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I. Introduction

In this paper we use data on the postwar pfimary metals industry, a
four-factor trans]og cost function, and a technique due to [Berndt and Wood,
1975a] to identify historical biases in technical change. '

In this Section we discuss neutfa] and biased technicaT.change. In
Section II we describe the empirical specificétion we use to derive our
measures. In Section III we discuss the data in detail. In Section IV we
analyze the results of our estimation. Conclusions are summarized in Sec-

tion V.

The central construct of production theory is the production function,

a static re]afiohship giving maximum output attainable from any set of inputs.
The state of technicé] know-how is summarized in the functional form and
parameter values of the production function. Consequently we say that tech-
nical change-has occurred whenever the functional form or some parameter
value of the function changes.

In order to use time series data to estimate an empirical productioﬁ func-
tion, some assumption must be made about the nature of technical'change over
the period. Otherwise, no amount of time series data could ever identify both
a production structure and changes in that structure. Traditionally, econo-
metric research has assumed the absence of technica] change; that is, that
the same functional form and parameter values described production techno]dgy
throughout the sample period. Together with constant returns to scale, this
means that all changes-in input mix are due to brice-induced substitution
within fixed technology, though perhaps with 1ags.. An a]térnative, slightly

weaker, maintained hypothesis would be that all technical change was of the




"Hicks-neutral" variety; that is, could be represented by scale contractions
of the isoquants toward the origin..'Still; ihput mix changes occur on]yvbe—
cause of factor price changes. .
For reasons discussed below, however, we may wish to estimate production
- functions under weaker assumptions. We may wish to allow input mix changes
to occur independently of relative price chanées over time; This is the
effect of "biased" technical change; it amounts to permitting the isoquants
"to be displaced in the input space.] Provided that we impose sufficient re-
striction on how these biases occur, we will still be able to separate input
mix changes into substitution and technical change components. In practice,
requiring that the technical change biases occurred at a constant rate
throughout the sample period is sufficient t6 make this division;'nolother

prior restrictions are required.

Historically, the concern with biased technical change occurred in con-
nection witﬁ efforfs to explain thé functional distribution of income. This
js still a valid reason to try to estimate such biaﬁes; though it assumes
less importance in an industry study such as this. |

Nonetheless, to assume the absence or neutrality of technical change is
to impose an empirical restriction. Should the restriction in fact not be
valid, then biased structure estimates will result. Especially in technologi-
cally dynamic industries or times, where the assumption of unchanged tech-
nology mighf be suspect, its imposition should be tested.

Another reason to estimate biases in technical change is the "induced
innovation hypothesis" - the notion that technology changes in a manner.
which will economize on those resources growing rélative]y_more scarce.2

Under this notion technical change becomes a sort of dynamic analogue of

o A



substitution within fixed technology.

The induced fnnovation hypothesis has often been appealed to in debates
concerning natural resource scarcity. For while both neﬁtral and biased
technica]ichange represent economies on resource use, it is biased technical
v_éhange which is most prohising with respect to any particular resource. To
be fair, however, there is little or no empirical support for the induced
innovation hypothesis. For while measures of biased technical change abound,
it has not been possible to relate these empirically to any sort of micro-
investment processes on the part of entrepreneurs. Such an investment model,
based on expected future prices and subject to d%minishing marginal returns,
would presumably be the heart of an induced innovation model. |

Indeed, judging from recent literature, even the theory behind such a
model is weaker than often supposed.3 Onée technical change was generally
considered to be an exogenous process, outside the realm of economic analysis.
Now the conventional wisdom is that it is largely an economic process. And
yet there is 1little formal justification for this change in point of view.
Doubtless a serious model of endogenous technical change wi]1 require much
more than mere estimation of historical biases, though such measures are the

first step.

IT. Empirical Specification

.Two developments of recent years have significant1y expénded our ability
to estimate "theoretica]]y correct" production relationships and to test a
variety of propositfons which have éenera]ly passed as untested maintained
hypotheses. These are the application of dua]{ty princip]e; to derive esti-

mating equations, and the development of flexible functional forms (of which
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the translog is an example). The empirical work which has used these
developments has been diverse.

‘Here we estimate the production structure of the postwar primary metals
industry by means of the dual cost function. Using the dual cost function,
rather than the production function directly, has several econometric ad-
vantages. First, the elasticity of substitufion estimates are derived as
"first-order" estimates; that is, from the sloﬁe terms of our estimated fac-
tor demand equations. Using the production function, the elasticity of sub-
stitution is a "second-order" estimate; that is, we must try to estimate the
curvature of an isoquant by evaluating a determinant, each of whose elements
is an estimate. This is inherently a more difficult empirical task.

Further, it is more likely that input prices are pre-determined variables
than are input quantities. Also, the maintained hypothesis of cost minimi-
zation is slightly weaker than that of profit maximization.

