conjectures fare podrntrepreneurial activity
remains strong in small business (see, for examye,and Audretsch 1990) and
the examples of Bill Gates, Richard Branson andk JAtelch suggest that
entrepreneurs continue to play an important rolth@xmanagement of large-scale
business. Indeed, William Baumol (2001) argues thatinnovative performance
of modern big business is miraculous.

A more fundamental criticism of the conditions ti&thumpeter ascribes
to civilised capitalism is that they are based @nrhacro-level analysis of socio-
psychological superstructure of capitalism but &ctfrelate to the micro-level
creation of new firms and the internal developmehestablished firms and, as
well, to the meso-level development of industryustiire. Schumpeter’'s micro-
level theory of the firm is not well developed,itis largely limited to the analysis
of entrepreneurial firms or their modern countetrpdrlarge business units with
bureaucratised research and development departmEotther, Schumpeter’s
theoretical analysis is silent on the meso levelraflysis of industry developmeht.
Micro-level and meso-level analyses are necessaryexamine fully the
implications of macro-level phenomena, such asamgé in the social position of
entrepreneurs, for the functioning of the componelements of the capitalist
system®

Because capitalism has not necessarily yet reachaetlirity in the
Schumpeterian sense of civilised capitalism, thedemce of continued
entrepreneurial activity may not be fatal to assgsthe validity of the conditions
he ascribes to mature capitalism. As capitalisnobes civilised in its maturity,
the rate of formation of innovative new businesses/ well decline and large
businesses may well become so bureaucratised hibgt dease entrepreneurial
activity. However, without a theoretical structtihat identifies the micro and meso
developments associated with the transformatiomadturity, Schumpeter’s theory
remains incompleté.
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3 Steindl's Theory of Maturity and Stagnation

We begin with a brief summary of Steindl's theofynmaturity and stagnation from
his treatise,Maturity and Sagnation in American Capitalism (Steindl 1952
[1976])2 Following this summary is an examination of theisture of his analysis
in terms of its micro-level (firms), meso-level dimstries or other localised
economic environments) and macro-level (aggregatmamy) components. We
conclude the section with some critical observatioon Steindl's theory,
particularly of the role of firms in his explanatio

Steindl starts with observations about competitiGuggesting that
competition is characterised by a tendency towamitse rigidity (Steindl 1952
[1976], pp. 14-17). He also suggests that theresalwstantial cost differences
across firms (Steindl 1952 [1976], pp. 18-37). Wheines are rigid, the reordering
of competitive position associated with cost-redgdnnovations leads in the first
instance to an increase in the gross profit margfnthe innovating firms. If the
level of excess capacity for the firms with lowesltit production cost is within
acceptable limits, these ‘progressive’ firms haeeimcentive to cut prices. This
allows high-cost firms to survive, even when thamarginal’ firms do not gain
access to the cost-reducing technology (Steind2 19976], pp. 37-40).

Steindl (1952 [1976], pp. 46-8) argues that firmgand by internal
accumulation; investment in new equipment for exir@n production of existing
product depends on the level of profit earned fppiar production. Higher profits
earned by progressive firms then lead to the exparf their productive capacity
relative to marginal firms, with implications fdne structure of the industry. First,
the progressive firms eventually become the larfyass in the industry. Second, if
the number of marginal producers is constant, tigigtry is subject to relative
concentration in the sense of a faster rate of ir@md growing market share for
the limited number of largest firms (Steindl, 198®76], pp. 40-2). However, a
sufficiently high rate of growth of industry demandn attract new entrants, who
are small and relatively high-cost firms, therelpstponing the onset of relative
concentration.

Most importantly, the expansion of progressive firis a cumulative
process, with investment in new capacity drivingvdaunit costs, at least in part
through technical progress embodied in new equipniéns raises the subsequent
level of internal accumulation, at least as longh&se is no reason for progressive
firms to compete aggressively. However, as theahtgrowth of industry capacity
increases with rising profit rates and internal usasalation, capacity growth at
some point exceeds the exogenously given rate péresion of industry demand
and unplanned capacity emerges.

