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Abstract

This Special Issue dRivista ltaliana degli Economistielebrates the 180anniversary of Italy’s
political unity. Since 1861, Italy has evolved framnpoor, backward and agrarian economy to a
rich and industrial economy; has gone though bof@itsconomic insularity and integration; has
swung from massive emigration to large immigratibas experienced an inflation rate much
higher than that of the reference industrial caasirhas accumulated a debilitating public debt;
and has blessed the demise of the lira to embramawvacurrency, the euro, which now is under
threat of imploding. Amidst all these changes, f@atures have endured: political unity and a
deep economic divide between the North and thehSout
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In 2011, Italy celebrated its 1“305nniversary of political unity. Over this periothe country has
evolved from a poor, backward and agrarian econtong rich and industrial economy; has gone
though bouts of economic insularity and integratibas swung from massive emigration to large
immigration; has experienced an inflation rate mudmbher than that of the reference industrial
countries; has accumulated a debilitating publiotdend has blessed the demise of the lira to erebra
a new currency, the euro, which now is under thofaimploding. Amidst all these changes, two
features have endured: political unity and a dsmmomic divide between first the North and laker t
North-Center and the South. Economic dualism, éones stretching to pluralism, has persisted despite
massive injections of state funds into the Southesg transfers, however, have enabled the Italian
monetary union to last until the creation of thedpean Monetary Union (EMU) in 1999. EMU, on
the other hand, suffers from the absence of am-aaentry transfer mechanism (Alessandrini et al,
2012).

Before discussing some aspects of Italian econalialism, it behooves us to look at the
evolution of two critical national macroeconomiaiables: the growth of real per capita income and
the inflation rate. Italy is compared with six athedustrial countries that, together with Italpday
form the G7 group of countriésDuring the 18 century, France, Germany and the United Kingdom
were Italy’'s most important partner countries intte of both trade and finance. In theth2c§bntury,
and especially after World War 11, the economic quditical importance of the United States grew.
The United Kingdom was the reference country arel gbund sterling the dominant international

money during the international gold standard. Tt&ndard was suspended during World War | and

' The seven countries are Canada, France, Gerntaly,Japan, the United Kingdom, and the United

States.
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resurrected after the war for a few years. Sterlapough weaker, continued to play a role asitain
account and international reserves until the oo&Vorld War 1. At the end of this war, the United
States and the dollar replaced the United Kingdadh sterling, respectively, as the leading economic
power and key international currency. In 1999, yltldst monetary sovereignty and adopted the

common currency of EMU, the euro.

Potted macro-economic history

The brief history of the two critical macro-econonvariables covers the period spanning from
political unification to 2008, the year before theset of the recession sparked by the financisiscr
These 147 years are then divided in the followsn@-periods: 1861-1895, 1896-1913, 1914-1920,
1921-1937, 1938-1949, 1950-1972, 1973-1978, 19A2,19993-1998, and 1999-2008. The first sub-
period, 1861-1896, is characterized by a buddimwysirialization process, especially in the North-
West part of the country; investments in infrastuoes (railroads); a shift from a free-trade to a
protectionist commercial policy; adherence to thierinational gold up to 1866, resurrected in 1883
and then abandoned again in 1894; creation of #iecd® d’ltalia following a banking crisis and the
demise of the Banca Romana. The second sub-petBf5-1913, features an acceleration of the
industrialization process, a rise in economic ghlgvand monetary and exchange-rate stability even
though the country is off the gold standard. The sub-periods of 1914-1920 and 1938-1949 are
distinctive for the large and protracted fiscal,natary and real shocks connected with war actszitie
The inter-war years, 1921-1937, cover the greatdwide depression and institutional and
policy innovations. The Fascist state, in respdiesthe banking and economic crisis, nationalizes a
significant portion of Italian industries and vially the entire banking system; more by defaultbthg
design, it becomes a state-entrepreneur (Ciangi7)19rhis massive transformation is executed by

newly created government-owned holding comparigguto di Ricostruzione Industrialer IRI and
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Istituto Mobiliare Italiano or IMI) that would become the hallmark of Italiandustrial policy.
Reflecting in part the inclination of the timesgtRascist state is protectionist, but keen to abdish
monetary stability and to restore the gold standiralso consolidates the banks of issue intanglsi
institution (Banca d’ltalia) and overhauls the coemaial banking industry.