Another potential advantage arises from our use of the translog func-
tional form. A translog cost function can be estimated without prior re-
strictions on the degree of homogeneity. Estimation 6f a translog produc-
tion function, however, requires constant returns to scale as a maintained
hypothesis. Otherwise it is not possible to identify the logarithmic marginal
products as cost shares. In this papef, however, constant returns to scale
is maintained throughout.

The translog function is becoming familiar in the literature and we
will discuss its properties only briefly. Assuming constaht returns to scale,
the cost function is written:

1 zz
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where TC is total cost, the o's and 6's are parameters, and the Pi and Pj
are the factor prices; i and j vary over capital (K), labor (L), energy (E),
and'raw materials (M) inputs.

The function is estimated through the behavior of its cost shares:

2 InTC_oTC 'i
2 In P, 3 P. TC
i i
but
3 TC _
3 P, Xi, the ;th factor quantity

1

so we have the system of equations

i i j Y'ij In Pj; Yij4 = Yj.i;-'laJ = K,L,E,M (2)

where M1 is the 1th cost share. We append an additive disturbance term to
each equation in (2) to reflect random errors in cost minimizing behavior,
and these are our estimating equations.4
The function is a generalization of the Cobb-Douglas form. Unlike the

multi-factor Cobb-Douglas function, which restricts all elasticities of sub-
stitution to be unity, the translog form permits different elasticities
between different factor pairs. And in fact, the elasticities are not con-
stants, but instead vary at each observation.5

Following Berndt and Wood, we permit technical change by adding Time (T)

to the cost function symmetrically as an input. That function now is:
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and the estimating equationg become

- z
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Note that permitting technical change not only alters the existing

equations, but also adds an additional equation to the system. The L.H.S.

3
variable of this equation,—g~lﬂTIg , 1s the rate of change of total cost at

constant input prices. Again following Berndt and Wood, we measure this as.
minus one times an index of Total Factor Productivity (TFP). The index of
total factor productivity is calculated as the rate of change of an output
index less the rate of change in a Divisia index of inputs.6 These indices
are displayed in Table 2, below.

The YiT terms are estimates of the factor saving or factor using biases of
technical change, since they measure the rate of change in the cost shares |
not attributable to prices. Hicks neutrality implies YiT T 0 for all i,
and so is directly testable. If Op and Y7 are also constraineéd to zero
we are back at a production function without technical change.

A useful specialization of biased technical change is the factor-augmenting

form. In terms of the general production function,
Q, = f(A; Xy 5 ... , A X )
t ]t.]t Ny Ny

where Q is output and the Ai represent indices of attained "input efficiency."
By constraining these Ai to change at constant rates, it is possible to

derive estimates of this factor-augmentation rate for each input. from time



.series data. Thus, for the production fumction we have
_ f * * %k *
Qt - (Kt,Lt’Et’Mt)

*k_ UT
where Kt = Kte k

The My represent rates of factor augmentation. From the point of view

etc.

of the dual, the rate of factor augmentation equals the rate of real input
price decline due to packing increased "efficiency units" into each natural

*
unit. So by substituting Pi for Pi in equations (2), where

*
Py = P].e>‘1'T. s i = K,L,EM

then expanding and collecting terms, we derive the estimating equations for
the factor augmenting specification.7 Factor'augmentation is a restriction .
of the general case.

If one considers these augmentation rates to be the outcome of micro-
investment decisions by entrepreneurs, they are directly relevant to the
induced innovation hypothesis. Indeed, for this purpose they are superior to
the older Hicks-bias measures. The Hicks-biases are ambiguous, since a
given technical change (isoquant shift) might be either factor i-saving or
factor i-using, depending on the prevailing input prices. While the tech-
nigue we use to estimate the biases rules this out in our empirical work, it
remains a problem for any micro-theory of induced innovation. No such

problem attaches to the augmentation rates.8

It is possible to test a great variety of covariance structures on
our eétimating equafions. Since the equations represent cost shares for
the same cost function we expect them not to be independent. So we use
a joint generalized least squares estimating procedure. One of the

equations must be deleted to avoid a singular covariance matrix. This
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“and other details of estimating translog functions are widely discussed
in the literature and we will not repeat them here, except to note that
we assume joint-normality for the errors and that our péramater estimates

are asymptotically full information maximum 1ikelihood estimates.

ITI. Data

We construct the data from annual observations, 1947-1974, on the
U.S. Primary Metals Industry. This "two-digit" industry group (SIC code
#33) produces both ferrous and non-ferrous metals. We have been fairly
meticulous with the data. While minor improvements might still be made
it is not 1ikely these would substantially alter any of the results.

