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Germany’s Mezzogiorno Revisited:

Institutions, Fiscal Transfers and Regional

Convergence

This paper revisits the question: Will Eastern Germany become a new Mezzogior-
no? The purpose of this work is to provide fresh economic perspectives on why
the Former DDR has stalled in its convergence with the Old Lander. It builds upon
established analysis that depicts how wages have been allowed to far outstrip
productivity. The term ‘Mezzogiorno’ refers to the transfer dependent southern
region of Italy.

The paper addresses three core issues:

• Chapter One describes the institutional background to German unification whe-
re the economic strategy of the West German government to the New Lander
was one of replication. Evidence is put forward that this institutional mismatch
is at the heart of the region’s problems.

• Chapter Two presents a novel Ricardian model to illustrate how important imba-
lances in the region’s economy may have been compounded by fiscal transfers
and industrial adjustment. Evidence is then provided which suggests that the
post-unification investment support programme can be linked to the collapse of
the tradable sector.

• Chapter Three poses the question: Is the standard neoclassical growth theory
appropriate for analysing East German convergence prospects and, if not, what
is? One possible answer comes from the exciting new field of economic geo-
graphy.

The implications of EU expansion further support the case for revisiting the Mezzo-
giorno question. The New Lander will have to compete with its eastern neighbours
whose labour costs are as low as one-tenth of the pan-German level.

William Page
Scottish Graduate Programme in Economics

University of Edinburgh
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a. Estimated.
b. European Bank for Reconstruction and Development projection.
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Source: DIW, Wochenbericht, various issues.
a. East Berlin is included with eastern Germany and West Berlin with western Germany.
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Source: Arbeitskreis “Volkswirtschaftliche Gesamtrechnung der Länder” ; Davis and Hallet's (2001)  own calculations.
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6RXUFH��DIW/IWH/IfW 2000, p.15; Pohl 2000, p.228.
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Note: All entries in percent of total annual investment. Source: Council of Economic Advisors, various issues
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Source: Burda and Hunt’s (2001) own calculations based on data from AKVGRL (2001).
a. Numbers may not sum to 100 because of rounding.
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Source: Arbeitskreis “Volkswirtschaftliche Gesamtrechnung der Länder” .
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:HDNHVW�HFRQRPLHV�RI�VFDOH

/HDWKHU�JRRGV ��� ���

)RRWZHDU�DQG�FORWKLQJ 1�$ ���

7LPEHU�DQG�IXUQLWXUH ��� �

7H[WLOHV ��� �

)RRG ��� ��

7RWDO ��� ��

Source: Pratten (1988, p. 82), data of the Statistisches Bundesamt
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Figure 3.1: Core-Periphery Model ’Kappa as a Function of ’
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