Progressive firms initially react to unplanned essceapacity by engaging
in aggressive price or selling competition. Margifiams cannot match the
aggressive competition owing to their smaller gnossit margins, so that they are
forced to cede market share to the progressivesfiim some cases, they are
bankrupted and exit the industry. The reduced gposfit margin also dissuades
entry of new firms. Concentration of the industgcbmes absolute in the sense
that, with the decline in the number of the marbfirtans, there is a decline in the
total sales of small firms and a rise in the ta@les of large firms (Steindl 1952
[1976], pp. 42-3).

Steindl (1952 [1976], pp. 53-5) then argues thdtugtry maturity follows
the process of absolute concentration and comprefi impaired. Firms in mature



8 History of Economics Review

industries refrain from further aggressive competiaimed at marginal firms and

limit their investment to match the rate of growdh market demand. This has

implications for the aggregate economy. In paréicuvhile further cost reductions

with continued price rigidity lead to high gros®fitrmargins, the higher net profits

are not realised. The higher profits do not leadatoorresponding increase in
investment and aggregate demand, so sales aresdegracross the economy and
in mature industries capacity utilisation dropsadiffiset the higher gross profit

margins. Thus, a bias towards the stagnation ofiggregate economy below its
productive potential is a characteristic of mattapitalism, which is dominated by

oligopolistic industries (Steindl 1952 [1976], AR27-37).

The content of Steindl's analysis clearly divergiesm that of the
neoclassical analysis by emphasising heterogeagfiyms and the implications of
this heterogeneity for transformation of capitalistdowever, his analytical
categories of firms, industries and the aggregate@my correspond to those of
neoclassical economics. He analyses firm behawbtire micro level, competition
among firms at the industry level and then aggesg&d reach conclusions about
growth for the economy as a whole at the macrol.lddewever, his analysis is
distinctive in that the industry is not only repeated at a sub-aggregation level as
in neoclassical analysis, but also as a meso Iewehich transformation occurs as
well as growth. We further explore Steindl's anayby providing a critical
examination of the component elements at the mioeso and macro levels.

We start with the micro level, where Steindl's asé of firm pricing and
investment is based on simple behavioural rules. @riting rule is that prices are
held constant as long as capacity utilisation rem&qual to or above a desired
level. Deviations from this rule only occur withetlemergence of undesired excess
capacity, after which price reductions or increasesales effort are just sufficient
to increase sales to the level of planned capaEity.investment, Steindl argues
that until the industry reaches maturity firms exgbecapacity in their existing
products at the maximum rate permitted by retaipachings with a constant
gearing ratio and excluding the possibility of isgunew equity (that is, firms grow
at the rate of internal accumulation). At maturilgyestment is scaled back to
match the growth of market demand so that undesixedss capacity is eliminated
and further price reductions are unnecessary.

The meso level is the most developed componenteifid®’s analysis. His
‘ideal pattern of competition’ comes close to thmlgsis of a meso trajectory as
described by Kurt Dopfest al. (2004). The meso trajectory involves changebet t
industry or market level that interact, at the migevel, with the investment and
pricing behaviour of firms and, at the macro leweith behaviour of aggregate
demand.

In the ideal pattern of competition the rate of @axgion of progressive
firms is initially below the rate of growth of mak demand, and industry
concentration falls without any aggressive comjgetitDuring this stage additional
small producers enter the industry in sufficienmbers to keep the profit rate of
marginal producers at the norm for small businegké economy.

The second stage of the ideal pattern of competitivolves increasing
relative concentration without aggressive compmtiti The growth rate of
progressive firms exceeds that of industry deméanti the lower level of internal
accumulation by marginal firms means total capageiyansion for the industry is
below the rate of demand growth. However, eventuathe growth rate of
progressive firms exceeds the growth of industrgnaled to such an extent that
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aggressive competition in the form of price reduttand increased sales effort is
undertaken by the progressive firms to make roanthfeir extra output. This third
stage is the stage of absolute concentration.