The years 1950-1972 are roughly coincident whth fixed exchange rate regime of Bretton
Woods. The new world order consists of an inteomati monetary system that gravitates around the
United States, the dollar, and a liberal internsldrade policy. Western Europe agrees to form the
European Economic Community. For ltaly, like foh@t countries, it is a golden age of high economic
growth and low inflation. Many Fascist economictitugions, built in the 1930s, not only survive but
expand their activities. The proclivity of the stantrepreneur is strengthened (Petrilli, 1967).
Government-owned holding companies design and éxecnational industrial policy (Cassese, 1977,
Barca, 1997). Prosperity raises the public’s demimnda much more expansive welfare state. The
political elite responds to this demand in fullder not only in terms of old-age and disability giens,
but also with a plethora of transfer payments tmgi and households (Fratianni and Spinelli, 1982).
Rent-seeking activity comes packaged under a yaoietools, ranging from subsidized bank loans to
political prices on utilities and train tickets gated to specific groups. In these years, also ineass
transfers are legislated for the development of 8waith through the newly creatéthssa del
MezzogiorndCassese, 1977).

The demise of Bretton Woods, two oil shocks ambstly welfare state contribute to a regime
of discretionary policy activism in the followingeriod, 1973-1978. Italian monetary authorities,
lacking independence (from the executive branchgafernment) and under the thrust of large
government budget deficits, pursue objectives #dnatincompatible with monetary stability. Inflation
rates reach the highest values in peacetime pdgtation Italy and government debt as a percent of

GDP gives early signs of alarm (Fratianni and Spjr001a and 2001b).
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In 1979, ltaly joins the European Monetary Sys{&nNS), the precursor of EMU. The EMS
exchange-rate regime, at the start, is less riggoh Bretton Woods’. The high and persistent Italian
inflation rate is partly compensated by periodia ldepreciation relative to the German mark and the
the currencies that shadow the mark. When the EMfaiidened in 1987, the lira suffers a growing and
debilitating real exchange rate appreciation teatl$ to the currency crisis of 1992 and the coimtry
exit from the EMS (Fratianni and Artis, 1996). Aftthe currency crisis, the Banca d’ltalia gains
complete autonomy from Treasury. Gone is the regimiscal dominance that was at the heart of
monetary instability. The Banca d’ltalia Governdntonio Fazio, implements a progressively tight
policy that enables the country to qualify for EMidtry on the inflation criterion (the fiscal criir
however, are not met but are ignored by Europeadels). Gone is also the age of the state-
entrepreneur: the assets of government-owned caegpare privatized more to raise cash for the state
than by a deliberate policy design.

In the last sub-period, 1999-2008, Italy losesnitsnetary sovereignty to join EMU, where
monetary policy is decided jointly by its membéefFke newly created European Central Bank (ECB) is
independent of governments, has a strict inflatade mandate, and cannot exercise the role of tende
of-last resort to member governments. Fiscal pdisyvell loses some degree of national sovereignty
as a consequence of upper limits imposed on butifetits (as a proportion of GDP) and the objective
of reducing public debt (as a proportion of GDPatspecific target (60 per cent); these limitssatein
the new European Treaty. The loss, full or partdl traditional macro-economic tools to offset
idiosyncratic shocks to the economy is the cogtasficipating in the monetary union. These costeha

become increasingly apparent during the ongoingrsagn debt crisis.

?In this period, Italian political parties undergalaansing process by the hands of an active pgicThe
Christian Democrats, who had been at the centiregbolitical system since the end of World Wairtiplode;
the Lega, a party with secessionist tendencieasgdectorate shares; and Silvio Berlusconi emtelitcs.

5



With this background, we can have a better apgtieci of the quantitative evolution of the two
macro-economic time series from 1861 to 2008. Téa dor real per-capita real income come from

Angus Maddison vww.ggdc.net/Maddisgnand are denominated in 1990 international dqgllses

Table 12 The data for the inflation rate come from Fratiaand Spinelli (2001a) and the database
FRED of the Federal Bank of St. Louis; see Tablin21861, Italy had a per capita income that was
about half of the United Kingdom’s, 82 per centrofnce’s and 91 per cent of Germany’s. Over the
147-year period covered by Table 1, Italian peitaapcome grew, on average, more rapidly than that
of the other three European countries: 35 basistpdbp) higher than the United Kingdom'’s, six bp
higher than France’s, and three bp higher than @eya. The rate of economic growth changes over
time. It is lower than the growth achieved by theiteld Kingdom, France, Germany and the United
States in the period 1861-1895; it is higher dutimgso-called Giolitti boom era, 1896-1913, whes t
country benefits from an industrialization transfation; it is lower during the Fascist period, 1921
1937, with the exception of the United States; @nd higher during the Bretton Woods era, 1950-
1972, with the exception of Germany. The last yehet define the Italian “economic miracle”, a
miracle that touches, however, other countrieqarticular those who lost World War 1l and suffered
massive destruction of capital (Germany and Ja@neton Woods coincides with what Hobsbawn
(1994) calls the “golden age” of high economic gitownd low rates of inflation. The golden age is
followed by years of stagflation, 1973-1978, whaalidn growth is higher than for the rest of the G7
group of countries. The growth differential remapwsitive during the EMS regime that precedes the
Maastrict Treaty of 1992. The disinflationary pefithat follows the currency crisis in the Fall &P
comes with a slowdown in growth, a slowdown thattcwes in the first nine years of the monetary
union. The poor performance of the Italian econpbgth in an absolute sense and especially in