The variables required are price indices for capital services, labor,
an energy aggregate, and raw materials. The dependent variables are the
corresponding cost shares. Finally, we require quantity measures for
each input in order to eonstruct the total factor productivity index,
_which serves as the dependent variable in the equatfon added to the system

by the inclusion of technical change.

A summary of the variable construction follows. Interested readers
may have full details upon request. ﬁina] data is published in the
Apbendix.

Energy: Weighted averages of the Bureau of Labor Statistﬁcs wholesale
price indices for coal (05-1), coke (05-2), fuel oil (05-7), natural gas
(05-3), and electficity to the inéustry. The electricity price series is
'the average price gotten by dividing industr& purchases 1n dollars by

kilowatt hours consumed, from the Annual Survey of Manufacturers. The

weights are the corresponding shares of total energy purchases represented



by each fuel type. This is continuously avqilable only for electricity.
For the others we interpolate linearly between the six Censué years for

which we do have observations, plus 1974, when the Annual Survey expanded

its'reporting for energy data.

The Census of Manufacturers and Annual Survey of Manufacturers data

on energy input purchases do not include coal to be}made into coke, which
represents a major part of -the metals group coal purchases. If we did
not correct for this we would under-estimate the weight of coal in the
energy aggregate,'though our correction faétor is of necessity based on
. observations for only three years; 1954, 1958, and 1962.

' Also, researchers should be aware of thfee problems with this data.
A change in Bureau of the Census accounting procedures in 1954 regarding .
‘coke oven industries resulted in reclassifying some fuels és:"produced
and consumed within the establishment." Series extended beyond this date
must be adjusted for this change, and this adjuétment can be made only on
the basis of 1954 evidence since this is the_on]y year for which data is

published under both accounting conventions.

Second]y,(the acquisition of bee-hive ovens by steel manufacturers
‘results in the re-classification of coke sales into intra-firm trénsfers,
and their disappearance from the statistics. To some extent this vertical
integration occurred over the time period, but our data is not sufficiently
disaggregated to permit us to make an estimate of its magnitude.

Thirdly, after 1958 the Gas Fue]s price series was redefined. For

a discussion of this see the BLS Wholesale Price Index for February 1958,

pp.37 ff.
.Raw Materials: We use a weighted average of the prices for significant

inputs: diron and ferro-alloy ores, bauxite, copper ore, lead ore, zinc
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ore, non-metallic minerals, éhemica]g machinery, and the output of the
ferrous and non-ferrous components of the primary metals group. This

last is to account for the significant intra-industry group flows under
oﬁr gross output specification. Except for bauxite, coppér ore, lead ore,
and zinc ore, these price series are BLS wholesale price indices. The
others are all average prices calculated from The Bureau of Mines Minerals
Yearbooks supplemented in some cases by data from the Department of

Commerce Census of Mineral Industries.

We derive the weights using the U.S. Input-Output tables. Starting
with the "Direct Requirements per Dollar of Gross Output" table we
aggregate the 85x85 U.S. Input-Output table as follows: Column-Wise we .
add together all columns which comprise SIC group 33; that is, columns 37
and 38. (These are weighted by the gross output corresponding to each
co]umn.) Row-wise we add together those rows which correspond to one of
our ten materials price indices. So now we have the direct requirements
per dollar of gross output distributed over various input types. Their
relative size establishes a set of weights which we apply to our materials

price indices to derive a single materials price index for this industry

group. We follow this procedure for 1947, 1958, 1961, 1963, and 1967;

the years for which I-0 tables were published or compiled. We interpolate
to get a set of continuously varying weights.

Labor: We use the industry production worker wage bill, divided by the

number of man-hours worked, from the Annual SurVey of Manufacturers.

Capital Services: The estimétion of capitaT rental pricés is itself a
maior empirical task. Here we experimented with several options before
" settling on the manufacturing capital rental price series derived by
[Christensen and Jorgenson, 1969]. We exténded this through 1974 using
[Bérndt-wood, 1975b] and investment data.
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The average_growfh rates in the four npminal price indices over the
period are as follows: | '

Capital: 3.07%

Labor: 5.30%

Energy: 4.75% (3.35% through 1972)

Materials: 4.00%
Quantifies
Energy: Expenditure on energy inputs divided by our aggregate price index.
Materials: Expenditure on raw materials, adjusted for changes in inventories
of materials, divided by our price index.
Labor: Production worker man-hours.
Capital: We constrhct our own estimates usiné the perpetual inventory

formula:

t

Kp = Tp + (1-u) Ky g

We have constant dollar investmént for each year, and capital stock bench-
marks for nine of the twenty seven years. HWe complete the series using
moving average estimated depreciation rates.
Output: Value of shipments, adjusted for changes in inventories of finished
goods, divided by the BLS price index for industry group output.
Cost Shares

Each cost share is equal to expenditure on that input divided by value
of shipments, adjusted for changes in inventories of finished output.
Energy_input expenditure: The sum of expenditures on coal, coke, fuel oi];
natural gas, and electricity.
Materials input expenditure: Value of shipments plus changes in inventories

of finished goods less value added less expenditure on energy inputs plus
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changes in inventories of materials.

