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The de-industrialization process in South-Italy andnew
industrial policies in Europe

Michele Sabatino
Assistant Professor — KORE University of Enna yital

1. Introduction

Italy has gone through the deepest economic casee the years after the Second world
war to our days. Compared to 2007 the GDP has @b more than seven percentage
points. Industry is the field where the downturn production has been heavier both in
manufacturing and building sectors. In 2013 indakfrroduction was more than a quarter
below the pre-crisis level, involving sectors - Isues the cars, electrical appliances and
footwear — ones which for long have represented gradluctive peculiarity of Italian
economy. That is a downturn which is having a neggainfluence on the productive
potential and future perspectives of Italian ecopdmt above all on the potentialities of
recovery of South Italy.

In the last ten years the gap in development tibetsveen southern industry and centre-
northern one has became deeper: between 2007 drid tB® industrial value added of

southern regions has dropped more than 16% (108énitral-northern regions) with effects

especially on the domestic demand more affectedthiey crisis. The reduction of the

industrial employment has been more than two tirttess Centre-North’s, also as a

consequence of the smaller covering of the soeialirity system in South, connected with a
productive scheme centred on the small enterpriBeste has been a fall of the industrial
investments, with a reduction between 2007 and 2013,7% (-2,7 in the Centre-North). In

Southern lItaly crisis has affected above all thiegeehemistry, the rubber, the working of
no-metalliferous minerals and the means of trarispor

The crisis of industrial system reflects the diifices of Italian productive system in fitting in
the great changes that have affected the Intemadteconomic field in the last two decades
and that have been radicalized by the crisis: tioegss of globalization and integration of
the real and financial markets; the European iatgmn, with the introduction of the single
currency; the change in the technological fielchviite new information and communication
technologies. Those are three elements producirgjrang and rapid increase of the
competitive pressure. The Italian productive systeams not succeeded in reacting readily
because of its old structural problems. Finally,anfdition, there is the weakness of the
domestic demand that, in the last decade, has ngfally reduced as a consequence of the
tensions in the credit market and the public firamzasures.

Re-launching the Italian industrial growth in maredern ways, must be the priority of
economic policy. Today industrial represents ldent20% of the value added and the
employment, but it is the main source of innovatowl competitiveness (it means more than
70% of the expenses for the research and develdpaietine private sector) and has a
decisive role in the balance of the payments @iegia contribution of 80% to the exports).
With a lot of services it represents a driving #®to the tertiary sector; the industrial exports
include the value added produced by the serviceoiséar 40 per cent of its own global
value'. It is, therefore, a sector made up of a lot ofemrises which, even in the new

! OECD/WTO (2013)QECD-WTO: Statistics on Trade in Value Addethtabase)



difficult global competitive context, had started @nportant process of reorganization but
which, today, risk to be wrecked by the economisigrand the new marginalization of
Southern ltaly.

This process of de-industrialization and margiralan of the economy of Southern Italy
must be opposed to start a real recovery of cotneiess. To do it, it is necessary to
support public policies which may produce positeféects on the total Italian economic
system. With this aim we want to describe the re@molution of the Italian industrial
system and in particular of Southern Italy. We \aiflalyze the global and European context
together with the state of Italian industrial fieldd later the causes and the effects of the de-
industrialization in Southern Italy. Finally will\ge some hypothesis for an industrial and
economic policy.

2. The de-industrialization concept

The cut in the number of the employees in the maotufing system in the mayor sign of the
“de-industrialization” phenomenon shared by the mmandustrialization countries.
Contrasting with it, it is the increase in the nenbf the employees in the service sector,
which has the majority of the workers. The cut bé tmanufacturing employment is
worrying, because it is seen as a cut of the prmbdudbasis in the country, with a lower
production of tangible goods. This phenomenon ensas harmful to the possibility for a
country to produce future richness and competénéniternational markets. That for two
reasons: on the one hand the increase of therjepgraducts reduces the mean rate of the
increase of the productivity; on the other handdhein the manufacturing fields reduces the
production of tradable goods and it could worsee thalationship with the balance of
payments, taking away the resources necessarlgdadonomic development.

These considerations, actually, do not considervdreety of the causes producing the de-
industrialization. In particular, it is possible tlistinguish a positive and negative de-
industrialization (Bazen e Thirwall, 1979). The pios de-industrialization is caused by the
process of development of the economic structutd@clwmeans both an increase in the
demand of services from the consumers, connecteéd thie high flexibility of some
consumptions of services, the income and the despbgr characteristics of the growth
process, and with the increase in the number oicer used in the production of the other
goods, often as result of the process of technesoginovation and globalization of the
economy. In the negative de-industrialization,east, the cut in the number of the industrial
workers means a loss of competitiveness in the faaturing industry contrasted by a drop
of the workers to adjust the resources to the denaanal increase the productivity. In the
first case the de-industrialization goes with angloof economy towards a full employment
and where the industrial sector gives way to th@ice sector, after an expansion phase
typical of the economy “take off”; in the seconck tbe-industrialization is a sign of the
objective difficulty of the economic system in keepin step with the rhythm of the growth
of competitiveness of other areas, and so it isneoted with an increase of the
unemployment and a slow, if not negative, procégganth (Rowthorn e Wells, 1987).

In the territory, this ambivalence means heterotere local and regional development
models. In particular, in the most developed coesirwhere you can easily find the
necessary dimensions of market and externalityetieea strong boost to the expansion of
the service industry, while, on the contrary, ia ttnderdevelopment countries, characterized
by a smaller weight of the manufacturing sectoe tompensation between the industrial
decline and the increase in the employment in #émeices is more difficult. The concept of
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de-industrialization is, therefore, complex andrezrhe reduced to a condition of uniformity
or a deviating uniformity. Different areas livegiprocess in different ways. An other aspect:
the term of “de-industrialization” itself implies @decrease, a fall compared to a previous
level. But how important is the extent of this Ieas for the consequences of it? In other
words is it correct to think that some levels afustrial development may be connected with
a decline which means a sort of maturity and ogerh a different phase linked to an
economic stability, while in situations where tinelustrial development has not yet reached
“normal” or “sufficient” levels, for example in Sthern Italy, a possible decline seems to be
worrying? All that implies that a situation of ded and de-industrialization such as the one
in Southern Italy, becomes relevant to promote geawth policies.