relation to countries that do not adhere to fixedhange rate arrangements (Canada, the UnitedsState

* More precisely, it is the Geary-Khamis dollar wihrchasing power parity.
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and the United Kingdom) persists to these daysZP@mhen the country faces the worst post World
War |l crisis.

The average annual rate of inflation during theigokof Italian monetary sovereignty, 1861-
1998, has been seven per cent, five percentagésgugher than the inflation rate in the Unitedt&sa
and four percentage points higher than the inihatete in the United Kingdom. With reference to the
G7 group of countries, ltaly is clearly more distisie along the inflation dimension than the ecormom
growth dimension. This distinctiveness becomes estesrper when the prevailing exchange rate
regime is one of flexibility. The Seventies and the Eighties, plagued by wigespsocial conflict, are
the years that best underscore this Italian distiecess. The welfare state explodes, but its aspirs
run into the harsh reality of two large oil shockknetary policy becomes subservient to fiscalgpgli
which is incapable of controlling consistently larggovernment budget deficits (Fratianni and Spinel
2001b). These are the years when lItalian publi¢ dela ratio of GDP starts rising rapidly, thathis
genesis of today’s sovereign debt crisis.

(Insert Tables 1 and 2 here)

“ Table 2 underscores the positive correlation betwixed exchange rate and the quality of monesadfiscal

policy.
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Table 1: Real per-capita GDP in the G7 group of countries, 1990 international dollars,
1861-2008

Average annual percentage change Country-pair differences
Periods IT FR GE CA JP UK US IT-UKIT-FR IT-GE IT-US
1861-2008* 1.8 1.74 177 198 252 144 1.86 0.35 006 0.03 -0.06
1861-1895* 028 1.1 157 135 1.7 105 161 -0.77 -0.82 -1.29 -1.33
1896-1913 271 154 1.7 3.98 164 0.87 246 1.84 117 1.01 0.25
1914-1920 0.29 0.05 1.49 0.69 418 1.32 246 161 034 178 -2.17
1921-1937 1.72 239 266 1.81 1.38 213 1.19 041 -0.67 -0.94 0.53
1938-1949 0.14 093 3.74 4.09 -276 0.95 35 -1.1 -1.07 36 -364
1950-1972 491 399 505 269 814 224 235 267 092 -014 256
1973-1978 256 212 237 253 194 13 1.94 126 0.44 018 0.61
1979-1992 209 16 146 0.89 3.06 1.57 1.67 051 048 063 042
1993-1998 165 1.63 161 241 08 293 26 -1.29 0.02 0.04 -0.95
1999-2008 103 132 138 178 136 22 131 -1.17 -0.29 -0.36 -0.28

Notes: the average annual change of real per-cgm® (Y) has been computed as [Y(T)/Y(1)]exp(1/T-1L)where
Y(T) = value attime T, Y(1)= value at time 1. ITitaly, FR = France, GE = Germany, CA = Canada; JBpan,
UK = United Kingdom, US = United States.

* For Canada, Japan and the United States thei¥ssatarts in 1870.

Source: Angus Maddisohlistorical Statistics of the World Econorfiy»2008 AD),www.ggdc.net/Maddison

Table 2: Rates of inflation in Italy, the United Kingdom, the United States and Ger many:
1861-2008

Average annual percentage change Country-pair differences

Periods IT UK us GE IT-UK IT-US IT-GE
1861-1998 6.99 3.05 2.28 3.93 4.71
1861-1895 0.37 -0.51 0.19 0.88 0.18
1896-1913 1.25 0.90 2.04 0.35 -0.79
1914-1920 27.92 17.66 11.45 10.26 16.47
1921-1937 0.00 -2.25 -1.53 2.25 1.53
1938-1949 42.00 5.52 5.40 36.48 36.60
1950-1972 4.08 4.80 2.98 -0.72 1.09
1973-1978 17.13 14.48 6.88 2.65 10.25
1979-1992 10.60 7.13 4.82 3.47 5.78
1993-1998 3.78 2.54 1.84 1.24 1.94
1999-2008 2.44 1.73 0.71

Notes: The rate of inflation is measured as thaiahpercentage change of the national income tdeffar the
period 1861-1998 and of consumer price index fer treriod 1999-2008. The average annual percecteggye
was computed with the same formula as in Tabld & kaly, UK = United Kingdom, US = United Stat€3k =
Germany.

