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German reunification (1990): will Germany become a new Mezzogiorno? 
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Neoclassical growth theory: 

 Convergence of the “poorer” regions (or nations) to the “richer” ones via capital deepening 

 

Traditional international trade theory: 

 Productivity increases across all regions thanks to increased size of the market and 

opportunities for specialization 

 

Endogenous growth theory: 

 Integration can lead to rising differences between regions 

 

New international trade theory: 

 Trade itself can be a source of inequality persistence because of increasing returns and 

agglomeration economies (complexity of tradeable goods produced)  
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Some stylised facts 

 

 Lower income and consumption levels in “poorer” regions 

 Persistence of disparities 

 Faster catch-up in Germany than in Italy 

 

East Germany: 

 

Brandenburg, Mecklenburg-Vorpommern, Saxony, Saxony-Anhalt, Thuringia 

 

 

Mezzogiorno: 

 

Abruzzo, Molise, Campania, Apulia, Basilicata, Calabria, Sicily, Sardinia 
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Earlier analysis 

 

 

Cautious optimism for East Germany based on: 

 

 

 Public intervention aimed at stimulating machinery and equipment investment 

 Improvement in competitiveness 

 Social capabilities 
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Germany and Italy: The Regional Problem 
 

          GDP per capita     Consumption per capita 
 

      

East Germany/ 

West Germany 
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GDP per capita Dispersion  (standard deviation of regional GDP per capita) 
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Regressions for per capita output growth, 1990-2016 
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Possible causes: 

 

 Trade 

 Investment 

 Comparative costs 

 De-industrialisation 

 Export complexity 

 Institutions 
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Trade and growth 
Foreign Trade Share 

 
   Germany      Italy 
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Regressions for trade and GDP per capita (2012) 
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Investment 
 

Germany and Italy: Investment in Machinery and Equipment (ratio of shares in GDP) 
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Comparative Costs 

Germany and Italy: Relative Unit Labour Costs in Industry and External Balance 
 

Relative Unit Labour Cost, 1990 or 1991=100                                                                                                                                                                                                                                                          
 

  

Deficit on Goods and Non-Factor                                                                                                                                                                                                                                            
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Regressions for evolution of per capita output gap between the “poor” and the “rich” region  
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De-industrialization 

 

Employment in Manufacturing 
 

  Germany      Italy 
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Export complexity and production capabilities 

 

Export complexity indices 
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The role of institutions 

 

 History 

o No historical East-West dualism in Germany: “free and imperial cities”, trade fairs, 

universities 

o Germany’s industrialization was spearheaded by Saxony in the East 

 

 Trust 

o Persistent effect of GDR 

o Anschluss? 

 

 Quality of government 
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Some Indicators of Social Capital (“poor region” in per cent of “rich region”) 
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Conclusions 

 

 

The gap appears to be closing for East Germany, but not for Southern Italy: 

 Relative performance of the tradeable sectors in the two regions 

 Labour market behaviour and competitiveness 

 Advanced and complex manufacturing products 

 Trust and social capital? 

 Emphasis on infrastructure provision in Germany but on transfers in Italy 

 

 