3. The world economic context and the change factors

Understanding the consequences of the economis arishe last decade and analyzing the
process of de-industrialization of Italian econoraguires an analysis of the changes of the
global economic context.

The main element of change, at a world economiel ledvas been the growing international
integration with the entrance of great emergentnttes (China, India, Russia, Brasil,
Turkey) in the world markets. That is due to theagrgeo-political transformations of the end
of XXth century, and also to the progressive reiduciof the costs associated with the
international trade. Between 1960 and 1995 theeduwin the import have diminished, in all
the countries, from 8,6% to 3,2% (Clemens e Wilsam 2004). For the Italian
manufacturing sector the average tariff has pasen 6% in 1990 to less than 2% in 2009.
The quantitative restrictions to the internatiotratle have been reduced, above all with the
progressive cancellation of the Multi-Fibre Agreetewhich from 1974 to 2004 has
imposed limits to the quantity of the textile anldtising products which the developing
countries could export to the developed ones. Tstsf international dispatch have fallen
both for the sea and air transparts

The globalization has so changed the competitiomesth of the enterprises of the most
developed countries, in particular the technoldbickess advanced ones which are more
exposed to the competition above all in prices i@ emergent countries. The most evident
example in the rapid increase of the Chinese eggos the 1,6% of the world exports in
1990 to the 11,4% in 2012. The increase of thegmeage point in the rate of the export from
China on the total Italian demand is thought taespond, in a year, to the reduction of the
dynamics of the prices in Italian factories of abd@/ percentage points; the associated
reduction in the profit has been greater in theéasewith a little educated workforce and,
within them, in the least productive enterprisesug@melli, Fabiani e Sette, 2012).
Considering 230 Italian manufacturing sectors,ramease in the imports from the emergent
countries of seven percentage points is associtdd a reduction of 4 per cent in the
employment (Federico, 2012). That has been morédelimn the sectors with a greater
presence of capital-intensive, of qualified workansl R&D activities and in the sectors with
a greater qualitative differentiation of the protduc

2 The introduction of the containers in the oceaspdiches has allowed a fall of both direct (storage
stowage) and indirect costs, because of the loniggsof wait in the docks (Levinson, 2006). Theteansport
costs (in USA dollars of 2000) have fallen from B.&ollars for ton-Km in 1955 to less than 0.30 all
between 1995 and 2004; between 1980 and 2004 riicyar, the price of the air transport has faltera rate
higher than two per cent a year (Hummels, 2007ae&dr e Kohlhase (2003) consider a fall of thesprart
costs of about a third from 60’s to 2000. More tB&#s of this drop has been recorded in 1980.

3



The process of a world integration market has bagsed by the process of European
Economic integration. The single market and inipaldr the monetary union - which has

reduced the transaction costs, taken off the riskuorency change and given a greater
transparency on the prices and costs — have prdntb&e competition in the markets and

favoured a relocation of the production on a Euaopscale. The adaptation of the Euro has
also ended the possibility for every country tontup devaluations to face losses in

competitiveness (Bugamelli, Schivardi e Zizza, 2010

In spite of it, most studies, above all about thenofacturing sector, agree on underlining a
positive effect of the Euro adaptation on the tradehanges within an area. The assessments
are different according to different methods: thdyestudies showed an increase between 5
and 15% (Micco, Stein e Ordonez, 2003; Flam e Naids 2006; Baldwin, 2006), the latest
ones reduce this evaluation to 2-5 per cent (delislabe Santis e Vicarelli, 2008)The
effect of the euro introduction on the Foreign Direnvestments (FDI) in positive too, in
addition to the one of belonging to the single meariPetroulas, 2007; Schiavo, 2007,
Brouwer, Paap e Viaene, 2008; Flam e Nordstrém,7R0® could be of 15% for the
movements of FDI among the Euro countries. The NeogdJnion has also supported, even
if in a limited way, the movements of foreign dir@evestments (FDI) with the countries out
of the Euro area. According to Del Gatto et al.0&)) the process of economic and monetary
integration has increase the productivity of abb8fb. This effect is different in the Union
countries with the positive effects in the courgrighich were initially more productive
(Germany and Denmark); while in Italy the effectulbbe inferior and of 6,7%.

The globalization has advanced thanks to the sprefadhe new information and
communication technologies (TIC) which have contida to reduce the costs of transport
and communication and allowed the control of préidecand distributive processes on a
global scalé The fast circulation of the information has ceehtlifferences in performance
between those able to catch the potentialities thnde who have showed difficulties in
adapting. According Triplett e Bosworth (2004), t@duction and the use of TIC have
favoured the economic growth of the USA in the [&@. Some studies about American
enterprises have found a strong positive relatietwben the investments in TIC and
productivity, above all when the use of the neehimlogies is together with a greater level
of human capital and deep re-organizations of thedyctive processes (Bresnahan,
Brynjolfsson e Hitt, 2002; Black e Lynch, 2001 €)2D Bloom, Sadun e Van Reenen (2007)
say that the returns of the investments in TIC difeerent in the countries, sectors and
enterprises. In particular the USA enterprises simouch higher returns above all in the
sector with a high use of TIC. Italy and Europegéemeral, have adopted these technologies
late and with less intensity.