In the analysis of the ideal pattern of competitidhe intensity of
competition is endogenous to the development ofinldeistry. The intensity of
competition is just sufficient to make room for tle&pansion of capacity by
progressive firms. The driving force behind the ewment through stages of
competition is the acceleration of internal accwatiah by progressive firms as
their production cost falls owing to the combinatiof economies of scale and
technical progresslt is only when the industry-output share of maagifirms has
shrunk to insignificance that the process of cotreéion comes to an end and firms
alter their strategy, abandoning aggressive cotigretaind matching investment in
productive capacity to the exogenously determinemivth of industry demand.
Thus, competition in Steindl's analysis is selfitinyg.

The restructuring of the industry in Steindl's idpattern of competition
follows directly from the reordering of firms as&med with the creation of cost
differentials through technical change. Thus, hialgsis of dynamic competition is
used to understand the process of transformationnadistry structure from
containing a large number of heterogeneous firmstdaining a small number of
relatively homogeneous firms. Cost differentialsaghpear in the same process that
leads to concentration. In this sense, the sameepsothat recreates order alters
structure leading to a condition of industry maturi

Steindl’'s macro-level analysis builds from his nieseel analysis of the
ideal pattern of competition and the transformatidnindustries to maturity. In
particular, he focusses on the implications of desnin the intensity of
competition for the relation between aggregate stment and aggregate saving at
various stages through the ideal pattern of competand on to maturity. Ignoring
the details of this analysis, Steindl's conclusiegarding investment behaviour is
as follows.

The difference in the level of investment activily the
different stages of the secular development cars the
explained in terms of an endogenous theory, takitmpunt of
the well-known structural changes such as the dpwatnt of
monopoly. From the above discussion it appeardylikieat
utilisation appears as an adverse influence orstmvent in the
period of maturity in contrast to the earlier pdgpwhen it did
not do so, and quite probably was high enough eteen
contribute a positive influence on the level of éstment.
(Steindl 1952 [1976], p. 137)

Steindl's theory of maturity and stagnation depeadtscally on the shift
in investment and pricing behaviour of progressikms as the industry moves to
maturity. Prior to maturity, progressive firms erga through internal
accumulation, investing in their existing industy amount proportional to their
profit. If undesired excess capacity emerges, aggre competition by the
progressive firms reduces profits and makes roomtHeir capacity by driving
some marginal firms from the industry. After matyyrifirms refrain from further
expansion and aggressive competition when the@rnal accumulation would
otherwise result in undesired capadfty.

Levine (1981) and Shapiro (1988) have questioneddhtrictive nature of
the investment strategy that Steindl posits forgpeesive firms. They argue that
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firms, especially the progressive firms that eaifieential rents in Steindl's
analysis, have broader horizons than a particuladyzt market and that new
product development provides an alternative dioectdbf expansion for a firm
impeded by a limited market for established proslirtits original line of business.
The opportunities for new product development arelimited by concentration at
any level of aggregation. Indeed, these opporemiéire not limited by aggregate
demand of the Keynesian type. The developmentwfpreducts can generate new
wants that alter the propensity to consume in twmemy. Also, the development
of new products can lead to the premature obsalescef existing capital stock,
removing the shackles of a limited replacement dehiar capital.

Harry Bloch (2000 and 2005) considers what happeisteindl’'s theory if
one accepts the broader horizon for the firm antsiders the implications of new
product development. He argues that new produceldpment provides the
potential for a reversion from mature oligopolydompetition. For example, the
development of personal computers led to a reordesf the competitive position
of firms and to a reversion of the computer industrorldwide from mature
oligopoly to an industry experiencing bouts of aggive competition such as
would be expected for an immature industry in Stkdnideal pattern of
competition.

