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  For me, it is an honor and a pleasure to discuss such distinguished speakers as Pierluigi Ciocca and Mario Sarcinelli in a conference devoted to assess and commemorate Tarantelli’s work. Both were  Ezio’s friends and colleagues at the Bank of Italy where the intellectual atmosphere was reflecting the institutional necessity of  combining economic theory and applied, policy-oriented research. This combination was certainly stimulated by the great influence of Franco Modigliani: a mentor for many but also a coauthor for Ezio. 

  Predictably, both papers are interesting, intense and quite helpful for understanding Ezio’s achievements and motivations:  Ciocca is mostly addressing the deep reasons behind the wage predetermination proposal and its delayed acceptance in the next decade while Sarcinelli provides a vivid picture of  Ezio’s concern for social and political changes by turning back to the 60s when Ezio’s personal  curiosities and discoveries coincided with an overall quest for changes and modernization in Italy and elsewhere . 

1.Pierluigi Ciocca:  “Doing Good”. Ezio Tarantelli’s  Approach to Political Economy.

  The paper starts with the widely shared view that the inflationary 70s were reflecting a conflict on income distribution: a view which was at the root of Ezio’s interpretation of the weakness of the  IS/LM paradigm – its indeterminacy. In a way, Ezio was - more or less consciously - fighting against the main weakness of a paradigm which basically implied that: 

· only aggregate demand shocks matter

· prices are procyclical, i.e. that a stable Phillips curve exists

· fine tuning is enough to stabilize the economy around an exogenously given path.

  The crisis in the post-Keynesian paradigm was widely recognized in the mid-70s and one of the most empirically oriented explanations was in Bruno-Sachs’ work (1985) stressing the role of  supply (cost) factors and the necessity of  a decrease in real wages to adjust the OECD economies after the almost synchronous oil and labor shocks: Ezio, however, strongly opposed the idea of a real wage decrease, stressing that his wage predetermination proposal did not imply any real wage cut. He was also surprised that among commentators (including some in the left) a real wage cut (Baffi, 1984) was preferred to his forward-looking wage setting proposal which did not imply any decrease in the real wage. Ezio was also skeptical about the view that credibility could be imported merely by relying on external constraints (EMS) and was on the contrary stressing that people commit to wage (or price) moderation whenever the goals are understood, believed in and practiced by all participants in the game. 

  What I want to make explicit is that Ezio had in mind not only the elements outlined by Ciocca but also a version of rational expectations stressing the role of staggered wage contracts: in this vein, the backward-looking part of the wage was transmitting the inflation persistence while the forward-looking part was instrumental in reducing the inflation level once a lower inflation target was chosen. Ezio understood that this choice required cooperation among price setters (unions, central bank, and the government) and that this was also the only way to reduce the inflation rate without reducing the real wage. 

  In my opinion, this rational expectations view of corporatism is crucial for understanding  why Ezio stressed so much the role of the future, committed, inflation versus the past, received, inflation. Paying attention to the future was also crucial for defining a credible  “political exchange” where credibility meant that all  agents committed themselves to following their respective guidelines (wages, administered prices and government employees’ contracts). Once this was achieved, the central bank  had no reason to adopt a both costly and per se useless  monetary restriction.

  It is true that the 1984 experiment did not fully comply with all these requirements but it was based – at least in Ezio’s intentions - on the following ingredients:

· the firms in the tradable sector were already subject to  international competition preventing the transfer to prices of cost variations exceeding the price in lire of their competitors.

· the trade unions should fix the future wage profile  through labor contracts, which otherwise were mostly determined by accommodating past price increases (indexation). This also gave back to the unions a discretionary role which was lost when most wage changes were reflecting the automatism of indexation.

· the government directly controlled public services and administered prices and, moreover,  affected prices by paying its own employees accordingly. Obviously, other spending was also income related and thus reflect the choice of  the predetermined wage target.

  Because of  the limitations reported by Ciocca, I admit that the 1984 experiment was traumatic, but I would also argue that it was more successful than Ciocca suggests (Fiorito, 2003a). I agree that more could have been achieved if the largest union (CGIL) had moved forward a choice that it postponed making almost ten years later, in a different context. It is difficult for me to say if this latter decision reflected a truly understood choice or the impossibility of doing differently in the binding 1992-93 turmoil. 

  In any case, the disinflation in 1984 was not assisted by external factors: in the 1984 the rate of increase of the commodity price index increased slightly (5%) and the value of the lira fell  relative to the dollar by about  15%. The external factors helping disinflation occurred in 1986 only when there a was in the meantime a large dollar devaluation (-22%) and a big fall in the raw material price index (-30%). 