Moreover, the industrialization and the openinghe commercial exchanges of the great
emerging countries, in particular China and Indiaye rapidly increased the demand of

® Some analyses made on the data of enterprisesria sountries (France and Belgium) show that theease

of the commerce is due to the expansion of the murobthe markets and the sold products from therprises
which before produced and exported in the aread{igalet al, 2008): the adaptation of the euro would, in fact,
have reduced the fixed costs of the enterpriseshferentrance in a new foreign market (f.ex thoseso
associated with the management of another curreftg number of the export firms would have enldragkso
because of the reduction of the real interest rétedliged to run into debts to cope with theefikkcosts of an
entrance in the new markets (Mancini-Griffoli e Rels, 2006).

“ According to Baldwiret al (2001) the costs of the communications by s&tefiave reduced of over 90 per
cent from 1970 to the early 200Caincross (1997) underlines that the cost of arfutes telephone call from
New York to London has passed from over 250 doitaf940 to few cents in the ‘90’s.
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energy sources, as well as the other raw materidils,a pressure on the priCe8etween
2000 and 2011 the price of the import of gas ahdhoturope has almost tripled; the coal
one has more than doubled. The extraordinary risthe prices of energy is an element
which has increasingly conditioned the competitasmof Italian enterprises whose energy
demand has progressively reduced to little less thguarter of the final uses of energy (-
13% from 1990)

The rise of the costs of the energy raw materiats lieen followed by some changes in the
European institutional context such as the libeatilon of the energy markets, the

constitution of a market of the permissions of gasissions and the adaptation of the
climate-energy package, which has become an irtpgraof the green strategies of Europe
2020. These changes have increased the costs of thstiiad enterprises which use the

energy as a production factor and condition th@nat energy sphere, which is relevant in

the Italian productive system and includes somaefew large enterprises

The difficulties of the Italian industry in facinidpe new global competitive context have
worsened as a consequence of the economic cri@B@0n — 2008 and have involved all the
European countries in a different way and withateéht reactions; and in particular, for Italy,
besides these economic difficulties, there is gretat state of productivity and a loss of
competitiveness in the international markets.

Fig. 1 — State of GDP pro capite in the main Euron countries
(Index: GDP per capita USA = 100; values at 199 es, international dollars, in terms of purchasipgwer)
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® Between 2000 and 2011 China and India have douhkid consumption of crude oil, quadrupled theursit
gas ones and tripled the coal ones which represest half of the world consumptions. The plateau of
production of the main crude oil mines has contdlduo the rise of the prices because of the higbst of the
mining of the marginal deposits (International EyyeAgency, 2008).

® The objectives of the packet consider that EU cedithe emissions of the greenhouse gases of 2fepein
comparison with 1990, that the incidence of theeveable sources on the energy consumptions decoé&@ge
per cent against the trend values.

" The public sector has a relevant role. Accordimdnvind database in 2010 the incidence of the industrial
enterprises as public companies with 50 employedittle less a quarter in the sector of the miharal of
Energy, gas, water (Franco, 2012). A recent suweWNCI shows that of 3.600 enterprises with town
participation above 9 per cent work in the Energgstar (ANCI, 2012).



4. Less and less manufacturing in Europe

The global economic context has, therefore, codatdd a deep transformation of the

economies of the main European countries with anessive loss in the manufacturing

sector. This phenomenon, which involves Italy amdva all Southern ltaly, has been

differently interpreted according to the differeaiuses given to it to understand its evolution,
but it has certainly been accelerated by the 2@ 2conomic crisis that has made stronger
the above described change factors.

The statistics referred to the European Union (feig?) shows as the contribution of the
manufacturing sector to the European GDP has iesiraduced, getting to a scanty 15,2% in
2012.

Fig. 2 — Value Added of the manufacturing on the Bropean Union’'s GDP
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Source: Eurostat 2012.
The next graphic shows as in 2012 the manufacts@ogor in the countries members of the

EU, compared to 2000, has reduced. A constantdiestnalization in the last 12 years, that
especially in some countries, has been much bigger.

Fig. 3 — Value added of the manufacturing sectonithe EU countries.
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This process has been greater in the economiesood mncient industrialization: in the
United Kingdom the number of the employees in fl@stor, which in 1970 was a little less
than 35%, becomes of 20% in 1990 and falls in tlewing years until a little less than
13% in 2011. Although with different intensity arttie English experience mode has been
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traced by the other European economies. In Itayettonomic transformation process, which
has starter later, has had features similar toeth®ther European countries but it has not
succeeded in overcoming the territory and produgtigaps. In Italy the number of the
manufacturing employees has had a relevant falin fB3% in 1970 to 20% in 2011. Only
Germany, in the general pattern of the manufaajusectors in Europe, has reacted to the
economic crisis, establishing itself as the comtiakindustrial and economic engine. After a
reduction in 2009 of 19% the Germany productiondrasvn between 2010 and 2012 with a
value added, in the manufacturing sector, passorg 22% to 26% as to GDP.

Fig. 4 - Incidence of industry value added in thenain European countries
(Percentage points; current values at basic prices)

30

___.--,_ﬂ\\fp-
18 e \\ ' =
\vx -‘_'_‘_.,_-
T Italy — —
= France -‘_‘_.'-ﬂ_‘-_-,_
14 = Gemmn}f =
Spain B
121 _ United Kingdom
1 T T T T T T T T T T
i3 04 65 98 97 08 &0 00 O O O3 D4 O5 08 O ¢ D@ W0 M

Source: Based on Eurostat data.

If the reduction of the manufacturing sector isheqomenon common to the EU countries
with different consequences both on the employraedtthe value added, Italy shows some
peculiarities because of the deep territorial gepvben the North and the South which the
economic crisis has made deeper.

5. The de-industrialization in Italy

In the period 2000-2013 the global manufacturingdpction has had a 36% rise at prices
constant. As for Italy two essential differenceseege. The first is the loss in manufacturing
production, because of the economic crisis whichtaty has been longer than in other
countries and with more destructive effects. Irtipalar Italy has had a 25,5% fall in all the

industrial sectors, in contrast with the rise of thworld industrial production which in the

period 2007-2013 has been of almost 10% (at congtaces). The second difference is
associated with the performance in some sectastrehics, computers and office machines
show a greatest rise in the world and worst inyltéhstead, the paper industry and the
clothing one, which in Italy have been better tlmdiner fields — the second and the sixth
position in the classification of the growth ratdsthe national production in 2013 — are at
the bottom in the world classification.