Labor expenditure: Production worker wage bill.

Capital expenditure: Value added less labor expenditure.

IV. Results

We estimate the dual cost function under four specifications. In order

~ of decreasing generality they are

1. Biased technical change

2. Biased, factor-augmenting technical change
3. Hicks neutral technical change

4, No technical change.

We will strongly reject the hypothesis-of Hicks—neutra]ltechnica] change.
This makes the estimates derived under the further restriction of "no
technical change" a bit pointless. For the record, however, when the

null hypothesis of "no technical change" is tested against the alternative

“hypothesis of Hicks-neutral technical change, we do not reject the null

hypothesis. This implies that the bias of technical change (i.e.,
isoquant displacement) is more important, empirically, than the mere scale
contraction of the isoquants. A coroT]ary is that tests for technical
change should use biased technical change as the a]ternativelhypothesis,

rather than Hicks-neutral technical change.

We concentrate our analysis; then, on the remaining three specifica-

_tions. Coefficient estimates and summary statistics are presented in

Table 1.



Table 1

Coefficient Estimates and Summary Statistics

(t-statistics in parentheses)

Unrestricted Factor~-Augmenting Neutrality Imposed
AK .186 (18.66) .186 (18.99) .236 (56.97)
AL .210 (35.51) .208 (36.53) .157 (84.10)
AE 045 (17.56) 045 (17.61) | 041 (84.57)
AM .559 (49.37) .561 (50.18) .566 (120.67)
CKK .057 (1.31) .055 ( .99) .045 (1.13)
CKL .000 ( .01) .001 ( .10) .057 (3.76)
CKE. .004 ( .68) .003 ( .61) .003 ( .64)
CKM .054 (1.12) .053 (1.08) .016 ( .34)
CLL .136 (9.22) .136 (5.30) 024 (2.19)
CLE .021 (3.31) .021 (3.41) .029 (9.23)
CLM .116 (5.96) 116 (5.99) .052 (2.21)
CEE .027 (5.17) .027 (1.51) .027 t5.43)
CEM .002 ( .23) 003 ( .24) .001 ( .16)
CMM .172 (2.91) .172 (3.73) .069 (1.06)
AT .072 (1.45) .001 ( .84) .022 ( .95) .
CKT .0031 (5.10) .0031 (5.21) -
CLT .0032 (9.12) .0031 (9.02) -
CET .0003 (1.84) .0003 (1.63) -
CMT .0004 ( .58) .0003 ( .46) -
CTT .003 (1.13) .0003 (2.57) -
LK - .053 (1.76) -
LL - .029 (4.23) -
LE - .027 (2.31) -
LM - .002 ( 236) -
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Table 1, contd.

Unrestricted FactorQAugmenting‘ Neutrality Imposed
MK .5309 ’ .5306 .4038
ML . 7040 .6981 .1164
ME .8429 ‘ .8423 . 8244
MM L2946 .2913 2304

TFP . 0468 . .0076 -

Log- .
likelihood, evaluated at maximum:

329.051 328.274 A 303.804
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Technical Change

Hicks-neutrality 1is a restriction on the more general hypothesis. We

test the restriction with a likelihood ratio ’cest:g

H : Neutral technical change in primary metals, 1947-1974

n
Ha: an.

Number of restrictions = 4

2 - -

X = 50.494

Conclusion: Reject the neutrality hypothesis.
The rejection is a strong one. Further, three of the four estimates of
Hicks-biases are significantly different from zero, at least at the o = .1

(two-tail) level. The effect of biased technical change on energy and
materials inputs has been only marginal. The capital-using, labor-saving
biases have been huch stronger, in each case amounting to an annual three-
tenths of one percentage.point change in the cost shares not attributable
Ato substitution within unchanged technology. This means that had production '
technology remained static over the period, the share of labor in output
would have been about 8.5% larger than it is, and the share of capitalists
about 8.5% smaller. Note that it is the capital and labor prices which have
had, respectively, the slowest and fastest rates of growth.

The labor saving result should surprise no one familiar With the data.
Despite large increases in output and in evéry ofher input, the number of
manhours of labor going into p}imary metals broduction hashremained almost
- constant since 1947.