Source: Fratianni and Spinelli (2001, ch.. 2) for period 1861-1998 and database FRED of the Hedesarve
Bank of St. Louis for the period 1999-2008.



Economic dualism

When ltaly unified politically in 1861, the incondivide between the North and the South was
relatively small. The Mezzogiorno problemugstione meridionajebecame an issue, both economic
and political, at the end of the 1870s and at thgirming of the 1880s. According to Daniele and
Malanima (2007), regional disparity in Italy rosensiderably from 1891 to 1953, declined in the
subsequent 20 years, and rose again after 19%Bgimid-1990s, the disparity was no different from
what it had been in 1930 (Daniele and Malanima 20Bigure 5). The policies of wage flexibility in
the South and interregional mobility of labor aragpital (Lutz, 1962) failed. Labor unions have been
traditionally opposed to a decentralized wage-kbangg process; and interregional labor mobility has
remained low (Mocetti and Porello 2010), which ifficult to reconcile with the gap in per capita
income (Faini et al., 1997). The fact is that #alregional income disparities have been persisberat
long time and have been impervious to treatment immodt of all, to massive governmental transfers.
Various explanations have been proposed for thisigtence. | mention three relative modern
“structural” or micro-based views of duali€nThe first is the “varieties of capitalism” expldice
(Dunford and Greco 2006). The political compromiisgween the southern land aristocracy and the
northern entrepreneurs, achieved by the ruling<tiari Democrats after World War II, gave impetus
to and sustained economic dualism. The North wasacterized by family capitalism, “a system of
many family-owned small and medium-size enterpram@sinated by few large dynastic families. The
South relied on massive governmental transfersirrestments by government-owned companies. At
the same time, economic inefficiency was permitted indeed sustained . . . [through] systematic use
of clientelistic practices in which jobs, subsidesd recommendations were exchanged for political

support and social consensus” (Dunford and Gredd62page 94). Inefficiency and clientelism

> This section draws from Fratianni and Marchionne 01
® | omit an older and fashionable “macro” liter&uon economic dualism that developed from the 496Ghe
1970s; see bibliography in Vita (no date)

9



distorted incentives and reduced the productivitgavernment investments in the South, which often
took the form of “cathedrals in the desert.”

The second explanation attributes persistent regiemonomic disparities to differences in
social capital (Putham 1993). By social capitalfn@m meant civic participation in community
institutions. The roots of these differences gokhbactime. Differences in old agrarian propertyhts
and corporate structure might have influenced modeéferences in social capital and, ultimately, in
economic development (Del Monte and Pennacchio2R0Before political unification, Italy was
primarily agrarian. In the North, owner and fixeége farmers worked and lived in large and
vertically integrated agricultural firmscgscina padanga This structure promoted group solidarity
among people with similar jobs that was later tfamed to trade unions and cooperative associations
In the South, seasonal farmers were used on exeemagriculture, whereas the owner lived off his
property and had his interests cared by a man@berstate was seen by the population as an extensio
of the owner’s authority. Since solidarity and trugere feelings reserved for families, this stroetu
was not conducive to the development of civic tngtins. In the center of the country, the dominant
model was sharecropping. The sharecropper notwaotied and lived with his extended family on the
property, but made managerial decisions to imprdve productivity of the land. When the
sharecropping firm gave way to the industrial fittme skills and values learned while sharecropping
were transferred to the establishment of family-edfirms.

The three different agricultural models in the Moi€enter, and South of Italy may have been
responsible for different patterns of human capitejanizational skills, and degrees of solidaaityl
civicness. These models provide some historicdlficetion for Bagnasco’s (1977) contention that
Italy goes beyond dualism. It can be divided ithb@e broad, distinct economic areas: an old dapita
intensive Northwest (First Italy), an agricultueadd industrially backward South (Second Italy), and

newer Northeast and Center (Third Italy). Thirdyites replete with dynamic small and medium-size
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firms that outsource production and are locatedhdustrial districts (Brusco 1990). These districts
specialize in different products and are distireetiv their developmental paths, local institutiozsd
manners of generating externalities (Becattini,0)99