The reasons of the Italian anomaly are two: onhtwed the peculiarity of the productive
specialization of its industrial system which meamssubstantial non-alignment of its
productive structure and in particular of its extppcompared to the other advancedntries
and the new emergent industrial economics. Therngeoeason is the state of the domestic
demand, which in Italy has been worse than in theracountries. In particular in 2013 there
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has been a fall of 5% in the domestic demand, coedpto 2000, the only negative sign
among the analyzed countfle3his recessionary progress has deeply affecednttustrial
production, which is mostly oriented to the domestarket.

The resulting picture, considering the shares & tbtal manufacturing production is
coherent with the analysis as in table 1. ltalyvehthe worst performance in the growth of
the manufacturing output at constant prices inp@od of the crisis 2007-2013 (-5% a year)
against the -1,7% of the average in EU-15, UniteateS and Japan, and -7,4 per cent of
BRIC countries. But it is much worse if we consitie previous period 2000-2007 (-0,1% a
year) compared to the +1,4% of the advanced cashamnd + 9,5% of the emergent ones.

Tab. 1 — Shares on the total manufacturing productn

% Average rate of % Share of

Producing country % Sh.are of world manufacturing_ World_
manufacturing output (dollars)  output growth (in  population
2005 dollars) 2013
2000- 2007-
2000 2007 2013 2007 2013
1 China 8,3 14,3 30,3 11,6 9,1 19,1
2 United States 24,5 17,7 14,3 14 -0,3 4,4
3 Japan 16,0 9,5 7,0 1,6 -3,2 1,8
4 Germany 6,7 7,5 5,4 2,9 0,0 1,2
5 South Corea 3,2 3,9 3,6 7,6 3,1 0,7
6 India 1,7 2,8 3,0 8,4 6,2 17,5
7 Brasil 2,0 2,6 2,8 3,1 0,8 2,8
8 ltaly 4,2 4,5 2,6 -0,1 -5,0 0,9
9 France 4,0 3,9 2,6 0,2 -2,4 0,9
10 Russia 0,8 2,1 2,2 6,2 -0,2 2,0
World 3,4 1,2
EU 15+USA+Japan 66,0 54,4 39,3 1,4 -1,7 11,8
BRIC 12,8 21,8 38,2 9,5 7,4 41,4

Countries ordered by their % share of world manuféitg output by 2013.
Source: elaborations of the CSC on data from Glbisagiht and the Population Reference Bureau.

After seven year from the beginning of the econocnisis the balance is very negative. The
damages produced by the two recessions of 2008-20022011-2013 have been deep and
have so changed the economic activity to produstiniz effects on the productive potential
lowering the possibilities of expansion in the fatyears. In particular the crisis has affected
the industrial sector. Between April 2008 and Ma2€flo9 the manufacturing production has
diminished of 26,6%, a fall never reported in petioges. The recovery of 16% in the
following two years, has been followed by a new (&3,2% from March 2011 to March
2013) which has taken the level of production bagkthe minimum of the previous
recession. From the spring of 2013 the manufaguproduction has had a slow and
discontinuous recovery: +2,4% in March 2014.

The Figure 5 shows that the contraction has beepeteand rapid in the intermediate goods
the first recession and in the durables in the m@ame. The recovery in the last years has
been stronger in the no-durables. In all the ingugtoups the variations from the pre-crisis
peak to the last month have been very negativel saime sectors still at activity levels

® This date is substantially unchanged if the coisparis made between the three-year averages rofastd
end of the period.

° According to ISTAT estimates (2013), the sharéooéign turnover amounted to 30.9% in 2011. Estandor
2012, obtained through data processing Global Insigd ComTrade, indicating a share of 41%.
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lower than 40 per cent (the working of no-metailif$ minerals, wooden products excluding
furniture, cars and electric appliances)

Fig. 5 — Where the crisis has hit
(Italy ,manufacturing production, index of Janua?p07=100,
deseasonalizing monthly data)
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Source: Confindustria Centre elaboration on ISTAtad

The contribution of the foreign demand has beeerd&d to the recovery of industry after
the first recession and to limit the contractiontlod activity in the second. To evaluate this
contribution it is necessary to analyze the statethe turnover (at constant prices)
distinguishing between the flows destined to theifph market and those ones destined to
the domestic market (Figure')

Fig. 6 - Industrial turnover: the support is also fom the inside.
(Italy, seasonally adjusted monthly data, volundesuary 2007 = 100)
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Source: Confindustria Centre elaboration on ISTAtad

19 The series ISTAT in value have been deflated Wik respective prices to the production of indabtri
products. Industrial production and turnover doguncide for a lot of reasons. The first is thentver doesn’t
include the sector of the supply of electric enegps, air (10,4% of the industrial production)eTdecond is
the variation of the stores of manufactured godds ot sold). Important difference refer to thenstard of the
differences surveys (on production, turnover, @jcand that the turnover includes the value ofttadl sold
goods, while the production refers to the prevatgmds.
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The data of the turnover say that in Italy thetfiecession has been characterized by a strong
contraction both of the foreign demand and the ddim@ne. The following recovery of the
activity has been supported by both the elementseotlemand. Between 2011 and 2013 the
good performance of the foreign demand has limétddll of the activity which could have
been made deeper by the fall of the domestic denmatitbse two years. During the second
recession the positive dynamics of the exportedower has allowed a recovery of a large
part of the levels lost during the first one (in fefa 2014 the difference with the spring of
2008 was of about 4 %). The domestic turnoverilisost levels inferior of 28% than the pre-
crisis peak.