This implies that industry maturity and the accompag limits on
investment can be viewed as a moment in a progiresisat neither starts nor ends
with maturity. While the notion of a cycle is prdityatoo regular to fit the likely
evolution of the pattern of competition, the stastianature of the outcome of
efforts on new product development are such asyaltaleave open the possibility
of reordering of competitive positions and furthestructuring in any mature
industry. Indeed, the shift to maturity and assedaincreased focus on new
product development increases the probability griificant innovations that would
provide the basis for a reordering and reversiarotapetition.

Technical change and development of the firm's pobdange are external
to Steindl's analysis, which means that the analysquires extension before the
possibilities for reversion to competition can beperly explored. Steindl shows
an awareness of the limitation of his analysideast in regard to technical change,
when he writes in the Preface to the 1976 editibMaturity and Stagnation in
American Capitalism:

This kind of technological development would prefdy be
integrated into our economic concepts. But econnhiave no
concepts and no measurements for technologicalajgvent.
We are helpless before it. It was thus a kind dfimnctive
movement with which | swept the whole thing under tarpet.
(Steindl 1952 [1976], p. xvi)
Whatever the difficulties involved, the incorpoaatiof technological development
into Steindl's analysis would contribute to undansting the process of growth and
transformation under capitalism.

4 Discussion

Schumpeter and Steind| offer distinctive theorleat llow for the transformation
of capitalism alongside economic growth. They bo#at innovation as an integral
part of the growth process, even if innovation @éesi an ambiguous role with
respect to their formal economic arguments. Inriomameans reordering among
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firms so the theories of Schumpeter and Steindlriaheer than the corresponding
modern classical and neoclassical theories, whielatteconomic growth as
occurring without any change in the prevailing ordecapitalism, understood as a
set of social institutions, structures, routinesd apractices. However, the
connections between innovation, economic growth #mal transformation of
capitalism are arguably obscure, and obscure féerdnt reasons, in the accounts
of Schumpeter and Steindl.

Schumpeter and Steindl differ from modern classaadl neoclassical
theories of growth by including the transformatafrcapitalism, both as an integral
consequence of growth and as shaping future epssafdgrowth. Our comparison
allows for further reflection along two dimensiofihe first is to re-examine the
explanations of the transformation of capitalisiedd by Schumpeter and Steindl.
Specifically, the discussion of transformation dsaattention to how both authors
draw boundaries around their economic and theiremmmomic analyses and so
prompts readers to assess the status of these &mmdrhe second is to revisit
micro-meso-macro analysis as a basis of exploring ¢aps left by both
Schumpeter and Steindl, especially regarding firms.

4.1 Explanations of Economic and Social Transformation in Schumpeter and

in Seindl
For classical and neoclassical growth theoriesicgires, institutions and agents’
behavioural dispositions are unaffected by econamievth, even if growth itself
leads to an evening out and then dissipation obdppities for securing economic
rents. Consequently, there is no feedback intgtbeth episodes that follow from
changes in economic structures and institutionsclmnges in the habits of
economic agents. The explanation of economic growtlontained within the
economy, subject also to ‘environmental disturbahcelThe economy is
indistinguishable from capitalism through the fragiiof the economy because the
non-economic factors are necessarily orthogontide¢@conomy.

As argued in Section Two above, Schumpeter is etergi in his
distinction between adaptive and creative respormedetween continuous and
discontinuous changes. Creative responses causeontislities through
entrepreneurship in small or in large enterpridesabstract terms, Schumpeter
presents a theoretical structure that bears sitiélarto the neoclassical growth
theorists. Economics is represented either by aerdmdised Walrasian
understanding of the economy or a bureaucracy. @tenomy’s agents can
undertake rational and objective calculation or paadon, which may be
automated. Entrepreneurship or creativity is nexrdgsnon-economic or extra-
economic and so a residual factor from the perspeatf the economy and
adaptation. The non-economic entrepreneurshipreative response, can gradually
be reintegrated into the economy through imitatignother agents who learn to
calculate that economic rents can be earned, bt theeds to be a first mover. In a
further manifestation of the tension between thenemy and creativity or
entrepreneurship, capitalism ceases to providthtboeconomy’s growth, due to the
social process of civilisation in which creativiaypd entrepreneurship are no longer
supported, encouraged or held in esteem.