The final structural explanation of dualism compéns the social capital explanation by
emphasizing the character and quality of instingiorabellini (2008) tried to answer how we may get
different types of institutions by developing a rabdf value transmission. The basic postulate a$ th
individuals respond, not only to individualisticcentives, but also to social norms acquired thmoug
the family structure. The implication of Tabellimimodel is that distant transactions are primarily
enforced by laws and legal institutions becausarmél methods are not effective at long distanae. O
the other hand, informal methods and local instihg, like a clan or mafia, are better suited tioere
local transactions. Furthermore, informal methass in importance when legal institutions are weak.
In the South, weak institutions can be traced tadke lateness with which feudalism was abolished
(the early part of the nineteenth century in S)citfyhen feudalism was abolished, and private ptgper
rights replaced feudal rights, the demand for mtote of these rights increased. The state, withkve
institutions, was unable to meet the demand; thiel weas filled by the local mafia institution
(Gambetta 1993). Once established, a criminaltutsin destroys social capital and induces people
who have a preference for laws to migrate. Thisep@atin turn, weakens the population’s resistaoce

the “bad” local institution in a sort of viciousrcie.

The contents of the Special Issue

Four articles have been selected for this Spesislid. The first is on “Agricultural productivity,
banditry and criminal organisations in post-unifica Italy” by Alfredo Del Monte and Luca
Pennacchio. The main thesis there is that bandity criminal organizations reflect the underlying

property right structure. Banditry flourished irgiens where land property was highly concentrated
11



and land productivity was low, whereas mafia-typganizations prospered in areas when economic
growth and land productivity were relatively highdathe state failed to enforce property rights. It
follows that, given a low enforcement regime by glo@ernment, banditry is an “inferior” activity (Ao
income elasticity), whereas mafia-type activityaissuperior” one. The authors do their outmost to
obtain a small but informative dataset to testithplications of their mafia-type activity model in
Southern Italian provinces (late 1800s) and Sitit@vns (early 1900s).

The second paper is by Miranda Cuffaro, Maria Dind Erasmo Vassallo and is titled “What
can we learn from long time series? Italian liveigndards after unification and dualism North-Sduth
This is a well developed topic in the literaturelahe authors’ main contribution is in providingtp
time series on material (economic) and social Wweliig measured in terms of real per capita
disposable income, different consumption sharekyrieaintake, numbers of graduates and some
demographic indicators. The main results are sttimg convergencéor living standards at the
national level, especially in the period 1861-19468e higher standards of living favourably affect
social well-being, as reflected in drastically redd rates of infant mortality and higher education
levels. Concerning the geographical distributidntlvese higher living standards, we obtain a
confirmation of earlier findings, namely that incendisparities between the North and the South
widened from 1911 to 1951, narrowed from 1951 tov11%nd then approximately stabilized
afterwards.

The third article is on “Economic growth and dualisn Italian regions: A spatiotemporal
model” by Cristina Brasili, Francesca Bruno and nachiara Saguatti. The focus here is on the
characteristics of regional economic growth usiglgtively high-frequency data. The authors compute
an Indicator of Regional Economic Activity for tiperiod 1993-2010 based on co-movements of 38
monthly and quarterly macroeconomic variables. Tidicator is then analyzed by means of a

hierarchical model of regional economic growth thakes into account both space and time
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dimensions. The main result is that Italy, in trexigd under consideration, is more pluralistic than
dualistic, an unexpected result also to the authdrse recent financial crisis, interestingly enloulgas
damaged more the North-East of the country, throaigtollapse of exports, than the more insular
South.

The fourth and final article, by Alessandro Pieligaland Michele Postigliola, deals with
“Fiscal policy and public debt dynamics in Ital\86IL-2009.” The hypothesis to be tested is whether
the debt-to-GDP ratio has been statistically messenting over the period 1861-2009. The conclusion
Is that it has been, after controlling for fiscakélback policies, meaning that mean reversion ef th
ratio has been achieved, not only through growthGafP, but also through restrictive budgetary
policies. This sounds like good news for the progpef resolving the current sovereign debt crisis
through austerity. But we should keep in mind tha “stationarity” finding encompasses two
exceptional reductions in the debt-to-GDP: onerafterld War I, achieved thanks to the forgiveness
of foreign creditors and one debt consolidatiord #re other after World War Il, achieved through a
rate of inflation that devastated the real valugg@¥ernment debt. Neither of these conditions sxist
today: foreign creditors appear to be in no bailriaod and the ECB is not a lender of last resort to
governments. The critical questions for the futoféhe country are: What alternative is there stioul
fiscal austerity fail to redirect the debt-to-GDRwvards the long-run average? Is there a deus-ex-

machinaon the horizon?
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