The foreign demand has had amore and more impaxéngs the enterprises are forced to
remake the turnover looking for new opportunitiestie international markeéfs However,
the quotas of foreign exports is still relativetyd: in the manufacturing sector it was of 30,9
per cent in 201'f. The gap between the foreign component an the skixnene of the
demand has contributed to deepen the gap in thdtgebetween the export-oriented
companies and the no-export ones, even if theofalhe domestic demand has slowed down
the growth potentiality of the same export-orientesnpanies, which realize almost two-
thirds of their turnover in Italy.

As for the employment analyzing only the manufaomiragricultural activities and the
industry and building there is a constant reductibthe employees (Table 2). From 2001 to
2011 the two sectors show a reduction respectively’,5% and of 33,9% meaning a loss of
the employees in the industry and building of 732.3units and of 21.869 in the
manufacturing agricultural activity:

Tab. 2 - Employees manufacturing sectors 2011
Percentage change in absolute values and 2011/2001

Agricoltural Activities Industry and building
Year 2011 64.513 employees 4.184.698 employees
Year 2001 86.382 employees 4.917.020 employees
Var. % -33,9% -17,5%
Var. absolute value -21.869 employees -732.322 employees

Source: Based on ISTAT data.

In addition to it there is the datum of the produrctunits of the manufacturing industrial nd
agricultural sector (Table 3. That is a clear psscef de-industrialization with a reduction of
the productive units, reduced to 5.881 in 2011 Hha &gricultural activity sector (-23%

compared with 2001) while for the industry and 8ung sector they reduce of 80.930 units
in 2011 (-18% compared to 20641)

' The ISTAT report on the competitiveness of thedpigiive sectors (cfr. ISTAT 2014) shows as, durimey
crisis, there have been movements towards morevevdbrms of internationalization with positive etfs on
the performance of the exporting companies: “urrdase of the number of the outlet areas on theaextr
European markets (the passage from a conditioregpdrter” to a “global company” one) has determined
(between 2008-2011) a positive impact on the ecanalimension of the enterprise of 8 per cent astlier
value added and 7 per cent as for the employmeitip

2 The datum corresponds to the forcing turnoverertotal one (ISTAT 2013).

13|STAT 2011, 9° Census of industry and services

1|STAT 2011, 9° Census industry and services
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Tab. 3 - Production units active in 2011, the manafcturing sector
Percentage change in absolute values and 2011/2001

Agricultural Activity Industry and building
Year 2011 24.921 units 439.839 units
Year 2001 30.802 units| 520.769 units
Var. % -23,6% -18,4%
Var. absolute value -5.881 units -80.930 units

Source: Based on ISTAT data.

Concluding, the Italian manufacturing sector isngoithrough a deep structural crisis,
producing in 2013 only the 15,5% of the GDP in temwhvalue added, which in 1995 was of
22,5% of the GDP. The above change factors and the recent econmisis produce a cut
down productive system compared to the past. Horyewespite of the industrial decline,
Italy remains a strongly manufacturing country,hnaét contribution to the national richness
(in 2013) of the 15,5% of GDP superior to the Ewanp average of 15,1%. The factors of
change, which have been focused and the recenvedowrisis, make the productive system
deeply scaled down if compared with the past.

6. The structural elements of the industry in Southernitaly

Because of these difficulties, the consequenceshfoindustry in Southern Italy have been

heavier in the second phase of the crisis, as aecmuence of the larger orientation of the

productions, located in this macro-area, towards diomestic demand. But the present

conditions are not only the result of the greasisrof 2007-2008 but the result of the long-

term dynamics and transformations. In fact it isceithe early 2000 that there has been a
slowdown of the process of the widening of the gmitses basis in the Southern Italy, which

has become worse and heavier than the nationa@ean the last years of last decade.

The productive system of Southern lItaly, in fa@s lsome structural elements of weakness
which have made the impact of the crisis heavyth&seconomic studies show the Southern
regions have the same problems as the whole cqunityheavier in this macro-area. Those
are the dimensional problems and the limited abdiof renovation and internationalization,
besides the difficult context conditions. Theseergadynamic elements have contributed to
make the economic difficulties heavier and to a@@dk the decline processes. On the one
hand there is the problem of the dimension of tbetlsern enterprises. If the weight of the
big companies as for the employees is not verewifit from the other macro-areas of the
country, the weight of the medium companies isriofe The average dimension of the
Southern manufacturing enterprises is 5,5 employeez010, very inferior to the Italian
average (9,4 employees). Moreover the high fragatiemt of the industrial system of
Southern Italy emerges also in the internationatgarison: in other European regions late in
development the incidence of the plants with lesst10 employees is very inferior. During
the crisis the turnover of the small enterprises falen more than the average: between
2007 and 2011 has reduced of 9,3% against a groini3,5%t of Southern manufacturing
enterprise¥.

There is a smaller activity of innovation and opgnof the Southern enterprises. In 2006-
2008 the percentage of the enterprises introduicingvations was of 24 per cent (against
32% in the Centre-North) and the private reseanchdevelopment weighed on the GDP for
less than 0,3%, against the value in the CentréahNehich was low, compared to the
international one. At the same time the enterpriseew some limits as for the

> EUROSTAT Data
16 Confindustria South Italy and SRM, 2013
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internationalization and going to the foreign marl&outhern industry gives a very limited

contribution to the national exports and the congmmwhich are present abroad are few. In
2012, the weight of the export on the GDP in Southialy is of 11,7% against the 28,1% in

the Centre-North. The weight of the exports of 8etn Italy on the national total is the

same as the one of early ten years. In the samedpiie relationship between the exports
and the total value added is the half of other peam regions. The presence of foreign
investments in Southern Italy is still less. As tiesults of the Bank of Italy shows, the

enterprises more open abroad and more innovative bat results much better than the
average as for the turnover and profitability ia thst years.