Schumpeter’s discontinuities within the economyd tire attendant duality
of economic and non-economic, are also fundamémtihking the economic and
non-economic. However, they are difficult to ap@mpirically. Where are the
strictly non-economic explanations of creativitydaaf civilisation? In abstract
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terms, Schumpeter’s discontinuities are from thesgective of the economic, in
which adaptation implies objective calculation. Ashumpeter (1934 [1961])
argues, any actor can emerge from a functionalimobn economy by adopting a
creative and entrepreneurial role and so causirgcanomic discontinuity. But this
is at the same time a non-economic continuity inctvhmajor organisational
changes are made within a firm, or in which a néwn fspins out from an
established one. The familiar question is raise &®w a creative agent persuades
other agents to switch allegiances and resourcas, ddaptation and calculation to
creativity.

Our discussion in Section Three above implies floatSteindl, innovation
finds its instigation among an industry’s firms #iting different costs. Also, the
absence of any development of new products as ityafuogresses is notable. In
other words, innovation is significant and hiddemoag (focal) firms’ inputs and
production processes, and significant in being @tbee even suppressed among
these firms’ products. Rather than entrepreneurahip creative responses being
subject to the civilisation of capitalism as witlth@mpeter, Steindl's potential
entrepreneurs are subject to imperfect marketshioh imperfection is manifest in
the emergence of different kinds of capital. Entegeurship may instil a sense of
progressiveness among firper se, but larger firms can borrow outsider funds at
preferential rates. Larger firms, if progressivanadnstall capital machinery at
greater scale, overcoming any indivisibilities. Angiven outsider pressure to
maintain gearing ratios, insider capital accumuslateprogressive firms, tying its
subsequent deployment to what managers already,kimaglying chronic path-
dependence in further investments in capacity.

While Schumpeter claims economic discontinuities! & preserves a
distance between economic and non-economic realBisjndl introduces
ambiguities and implies that there are spaces featiwity, explicitly through
imperfections in capital markets.

4.2 Recovering the Dimensions of Micro, Meso and Macro in Schumpeter
and in Seind|

Our second question of this discussion sectionsitiyates the discontinuities and
gaps by referring to the emergent reasoning ofanieeso-macro analysis (Dopfer
et al. 2004). First and foremost, micro-meso-macro othices the question of
(dis)aggregation into economic analysis. Stricthe Walrasian model economy
has no levels, only individual actors who potehti@lan contract with any other
individual at very low cost. This provides a clubatt firms, considered
sociologically as continuing means of social orgation rather than economically
as individual actors, are imbued with creativitpfrepreneurship and innovation.
The involvement is either in the absolute senseScfiumpeter, in which the
distinction of economic and non-economic is explior in the hybrid, adaptive
sense of Steindl, in which the distinction is irojtli

In Schumpeter (1934 [1961]) firms are both the nselayr which creative
responses can be spun out of the economy andripotary means of organising
for developing ideas prior to the recapture of ¢himeas by a Walrasian economy.
Entrepreneurship is arguably constant, but firnesstamporal. But in Schumpeter
(1942 [1975]) firms are large and continuing meggps in which administrators
devise and operate procedures by which novel idaase captured quickly from
research and development activities and ordered @mdpared as potential
products. The economic and non-economic (for irgtaxperimental) are brought



Schumpeter and Steindl 13

into closer proximity. The economic discontinuity ¢reative destruction affects
other firms along with the focal firm’s contempararactices, but administrative
procedures, which are ambiguously both economic rmoteconomic, provide
connections across economic activities over timemg$ are integral in both
economic growth, as administrative procedures camédyveloped within them to
cope with comparing and ordering innovative profmsand in the strictly non-
economic civilisation of capitalism.

Steindl's firms are, as organisations, data or agtimal factors to the
competitive processes that distinguish economicwtiroand also economic
maturity in capitalism. The industry and the market bounds for firms, which
change size within these bounds, subject to thast differentials. However, the
behaviour of firms is far from automatic.