The index of total factor productivity gererated as a dependent variable

~is displayed in Table 2. The output change index shows wider variation



Table 2

year % rate of change Zrate of change % rate of change
ending in output . in input_ in Total Factor Productivity
1948 ' 3.8 .2 » 3.6
1949 -17.2 -6.3 -10.9
1950 22.9 12.4 10.5
1951 8.5 10.0 -1.5
1952 - -9.1 -2.1 -7.0
1953 | | 17.3 10.5 6.7
1954 -25.9 -11.2 -14.6
1955 26.7 13.9 12.8
1956 1.6 2.6 -1.1
1957 -5.7 - .3 -5.4
1958 -24.4 -17.8 -6.5
1959 14.2 8.6 - 5.6 .
1960 .9 4.1 -3.2
1961 -2.8 - -1.9 -1.0
1962 7.4 © 5.6 1.8
1963 4.9 1.3 3.5
1964 9.1 7.1 2.0
1965 9.4 5.4 4.1
1966 6.9 | 4.3 2.6
1967 -7.0 0.0‘ -6.9
1968 4.3 2.7 1.5
1969 b4 3.8 .5
1970 - -10.3 : -5.8 ' ~4.5
1971 ~3.4 -5.3 ‘ 2.0
1972 17.1 _ 6.2 10.9
1973 3.9 b -.5

1974 4.5 2.6 2.0
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than the input index, hence the productivity index has the pro-cyclical
variation common to most productivity indices. The effeqts of the steel
strike of 1949 and the slowdowns of 1954 and 1958 are apparent.

While year to year fluctuations in the productivity index may mean
little, it has a distinct upward trend at an average rate of 2.2% per

year. This is the rate at which isoquants aré‘presumed to contract toward
10

the origin in the Hicks-neutral model.
Factor-augmentation also represents a restriction of the general
biased technical change case, though only a slight one. We impose five
independent restrictions and introduce four new variables; net the number
of restrictions is ohe. The explanatory power of both models is essen-
tially equivalent, as are the estimates of those parameters that the
two versions share. .
The estimated augmentation rates are significant (again at the a=.1
level) for capital (-5.3%), labor (2.9%), and energy (2.7%). Again note
the correlation between average rates of augmentation. and factor price
growth rates. Labor, whose price grew most rapidly, was augmented at
the highest rate. Capital, whose price grew least rapidly, was augmented
at the lowest rate. Indeed, a significantly negative augmentation rate
was estimated for capital. A negative augmentation rate may seem counter-
intuitive. It would be possible to estimate the equations restricting
all augmentation rates to be non-negative, but this was judged inappropriate.
We felt that the theory of technical change is not strong enough to justify
_imposing such strong priors on our .estimates.
The factor price rates of change and the-technical éhange measures

are summarized in Table 3, below.
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Table 3.
Rate of Annual
change in Augmentation
price Rate Hicks-bias
*
Capital 3.07% -5.3%" .0031" (capital using)
*
Labor 5.30% 2.9% -.0031" (labor saving)
* *
Energy - 4.75% 2.7% -.0003 (energy saving)

faterials 4.00% -0.2% .0003

*
significant at o = .1

Proddction Structure

Below we report the estimated elasticities of factor demand and of
substitution; evaluated at the means of the data, under the biased and
neutral technical change specifications. Structure estimates under the
factor-augmenting specification are virtually identical to those of the

general, biased technical change specification, and so are not separately

reported.
Elasticity of demand for
Unrestricted Neutrality Imposed
Capital -.51 (2.13) -.95 (5.72)
Labor -.14 (2.35) -.69 (9.96)
Energy -.37 (3.35) -.2; (2.39)
Materials -.13 (1.25) -.31 (2.69)

(t-statistics in parentheses)
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. Elasticities of Substitufion Between

Unfestricted ’Néutﬁa1ity Imposed
Capital and Labor 1.00 (4.03) 2.54 (6.24)
Capital and Energy .58 ( .94) 1.32 (2.60)
Capital and Materials .48 (1.03) .88 (2.51)
Labor and Energy -1.17 (1.50) -3.50 (6.89)
Labor and Materials .01 ( .08) 41 (1.56)
Energy and Materials .92 (2.21j .94 (2.37)

(t-statistics in parentheses)

Because the translog is a flexible functional form the estimated
eiasticities vary ‘at each observation. The actual variation is re]ative]y.
small, except in the demand for labor. At observations away from the
‘mean the own-pfice elasticities of demand for labor become slightly
positive. This indicates the failure at these observations of certain
regularity conditions on the derived démand'equations, conditions implied
by concavity of the dual cost function. This is discussed further below.

Otherwise the elasticity estimates are all of reasonable magnitude,
especially if one believes that time-series estimates reflect short-run
adjustment.