In addition there are context factors which linfie tcompetitiveness in the area. As a lot of
studies and analysis show, there is a wide gapdsetwthe South and the Centre North of
Italy, in the services for the citizens and thesemtises, the social capital, the infrastructures,
the role of the local and territorial institutionBinally, in some Southern regions, the
presence of criminality has a negative influencehansocial and economic life.

7. The dynamics of the de-industrialization process

In the last ten years, and above all as a consegquanthe economic crisis in 2008, the gap
between Southern Italy’s industry and the reshefdountry has become deeper, worsening
the existent de-industrialization process. Thetkohicontribution to the national value added
has reduced; the investments have fallen much hare the national average; the exports
have been mainly supported by the oil products;gdyes in productivity with the Centre-
North ltaly are still wide. The crisis has made fap between rich and industrialized areas
an the poor ones deeper. In these years in Souttaynthe GDP has reduced of 13,3%
against a reduction of 8,4% in the North-East &¥®%in the North-West.

Tab. 4 - Gross Domestic Product
(annual and cumulative changes in%).

Division 2012 2013 2008-2013 2001-2013
Southern Italy -3,2 -3,5 -13,3 -7,2
Centre-North 2,1 -1,4 -7 2,0
North-West -2,3 -1,2 -6,3 1,4
North-Est 2,2 2,1 -8,4 0,3
Centre -1,9 -0,8 -6,5 5,0
Italy -2,4 -1,9 -8,5 -0,2

Source: Svimez Report 2014 on the economyoaffSitaly.

In the same years (2008-2013) the value addedduofsiny has reduced of 29,9 per cent in
Southern Italy. There has been a reduction aldbanservice sector which loses the 7,9%.
The incomes have fallen of the 15% and the investsnagf more than 50 per cent. During the
crisis, the South has lost about 583.000 jobshénlast year (the first 3 months of 2013 and
the first month of 2014) the 80% of unemployed ialyl belonged to the South. The

structural weaknesses of Southern Italy, togethir this crisis, have distorted the economic
but also social outline of the territory. BetweeB08 and 2013 the investments of the
industrial sector in Southern Italy have fallerb84% against a fall of 24,6% in the Centre-
North.
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Fig. 7 — Investments in industry excluding constrution. Percentage of GDP.
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Source: Istat “Regional economic accounts”.

Tab. 5 - Investments in the fields. Annual rates athange.
Percentage variation. Reference year 2005 (= 100)

2001- 2008- 2001-
SIS 2013 | 5007 | 2013 | 2013
Souther ltaly
Agricolture - 5,0 - 3,9 - 44 6 - 46,7
Industry - 3,8 - 5,6§- 494 - 52,2
Without building - 2,6 - 59- 534- 56,1
Building - 79 - 37- 26,7- 294
Services - 5,5 20,2 - 26,5 - 11,7
TOTAL - 5,2 11,3 - 33,0- 255
Centre-North
Agricolture - 3,8 8,9 - 14,5 - 7,1
Industry - 5,5 98- 26,6- 19,3
Without building - 6,1 83- 244- 18,3
Building - 0,9 19,8 - 384 - 26,3
Services - 4,2 17,8 - 24,1 - 10,6
TOTAL - 4.6 150- 245 - 13,1

Source: Elaboration on Istat and SVIMEZ

The date of the direct investments from the CeNweth to Southern Italy and those of the
foreign countries are much scaled down. Southexy’'$t industrial development has been
influenced, in the last decades, by the CentrefNenterprises which have decided to invest
in Southern ltaly, also because of interestingafigtcentives. In particular some North-West
enterprises in engineering sector and enterpns#el energy-extractive sector (belonging to
Eni — Enel groups) have settled in Southern Itelyhe decade 2000-2011, with reference to
the enterprises with at least 50 employees, thergnges of the Centre-North with plants in
the South, have assured a year average flow okiments in South of about 4,3 milliard
euro, corresponding to 67,5% of those made in tea &y the enterprises of the same
dimension. In the last decade these conditionsttedciiveness and investment have been
lost. Southern ltaly is less attractive even tHanNorth. More risks, no incentive and many
infrastructural and service diseconomies have mdéivednhvestors away from the South.

Finally the data of the jobs market are emblematiepresenting the extent of the economic

and social crisis in the Southern ltaly. The preagide-industrialization in the South of Italy
results above all in the increase of the unemployme
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Fig. 8 — Regional employment, comparison betwe&outhern Italy and Centre-North from
1977 (=100) to 2013.
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Source: Istat.

If the unemployment from the 1996 in South was Jagh compared to the centre-northern
part of ltaly, the gap has become deeper and defeper 1996 to 2013. The data are
dramatic if we analyze the years from 2008 to 2013.

Fig. 9 — Unemployment trends, absolute and percerga values, 2008/2013.
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Source: Svimez Report 2014 on the economy of théhSou

The South, between 2008 and 2013, has had a 9%nfalloyment, four times more than the

rest of the country (-2,4%), in absolute valueshaf about 985.000 units that have lost the
job in ltaly, 583.000 are in the South. About 60 pent of the unemployment of Italy has

been in the South, during the cridis

Therefore, the economic crisis has affected abdivthe South of the country. The cyclic
weakness, that has meant a lower resiliency ofintastrial apparatus, has added to the
difficulties of competitiveness due to the struatuproblems of the area, in particular the

" Svimez Report 2014 on the economy of South Italy.
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sectorial dimension and composition. In the pretsrperiod 2001-2007 the South had had
the same growth as the rest of Italy (+5,9% agdimst7,5% in the Centre-North) In the

seven years 2008-2014 the Southern manufacturiogrsdittle present in the Southern

economy and after a decade of difficulties dudnéogreater impact of the globalization on its
products, has shown a fall of 34,8%, more thandingble than the Centre-North’s -13,7%.