First, Steindl distinguishes between progressive marginal firms. The
cost differentials come from somewhere and havestory, which is likely to
include entrepreneurship. The firms, after all, amntinuing entities. Second,
Steindl provides firms with the capacity to absapparently non-problematically,
innovations in fixed capital, which are presumablBveloped by firms in other
industries. In contemporary terms, firms have ghtsee capacity. Third, firms of
different sizes require coordinating.

Steindl emphasises external limits to the sizeirofid, from demand and
from other firms’ capacities to produce perhapsouaier cost, as well as external
limits to the growth of firms through their accegsexternal capital. The only hint
of a role for managers and administration is inuasl behavioural rules,
especially of maintaining a constant gearing ratid reinvesting insider capital in
the same industry. The gearing ratio is a functibimperfect capital markets and
the reinvestment rule can be understood as a nstatifen of chronic path-
dependency as a limit on the direction of a firgrewth. There is no attempt by
Steindl's firms to develop strategic marketing &t#s in order to fragment
industry with firms seeking less intense competitiorough shaping niches.

Schumpeter and Steindl are both explicit in exjptgnthe bases and
consequences of competitive processes between fmmmeso terms, and of
economic growth subject to maturity in capitaligmniacro terms. Imitation is the
critical competitive process in Schumpeter, adp¥ahg creative destruction of an
established order, lagging firms or entrepreneuies able to assimilate a first-
mover’s ideas and subject these to calculationimvitihe economic realm. Steindl
relies on cumulative causation with progressivendirable to build on initial
competitive advantage.

Maturity in capitalism in the analyses of both Suipeter and Steindl
involves a change in competition. For Schumpetetyrity, which he refers to as the
‘civilization of capitalism’, involves the cessatioof the process of creative
destruction. For Steindl, maturity comes at the @fritie ideal pattern of competition,
after absolute concentration has destroyed thenadé for competition, as there are
no longer any marginal producers to be squeezedfadloé industry.

The civilisation of capitalism in Schumpeter is &hon a macro-level
analysis of socio-psychological superstructure apitalism. This leaves the
cessation of creative destruction as an exogenaflisence on the micro-level
internal development of firms and meso-level depelent of industry structure.
The end of the ideal pattern of competition in &€ analysis results from the
increasing concentration of industry implied by itleal pattern. Thus, Steindl's
analysis can be viewed as complementary to Schempgtproviding an account
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of the end to competition, which is endogenous he economic analysfS.
However, as noted above, Steindl's analysis istdichiby treating initial cost
differences as due to technical change and prodeetlopment, which are
exogenous to the analysis.

Combining Steindl's meso-level analysis of the Idgzaattern of
competition with Schumpeter’'s macro-level analysculd improve the theory of
growth and transformation under capitalism. Howeeesuperior approach is to
develop further the micro-level analysis beyond thidised by either Steindl or
Schumpeter. An essential element is to incorpdBateumpeter’s treatment of the
special character of entrepreneurship, noveltyreatoe/e response into analysing
the behaviour of the agents of change in eithet-stafirms or within large-scale
established firms. Also important is extending 1&ié§ analysis of the internal
development of firms through internal accumulatimm simply focussing on the
expansion of physical capacity to incorporate miamge introduction of new
products and diversification.

A micro-level analysis of the type outlined aboweild be combined with
a macro-level analysis of the transformation of tlkecio-psychological
superstructure of innovation and competition, aSéhumpeter, and with a meso-
level analysis of the ideal pattern of competitias,in Steindl. This would provide
a powerful micro-meso-macro analysis that couldvigi® a rich theory of
economic growth and transformation. Such a theooylev build on the seminal
contributions of Schumpeter and Steindl, while Holheavoiding the weaknesses
that are identified above.