  To summarize, let me report the following facts: in 1984 the growth rate of the gdp price deflator fell  more then 3% points with respect to the previous year, from (15.1% to 11.6% per annum, and the CPI index fell even more strongly, from 14.9% to 10.6%. Of course, the administered prices helped because the rate of inflation of public tariffs fell from about 21% in 1983 to only 12% in 1984. This did not happen by chance: it was part of the overall strategy to which Ezio contributed also by arguing  that tariffs too should be consistent with the wage/inflation target to expedite the fall in inflationary expectations. Further, it seems to me that monetary policy was not particularly restrictive on that occasion; while it probably helped to maintain the nominal exchange rate anchor, it is likely that the exchange rate stability also reflected the positive effects of wage predetermination on 1984 prices.

2. Mario Sarcinelli: The ‘60s and Ezio’s Awakening to the Social Problems in Italy

  This paper starts from a vivid description of the intellectual and political milieu  in which Ezio and with him an entire baby boom generation in Italy and elsewhere grew up.
  Sarcinelli describes in a very intense way the quest for more justice, equality  and dignity coming from a new stream of young Italians though the same happened - as we know - everywhere.  On one side Sarcinelli is referring – somewhat critically if I understand him correctly – to the easy category of the “lost occasions”, recently resurrected in the Italian debate  (Salvati, 2000): a category that can equally fit Gramsci’s views on the Italian Risorgimento and the standard output gap variable which is used in current macroeconomics to indicate the difference between what we get (actual output) and what we are supposed to deserve (potential output). Personally, I think that the output gap category is a source of illusion in macroeconomics as in private life because it neither defines what we are able to produce (potential) nor why we so often fail  (half of the cases in business cycle analysis!)  to reach a target that   should be endogenously determined to be credible (Fiorito, 2003b). Since I do not want to tax Sarcinelli with my idiosyncratic views, let me turn to the fundamental question he raises in the paper after describing so well the political and cultural scene of that period: 

at a time when so many things were happening around him, where was Ezio?
  My answer will be a tentative one because I don’t have the direct information that Sarcinelli had from working with him in those years at the Bank of Italy. Ezio certainly was curious about whatever was going on and was admittedly and naturally sympathetic with the leftist/progressive movements in Italy, France, the US and elsewhere. Yet, I am pretty sure that when he was crossing the Bank of Italy’s  main entrance in Rome to sit at his desk, he was thinking about everything he was listening to (or probably doing) outside of the Bank. There was no separation between his intellectual and emotional life because he was a very good economist, motivated like everybody else by personal (political) emotions, but also knowing that motivation does not imply a solution, especially if so many factors are involved.  

  In this respect, his article on labor productivity (Tarantelli, 1970) is still one of the most important studies for understanding postwar growth in Italy and why labour productivity was consistently countercyclical: because of  migration, workers are heterogeneous and the required cheap labor can be hired during a boom phase when the number of the skilled workers already working is not sufficient to cope with the temporary demand  peaks. Conversely, during  a recession, unskilled labor is laid off so that firms can keep their, more productive, skilled workers.. 

  Borrowing terminology from inventory accounting, we could say  that the unskilled  workers are the LIFO ones: the last entering in good times and the first to leave jobs in bad times. This is enough to obtain a countercyclical productivity pattern as Ezio was pointing out in this great contribution to the labor demand literature and also to buttress the interpretation that Italy’s economic miracle was substantially made by a majority of unskilled, precarious though highly motivated workers. From this perspective, it should not be a surprise noting that on two occasions (Banca d’Italia,1970, 1971) Governor Guido Carli included these results in his “final considerations”, sometimes using almost the same words as Ezio.

  Given the relation between labor productivity and labor composition, it should not be surprising either that the opposite happened in the turbulent 70s  when labor productivity was procyclical as a result of a less fragmented, more unionized labor market that made labor demand almost perfectly inelastic to business cycle fluctuations. Firms, prevented from firing in recessions,  reacted by not hiring in expansions and, as a result, the volatility of employment was much smaller than the volatility of output. In this respect, Ezio’s analysis can still help us to understand why now Italy faces a fall in labor productivity which it is not strictly countercyclical but which could reflect a new heterogeneity in the labor force, stemming mostly from the underground economy and from the prevalence at this time of  a larger foreign migration.   

  Another important contribution by Ezio was the essay he published on the generational leap forward (Tarantelli, 1980) in which basically the simultaneous occurrence of the industrial and social conflict in most developed countries is explained in terms of the postwar baby-boom generation. It was the first generation living mostly in an urban environment and also having much more education than their parents had: hence, while they reaped the dividends from the previous generation’s parsimony and difficult life experiences (war, immigration, poverty etc.), they were also the first generation to be unable to satisfy almost unlimited rising expectations. As a result, the simultaneous occurrence of social and industrial conflict did not have to rely on the monetarist explanation based on the worldwide dollar spillover because of the Vietnam war. In other words, Ezio made 1968 endogenous and contributed to showing that sympathy for the underdog is fine but is not enough while understanding is always a source of personal happiness and collective change. Some people, simply, could not accept it.
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� Actually, Ezio was born in 1941 and I doubt that a pedantic demographer would allow me to use the baby boom category for someone born before  WW2 was over.