In Southern ltaly the contraction of the producsush that it cannot mean only the “virtuous
expulsion” from the market of the less efficiendatynamic enterprises, but it has affected
also good enterprises but unable to cope with dosg and deep crisis, so that the
“destruction” has not been followed by and “creation these conditions, there is a high

risk for the Southern industry not to recover.

The reduction of the industrial basis of the Southialy is particularly evident of we
consider the fall in weight of the value addedrafustry excluding construction on the total
area, which has fallen from 10,7% in 2007 to 8,@892014, which is very far from 17,9% of
the Centre North and from the 20% set by of the Bevopean strategy of industrial policy.

Tab. 6. % Share of manufacturing value added in tal value added (a)

2000 2007 2013 2014

Southern Italy 10,6 10,7 8,1 8,0
Centre-North 19,8 19,4 17,9 17,9
North-West 21,5 21,0 19,3 19,4
North-Est 22,3 22,7 21,7 21,6
Centre 14,7 13,7 11,9 11,8
Italy 17,5 17,4 15,7 15,7

(a) Calculated on chained volumes, reference yeho.2
Source: Svimez Report 2015 on the economy of thehSo

Southern ltaly the crisis has affected above allgbtro-chemistry, the rubber, the working of
no-metallic minerals and means of transport. THe Has affected first Campania and
Sardinia regions.

The backlashes of the economic crisis are parthefstructural weakness. Southern Italy
shows the elements of weakness typical of the maticndustry, but they are worse: in
particular the little dimension of the enterprisdbe scarce internationalization and
innovation produced by the industry. Moreover, aténtly from the Centre North, the
Southern industry takes benefit of the presenatistficts or other forms of agglomerations.
The profitability of the great southern industrelterprises, which in early 2000 was not
different from that one of the enterprises as lsighe Centre North’s, has fallen to very low
levels, near to those of the small south enterprisbaracterized by profitability levels
inferior to the rest of the country.

However during the crisis the wastage of the paréorce has increased. Even in the South,
some enterprises of great dimensions have contituegpand their production, to innovate
and internationalize; thanks to them some areaw sigms of vitality in the productivity and
exports. They are marked by the presence of the $ector (Naples, Bari, Salerno, Palermo)
and of then only hi-tech sector between the bestlymtive realities (the airspace one in
Naples). The car sector in its main eight south®tas (Naples, Potenza and Chieti) has
showed, instead, elements of deep weakness agdutingure industrial districts (Bari) and
leather (Avellino) and the metallurgic areas ofardo an Cagliari. In the clothes production
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the situation is heterogeneous, successful in Mapleak in Teramo and medium in Bari and
Pescara. The signs of vitality have been more ddrethe industrial agglomeratiofis

Concluding the persistence in time of the indusgga between the North and the South of
the country, together with the economic crisis,ehpxoduced a dramatic de-industrialization
situation, and it is very difficult to get out df Without a meaningful development of the
industrial basis and of a supporting industrialigolthere is the risk of a real productive
desertification making the growth more difficult\aell as the only keeping of welfare levels
in the South. The role of the industrial basis ssemtial for all the regions and countries
which have reached or want to reach advanced dawelot levels (McKinsey, 2012). Of
course, for an industrial basis, we refer not dolythe manufacturing industry but also to
large part of services more and more linked with mflanufacturing productions and which
can be less and less distinguished even on atstdt#sis and which share a lot of essential
elements.

8. The new politicies in the industrial field

At a European and National level, in these yearsrigfs, attention has been mainly paid to
the balance policy (the national sustainabilityttod debts and fiscal consolidation) and on
the stabilization of the economy, neglecting theimdiistrialization and productive
desertification process in some areas of the cersitdcontinent.

After the recent economic and industrial data dmeddonsequences on the community plane
as for the value added and the economic recovegyi-tU Commission has, finally, promoted
in January 2014, a programme Bfiropean industrial renaissanct® reverse the de-
industrialization process of Europe with the aing#d from the industry the 20% in the GDP
by 2020, against the present 15%. The 20% of th& GDthis sector would produce an
increase of over 840 milliards of euro in valueedldnd over 15 millions in new jobs.

With these ambitious aims the EU Commission hagtadiothe ndustrial Compact that is

a common industrial policy with the main aim of earaging the re-industrialization in
Europe and promoting the growth and the competitge by the mobilization of the
available instruments. The industrial competitivenes, in fact, the element shared by the
different policies in the definition of prioritieand strategies. This program wants to give
priority to the industrial competitiveness. The @uies, members of the European Union,
are asked the same together with a real co-ordmdtom the Community to the regional
level of the policies which influence industry asgk essential to assure the aim of a bigger
competitiveness. Therefore the central themesedhtiustrial Compact are

- The reduction of the costs of raw materials;

- The consolidation of the process of the Europeark@banification;
- The total liberalization of the markets;

- The internationalization of the enterprises;

- The training and the enrichment of the human chpita

- The access to an easier and less expensive credit.

Two operative instruments have been assigned toathes: The Cosme Programme
addressed to the SME and the Horizon Programme 2@#t the research and the
innovation. The aim is to link these two programgwhe national and regional industrial

18 Bank of Italy "the Southern industry and the atisi. 194 2013
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policies to better the level of competitivenesshaf European industry. It's a very important
challenge if we consider that industry is one @& #ectors which have to contribute to the
value added and the richness of the European Union.

However thelndustrial Compacstrategy in not sufficient to give dignity to thedustry of
Southern ltaly. Southern industry has endureddaogla backwardness process which, with
the crisis, has become a de-industrialization ggemomenon. The crisis of these years has
highlighted the structural weakness of Southermsty besides the one of the real economy
in general. And as we have already said, that hppdned above all in Southern Italy

For Southern Italy, the development of a more adefundustrial basis is an essential
element just for these reasons. It is not a pogiorebut it is characterized by two relevant
macro-economic and social problems (Viesti, 20@832. On the one hand the insufficient
ability of producing a job demand equal to the kE@dé supply, which produces great
problems of unemployment, underemployment and etagr reducing the quantity and the
quality of its development levels. On the other chaihe insufficient ability in producing
export incomes (interregional or internationaljitance its necessity of importing goods and
services. It's impossible to imagine a good groatlemployment in Southern Italy without
the contribution (mainly in an industrial form — plomyment in the services produced by an
industrial development) of a large industrial basuch can be certainly done in the
improvement of the activities, both agriculturabgistical and tourist ones but it seems
impossible to keep and grow the employment anchearicome and welfare of a so large
and densely populated region such as Southern itallgout a meaningful presence of the
industrial sector.