5 Conclusion

Classical and neoclassical theories of growth ssigtfeat as capital accumulates
from a low base there is a long-run transition tstationary state or steady-state
growth. Schumpeter and Steindl provide more comgpleories, in which the
transformation of capitalism involves more than thensition to a stationary or
steady state. In particular, each argues that alepit transforms itself through
reordering and restructuring of economic phenonanan intrinsic element in the
growth process. We argue that, with both Schumpsetdr Steindl, this reordering
and restructuring is bound up in the analysis efdjnamic process of competition,
albeit with substantial differences in approach emghasis.

We argue that Schumpeter’s analysis is incompletause it is carried out
at the macro level of the whole economy withoutoaresponding micro-level
analysis of firm behaviour or a meso-level analydisndustry development. We
then suggest that Steindl's analysis can be comgitary, at least at the meso level
of analysing industry development in terms of aealdpattern of competitioH.
However, Steindl's micro-level analysis is limité#cause technical change and
product development are exogenous.

We suggest dealing with the shortcomings of thdyara of Schumpeter
and Steindl through improving the micro-level asidyof the firm:* Such an
analysis should contain elements identified by b®&tdihumpeter and Steindl. In
particular, Steindl has the growth and success iwfisf depending on their
investments in plant and equipment, whereas foupleter growth and success
come from innovation. These are two important conembs for building a micro-
level analysis suitable for inclusion in a theofyaacapitalist system in motion and
therefore capable of transformation as well as titagine growth.
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Perspectives on the firm, developed over the pastyears, offer some
guidance, but also a good deal of variation, on howconnect firms with
innovative development within and between industriand with capitalist
development. The framework of dynamic capabilitteaow well established, and
refers to higher-order processes by which firms magertake adaptations (Teece
et al. 1997; Eisenhart and Martin 2000; Zollo anéhté&t 2002; Winter 2003).
Similarly, Martha Feldman (2003) and Brian Pentld2603) have assessed the
variability and adaptability of routines and progezs within organisations.
Dynamic capabilities and analyses of adaptableirresitare, however, cast in the
tradition of strategic management in which firmsédndooundaries via which they
seek to exercise some degree of control and respoess with respect to their
environments. Hence, little is learned about thi#¢e() competitive interactions
among companies in industrial settings, which idisiinguishing feature of the
analyses of Schumpeter and Steindl.

Stan Metcalfe (1998, p. 27) offers more approprigtiégdance to focus
analysis on a unit of selection, such as ‘an omgitinal cum technological
complex: a set of instructions for translating into output for a purpose’. In
contrast, Metcalfe argues that the modern firnoigrost a unit of ownership. In a
Marshallian sense, the firm's external as well asernal connections are
significant, and these connections are with somesrsmmething (Hdkansson and
Snehota 1989; Casson 1997; Potts 2001; Loasby X0bite 2002).

We close by noting several developments that ptuntard a suitable
micro-level analysis. Along these lines, Bloch dfidch (2005) suggest a meta-
concept of capacity expansion that encompassestmeat in plant and equipment
and expenditure on innovative activity as two ofesal activities that firms can
undertake in order to grow and succeed. Both &etivere embedded in networks
of other firms, such as equipment suppliers andri@l investors and may require
rich communication and persuasion across ownersbimdaries in order to be
undertaken successfully. David Levine (1981) andaN&hapiro (1988) suggest
starting from the innate purpose of the firm asagigion of wealth. Richard Nelson
and Sidney Winter (1982) model innovation as agsiitom research and
development activities with stochastic outcomes.atMis essential is that the
micro-level analysis focus is on growth and inn@atather than on equilibrium.
Only then can the analysis be used to build on shminal contributions of
Schumpeter and Steindl to understanding capitaisian evolving system that may
or may not mature in a direction that impedes protpfor further growth.
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Notes

1 Financial support from the Australian Researchur@d is gratefully
acknowledged. An earlier version of this paper wassented at the 19th HETSA
conference held at the University of Ballarat ilyJA006. The authors appreciate
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helpful comments from the audience as well as f&an Metcalfe and two anonymous
referees, but take full responsibility for any remirgg errors or omissions.