The substitution elasticities are Allen partial elasticities of
substitution. A positive value indicates technical substitutes; a
negative value, technical complements. The elasticity estimates from the
unrestricted specification are generally of smaller magnitude than those
from the neutral specification. This is to be expected since some of
what is classified as substitution response under one specification is

re-classified as technical change under the other.
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One result of particular interest. is the positive elasticity of
substitution between capital and energy. [Berndt and Wood, 1975b] find
these to be complementary at the level of aggregate mandfacturing. If
this is the case there is a potential conflict between energy conservation
policy and fiscal polidy. This is because fiscal policies such as invest-
ment tax credits stimulate capital intensivé-production techniques, which
will also be heavily energy using if capital.and energy are complements.
At this level of aggregation, however, we find no evidence for this
complementarity. The primary metals industry is, however, a fairly
energy intensive industry, and accounts for a1mbst 20% of manufacturing

energy consumption in the U.S.

We also test for separability of the production function between
materia]é and other inputs. Such separaﬁi]ity is a necessary condition
for the validity of production structure estimates derived from value-
added specifications. Typically such separability has been assumed,
though it is a testable proposition. (For the form of the restrictions

see [Jorgenson and Lau, 1975].)

Hn: Explicit separability of the production function in materials

inputs.
H: ~H
a n
Number of restrictions = 3
2 _ -
Xeritical - 6-251 (o= .1)
Y2 = 29.076

Conclusion: Reject separability.

We reject this separability of the pro&ubtion function, and find that

its'imposition significantly alters the estimate of the e1asticity of sub-
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stitution between capital and labor. While such a result is not surprising,
it is an unpleasant reminder of the problems of economic data, since it is
typically data restrictions that lead us to use value-added specifications

in the first place.

Concavity of the cost function

The power of using duality relationships to deriQe estimating
equations is that we know that the demand relationships we estimate from
a "well-behaved" dual cost function will correspond to some quasi-concave
production function. In order for the cost function to be well-behaved
it must be monotonically increasing ahd concave in input prices.

The monotonicity requirement presents no problem. Our estimated
functions are always monotonically increasing, and we will not discuss
this any further.

Concavity is .a condition on the principal minors of the Hessian
matrix, which we can evaluate at ea;h observation, and also at the means
of the data. Evaluated at the means, our cost function estimated under
the biased technical change specification satisfies the concayity
conditions. But as we move out from the mean the conditions are not met

at 20 of the 27 observations.

Thus our unrestricted specification appears not to correspond to a
concave cost function when we move away fer the means. (The test is non-
parametric. We do not know if the non-concavity is "significant".)
Curiously, when we impose neutral technical change (a restriction which
We reject, statisticé]]y) the non-concavities disappear. We have no
economic explanation for this, although Berndt and Wood report the same

phenomenon. (See [Berndt and Wood, 1975a, esp. fn. 19.])
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It is c]ear-fkom inspection of the relevant formulae that the
neutral specificatfon satisfies the concaviiy'cohditionS'becguse of a
lower estimate for YL From.an econometric pbint of view this is due
to the deletion of T{me from the labor share equation under the Hicks-
neufra] specification. Since Y p “was negative when Time was included,
and Time and the labor price index are positively correlated, this
results in a negative "left-out variable" bias in the y#L estimate. The
regression equation is demanding that Time be included. That is, there
is variation in Tabor's share which is not explained by prices but which
is function of Time. It is the R2 on the labor share equation which falls
most dramatically upon imposition of Hicks-neutral technical change. |

V. Summary and Conclusions

We use a translog dual cost function to estimate production structure -
in the U.S. post-war primary metals industry, under both neutral and
biased technical change specifications. Reasonable elasticity estimates
are derived. |

We reject neutrality of technical change, and also separability of
the production function in materials inputs. Technical change has been
strongly labor-saving and capital-using over the time period, with weaker
(but still significant) effects on energy and raw materials inputs.
Significant and reasonable factor augmentation rates are derived.

We note that our estimated cost function is not globally well-behaved
under thé biased technical change specification, though this problem
disappears when neutrality is imposed. We restrict our discussion of
. elasticities to tﬁe data means, where all functions are well-behaved.

We find no evfdence at this level of aggregation for the technical
comp]ementafity of capital and energy which Berndt and Wood reported. We

find all inputs are technical substitutes except for-labor and energy.
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Footnotes |

~ 1. Throughout we use the terms "neutral" and "Hicks-neutral" synonymously.

The following is the definition of the Hicks-bias:

h

Let Mi be the it cost share. Then

5 Mi S +i-using
T |- 0 -neutral
p - +j-saving

It should be pointed out that there have been various definitions of bias,

occasionally differing in substance. For a fuller discussion see [Wills, 1976].

2. . In this cenfury the idea fs usually attributed to [Hicks, 1935]. One
can find passages that suggest that the idea was recognized in the Classical
literature, see [Smith, 1776, p.86]. But such speculation is suspect. Thé
notion of biased technical change must be distinguished frdm“%hat of sub-
stitution within unchanged technology. In order to draw th{s distinction
carefully it is necessary first to have a fairly formal concept of the pro-

duction function, which the Classicists did not.