And to do it, the industrial development processsirhe characterized by an active role of
the State and of the industrial policies. It doesmean to propose old assistance models but
some guides of economic and industrial policy dblgive a contribution to the recovery of
the economy and the manufacturing sector. All lizat always happened in history, since the
first processes of industrialization in the USA amdsermany in the nineteenth century. The
same happened in the mid XX century when counsues as Italy patiently built, thanks to
full industrial policies, their productive basisnd it has happened and still happens in all the
successful emergent countries.

9. Which guides for the economic policy?

The analysis of economic policy must deal with pyeliminary questions; if the recovery of
Southern economy can be independent from the otteeahdustrial sector; if the decline of
this sector is irreversible. The answer to bothgihestions must be negative.

A recovery of Italian economy, in the immediateuta, can hardly be realized without a
relevant contribution of the industrial sector. Ustty represents about a quarter of the value
added of the private sector and 80% of the expaltie; it concentrates more than three
quarters of the expenses on research and develo@méron the innovation activity of the
private sector. Even if a de-industrialization me& in favour of a consolidation of the
service activities, were considered inevitable €aose of the evolution of the world job
division — an extraordinary relocation of the reases and reconversion of the human and
physical capital of one country would be necessAlythat would require long times with
the risk of a definitive loss of the productive paw
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There are, therefore, good reasons to doubt tleatléistiny of the Italian industry is sealed.
The Italian productive system is, in fact, charaztsl by a high number of enterprises which
are competitive also in an institutional, normatarel fiscal context less favourable than the
one of the other European countries. Before thatgrecession of 2008-2009 there were
evident signs of a reorganization of the indussigtem. In the long present recession there
are also strong signs of dynamism, as for exanthke,high propensity to export and the
success of a lot of enterprises in the internatiomarkets. In short, the Italian industrial
system, even if in difficulty, has some enterprisdsove al of middle-dimension, which are
highly competitive, leader at an international lewthan can realize relevant and frequent
innovations, to face the international competition.

The economy policy has, therefore, to aim at tramsing a widespread decline into a
positive process of “creative destruction”. Thetegs of social safety values and the active
labour market policies must make the reallocatibrihe labour among productive units

easier and more efficient. The financial system toaget a greater ability on moving the

capital to more promising enterprises projects. fBlxation must be modified to stimulate the
expansion of the business areas. As for the sertioe competitiveness must be grown
where there are still high revenues of positiorde®p war against corruption and illegality
can avoid the removal of the economic resourcéisedest enterprises.

There is also the need of working on the costhefanterprises and their context, while the
cost of labour, if considered net of tax, is n@ thain check factor for the competitiveness of
the Italian enterprises, the energy costs and tegly pressure of taxation on the regular
economy make the competition on the global marketse difficult for the enterprises.
Moreover the activity of an enterprises suffershbibte monetary charges and the limits of
the operating powers, coming from complex and esgpen regulations, from the
insufficiencies of a civil service and the civilspice, from a changeable and uncertain set of
rules, the lacks of some public services and soifinastructures.

There is a large set of interventions, some of Wwisi@rting from the August 2011, because
of the emergency caused by the crisis of the delitsed at improving the economic and
regulation context of all the Italian enterpris&ébe economic policy has to concentrate its
efforts with large even radical solutidfisOf course these policies must be stronger in the
weak areas of Italy and Southern Italy.

The economic policy has to pay a particular attento the specific industrial sector. To
favour a recovery of the industrialization in theu$, according to the international
experience, it's necessary to do a long-term imtietions to improve the contexts (horizontal
policies) to favour the process of structural tfameation of the political and economic
economies (industrial policies). Forcing industeation, without territory horizontal
contextual conditions favourable to the enterpriseslelusive; but expecting the automatic
progress of context conditions without policiespimal the structural transformations is false
too (Rodrik, 2013). The development of the industrghe South of Italy, as everywhere in
the world, needs horizontal long-term actions whitdy create conditions favourable to the
enterprises and the industry, as well as actiomsingi at favouring the structural
transformations of the industrial system.

In this direction also it operates the reductionthef amount of trade payables of general governmerich -
if accompanied the slaughter of the payment pesiochew purchases made by the Government - will tneco
more transparent relations between the public aivdte sectors.
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That does not mean a traditional and planned imgystlicy. That is a set of public
interventions (incentives, direct and indirect @sg public financings) which wants to
favour the reorganization of the productive system schemes defined by the public
authorities, but rather promoting policies in favaf the ongoing process of interaction
between public authorities and private sector aetivéen the private sector and the
territories. Therefore, in addition to the abovéemaentions, it may be better to define a
limited set of clear, controlled and targeted bapkmeasures fro the industrial enterprises of
Southern ltaly.

Those interventions have to increase the numbéeheienterprises, promoting the birth of
innovative enterprises and the appeal of enteigpmstn a high qualified human capital. They
have to support research, development and intemadization activities and finally to
integrate the industrial policy with the territdrdevelopment policies.

And finally the problem of the human capital whistsubordinated to the need of innovation
andupgrading(productive, technological and organizing) of treu®ern productive system.
The South of ltaly has a large supply of qualifilediman capital. A reform and special
investments in school, university and educatiorniesys are necessary. All that would also
help the power of the enterprises of improving gineductive process and increasing the
adoption and the development of new techniquegeaodiicts (Visco, 2011).
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