2  We can trace such an argument to Ricardo (18281]). It is incorporated into
the more recent reflections on classical growtWedsh and Graham (1980) and Levine
(2005).

3 Such a perspective is developed among econongiolsgists who have been
influenced by Schumpeter (Parsons and Smelser 1B6Gpmore 1992; Shionoya
1997).

4  Indeed, the underlying conjecture, that largdestaisiness is superior to small
business in generating innovations, which has ctonke called the ‘Schumpeterian
hypothesis’, has been largely refuted. Reflecting wesearch concerning the
Schumpeterian hypothesis some fifty years latemeBr (1992, p. 1430) concludes that
‘Most of that research supports a conclusion tledtupeter overstated the advantages
of large, monopolistic corporations as enginesohnological change’.

5 As a referee correctly notes, Schumpeter (193@)early aware of the historical
relevance of industry development. However, thiam@mess is not incorporated into his
theoretical analysis.

6 This view is not shared in some contemporarynsggaof neo-Schumpeterian
theory that completely ignore questions of firmgustry and society. Endogenous
growth theories locate innovation in the outcomeptimal research and development
activities (Romer 1986, 1990) and in accumulatingnhn capital (Lucas 1988).
Research and development is a set of inputs ipt@duction process and so part of the
production function. These links between researodl development activity and
production or market success can also be stochastic Nelson and Winter (1982) or
Aghion and Howitt (1998).

7  We thank a referee for pointing out that the titidon of Schumpeter's analysis
can be linked to his preference for a Walrasiaoutar-flow analysis over a Marxian
reproduction schema. Analyses based on the Masdhema, such as those of Kalecki
(1971) and Kaldor (1966), can incorporate sectstafts associated with economic
development without relying exclusively on innogetiand new firms.

8 According to Steindl (1984, pp. 6-8), the inspma for this work came to Steindl
from his ‘guru’, Michal Kalecki, when Steindl wasovking with Kalecki at the Oxford
Institute of Statistics during the Second World WHalecki speculated that the
stagnation of the 1930s could have something twitto monopoly and suggested that
Steindl should work on this problem. Kalecki's ownalysis of modern capitalism
utilises a dichotomy in competitive conditions beem primary production, which he
argues is competitive, and manufacturing, whiclafuies is characterised by imperfect
competition.

9  Steindl assumes that technical advances are awaijable to progressive firms.
Bloch (2006) considers whether each of the varibgees of technical change is
consistent with this assumption.

10 Shapiro (1988) argues that the shift in investnbehaviour occurs as an industry
switches from being competitive to being oligopiidis The role of the increase in
concentration in a shift from competitive to oligdigtic behaviour is consistent with
neoclassical views on the role of market strucage determinant of firm behaviour.
However, the conventional view generally only linggcing behaviour, rather than
both pricing and investment behaviour, to differlenviels of concentration. Also in the
conventional view there is no reordering and restming of the industry through the
process of dynamic competition.

11 For an analysis of dynamic competition that mimitation and cumulative
causation, see Downie (1958). However, Downie am¢®xtend his analysis to discuss
the transformation of capitalism.
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12 As pointed out by a referee, Schumpeter refriim® attributing the decline in
capitalism to a stagnationist tendency associatiéal the administrative processes of
mega-corps. His distaste for stagnationist explanatof the decline in growth under
capitalism is clearly expressed in his remarks ayr€s as the father of modern
stagnationism in Schumpeter (1954, pp. 1172-3).

13 Steindl's macro-level analysis would presumabipt be acceptable to
Schumpeter, given the latter's strong aversion tagrationist views of capitalist
development (see Schumpeter 1942 [1975], pp. 392-8)

14 There are alternative approaches to buildingtl@ seminal contributions of
Schumpeter and Steindl. For example, Baran and 8wé¢E966) emphasise the
development of the private and public institutiosfscapitalism, while Nell (1998)
builds on Schumpeterian themes using a holistihhotkesimilar to that of Schumpeter
in moving among micro-, meso- and macro-level asedy
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