3. See [Binswanger, 1974], [Nordhaus, 1973], [Wills, 1976]. A general
conclusion is that simple neo-classical assumptions about the "production

of technical change" do not necessarily imply an induced innovation process.

4. Note that Vi3 = Y5 is an identity which must be maintained. It is

possible to estimate a system of equations like (2) but where these cross-
equatibn restrictions are not imposed. But such a system is not derived from

anything resembling (1). Even if 6.. # 6.., still Y; Henceforth we

ij 7 v§i RS

j o g
will use y's in both the cost function and the share equations, to conform to

the Titerature.
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5. The formula is

: M.+ vy,
oL M1MJ Y1J
ij MiMj

so the i3 appear as terms shifting the elasticity of substitution away

from the Cobb-Douglas unity. The formula for';ross price elasticities of

factor demand is

. and for own price elasticities

2
. M7 - My vy
ii p

For a derivation of these formulae see [Wills, 1976, pp. 110—112].
6. See [Jorgenson and Griliches, 1967].

7. The final equations, then, are very complex and non-linear. The Hicks-

biases can be derived as linear functions of the estimated coefficients.

8. A technical change which is factor i-augmenting might be either i-saving

or i-using, depending on the structure.

9. 'In a sense, of course, we should be concerned here with controlling for
Type II rather than Type I errors; by making our significance level high

' enough we could always end up npt rejecting Ho, The 1ike1ihood ratio test
will not do this, though with such a convincihg rejection here the chance

‘of a Type II error is also small.
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10. In the biased technical change model aisomewhat faster rate, 7.2%, is
estimated. In the factor augmenting‘model'the‘estimate is only .1%. This
_is the only case of a significant difference between the factor augmenting

and the general biased technical change estimates.



C =26~

. References

Berndt, Ernst R. and David 0. Wood, [1975a] “"Technological Change, Tax
-Policy, and the Derived Demand for Energy," M.I.T. Eﬁergy Lab Working
Paper #MIT-EL-75-019, August, 1975.

- [1975b], "Technology, Prices, and the Derived Demand for Energy,"

Review of Economics and Statistics, No. 3 (August 1975) 259-268.

Binswanger, Hans P. [1974], "A Microeconomic Approach to Induced Innovation,"

Economic Journal, 84 No. 336 (December 1974) 940-958.

Christensen, Laurits R. and Dale W. Jorgenson [1969], "The Measurement of U.S.

Real Capital Input, 1929-1967," The Reéview of Income and Wealth, 15 No. 4

(December 1969) 293-320.

Hicks, John R. [1937], The Theory of Wages, New York, The MacMillan Company,
1937.

Jorgenson, Dale W. and Zvi Griliches [1967], "The Explanation of Productivity

Change;" Review of Economic Studies, XXXIV (3) No. 99 (July 1967) 249-283.

Jorgenson, D. W. and Lawrence J. Lau [1975], "The Structure of Consumer

Preferences,” Annals of Economic and Social Measurement, 4 No. 1

(January 1975) 49-101.

Nordhaus, William D. [1973], "Some Skeptical Thoughts on the Theory of

Induced Innovation," Quarterly Journal of Economics, LXXXVIII No. 2

" (May 1973) 208-219.



-27-

Smith, Adam [1776], The Wealth of Nations, Modern Library Edition, New York,

1937.

Wills, John [1976], Technical Change in Industrial Use of Energy Inputs,

unpublished Ph.D. dissertation, University of Washington, Seattle, 1976.



Appendix: Data



+ € 2 T
e REGATRGEAO. L TO=ANEEZR0 L 9RSAQI0 _ ____ AROGTZT0 ¢ vio L -
' GQPARAT*( 10~-30R.LBEE*D 2EHTATO HORIEAT™S ° £/
HORE0QC0 L T0=2N90000 0 LTINS aT T 0 LPCEGTN e 2 e
faglage 10~-4N7P G 1G0T 70 nHrGRTD * 1/
—— . } £G/20G°(0 T10=-230GG,;06°0 . LLCROZ*0 . SeECeRlcq ° 01 S,
cuqQlca ) [0=~30CEREEn ceeanzg g GnZTaZ 0 ¢ ~G
B S [C7O8C20 . T0=-30GACKE 0 . AESANP0 . o T2 . £C -
TearREC D T0=-200GCRKF 0 0ru602°0 AQpCT2n * /9 .
- 2Ci08G0 L T0=30AAFE0 L REPRARTO 28 ALZZN . - GO
NN HG*0 TQ=353N+7216C ) ALRENZD LiRe12°0 ° <a
e — TerQRCe( T0~30A/AGG/C°0 . Q2GTIZ°n . 2aGu02°0 ¢ %G -
. APFEEGED TO=3NF/ 6570 SR TR Fu2itee . £
e —— I€€CG*0 . I1C-ANGAQ0H0 . ___REQI22*0C . ___ . Suopsier . ]
foazZea( [0-4300C20n 0 SaTeZ20 RIHEE D ¢ s
L AE)PCCO ) L T0=3008C05 0 e HEEGEZ0 o 2EHCR Y U £ 1S S
2HT75CD 10=-308870E 40 w16 120 QuY 00 * £.C
e MOSGEGY) L TO=E09EE0Y 0 o ALERPZC0 L Ewhwalty . . G .
OH ) 0RS*D T0-30CSA5H°0 Gt &1*D 1654018 ° lc
e g@PEYGED 10-3000/ 150 . O0GT/aT"0 _____ _ €ou3alh . 9%
’ HRC)QG0 10-3019KE%°0 CEEPART"( Hs1G81°0 ¢ %Q
- . LTI RGT N T 0=-2NCRKE60 Q0 Z2icngZeg o AoTe i Whe
\ 01GCGaG* () 10=-30»C90y°0 1GT16AT C SEUEE At . £c
S S S AG/ARSD o T0~-30(288%°0 . OT¢e02°0 e DT ° S
H)COHCE() T0=30&HATH*D LLGIRT D 1076470 * <
U, N}JRFCS0 . TI0-300%Ge%°0 ___ SQeRgel*y . SIS0 ° e
€£R11LG9°Q 10-3ANCLGL5°0 eH0CNZen w 265100 . R
: ShICCny ___10-30Te im0 GreCalcC___ 62l 120°0 _° . _ub —
1004090 10-3n02G1IG%0 £29/12°0 SEIP P S . LY
e - c:.ooaoooooooo..o..ccv.-.o.oou..J,coo0-.0.!.:9.,-01'“.0.O.roocuo:orinx.o!‘w;o‘o;oo‘-ovcooooooo ; e o
NI I Tw Wi
QGsyl LL/710/72 0 0LE wRT GLAT 9NV ___ 8*2 MOISHIA HOSSIADNYA SITHIS 3IWTL 71 ANTT




1 C

2L NEeRT 0
Te)21RQ
NeeoT1en
2RIRZL*0
tonnmela
LEECGRG Y

neewice 0

® 0 © 3 0672+ 9O OO P P 0SSO LSS DS O OO S P00 NE s

N

— JE e —— /

_ €Sl LL/10/ 0 0LE

IS TR e A YR g T e e

e

parle
2071
P2AD2Q2° {om e
201721
HEREZT -
ZRABTST
pocagel
ey nag-el
QTSR T .
hine0T
CLQC WA
{0/ ICA0
£GGA(
2CTC AN
_RGCCERD
RECARLATD
QC1)Ge*(
I=1/iiA°0
CATHRAE"D
I¢i=14°90
+r GG

* 0

.

QT HHZ%2 o e
12625° 1

o B LEE T T e e
cCgy e
onyn e
»QGZ0 T
JSNIE60

HGT16L6°0

ALGRSH°0 L.

QuRNSE*0

3

TEean68°0
RLIDCAS
AIGTCR"
OGP CA]
COEEGSA0
CL1)me"
QEGHHA®
ASEARTIG0
2)G)ER"
CHAGCR)
e O0G0EL
W] KOIR"
LERIES "
CHEAORS®
e 2PGRY )
longe L
e} VIQE L
(LAE229°0

0
0
v

n
O

i
————

AR
NN

<2

<

>
D
G
¥

*

st

HTIOA/RZ S
c122e°1
[ETSTT
ISR I
Taaansy
GeeEant1
CESY R XN

-

AO%100 T
L]

R SRS N
3 e~ 0
oNn o7
NO™M
o T
AT
e e

et G

2¢)

~ 0 0

2

O

NN
DL T~ o~
»
c
L]

- L
7

fﬁuc.
ohGe
GELRIG
yRCQARY
FALQOH

N3

8]

J
L

<

e

R =
. 8E2R6° 1

Q.

0

.

SThgT®

1929¢¢”1
CePrn* g
Guysuire®
Licni T

VAR R

-t —

Gn0/lLon”
HOGE "
A Tt N
weEOEQTT
Qof e’y
NL71Fe?
S idf e e

06N fegrse
QAF(ege =

ISESPEE
T
L2eqts"
QLT1SAG T

—4 o~ 4

{1y
v
oy
V)

0

* ® @ 9 & 8 6O $ 3G s SCE e

M

wal

QLAT . *°GNY

- -

Pe2 NOTSHIA

B e . ey ——— e o o £ 97 Y g P

HOSSAIDONA STITHIAS 3Tl

s

i A e =
£/

b R
D\. T
9

“9

/G

lald

©»C

£G

9 ‘ -
14
G
€<
G
LG
ae
1
-
cq

-

e}

s o

. 43 i A S~ St S Wb b R e



