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This study investigates the economic crises that occurred in Italy between 1970 and 2011,
referring in particular to the employment level and the different effects on the Italian
regions. Empirical results suggest that regions with a larger share of manufacturing or a
higher number of temporary workers suffered to a greater extent than others during reces-
sions. In contrast, regions with higher percentages of public employees and service indus-
tries were better able to ‘resist’ the negative phases of the economy. Moreover, the recent
crisis has exacerbated the strong imbalances between the North and South making rebal-
ancing policies necessary to place the country on a sustainable growth path.
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Introduction

The financial crisis that originated in the USA
rapidly spread to Europe, with especially
severe effects on countries characterised by
weak banking sectors and large public budget
deficits. European countries have responded to
these financial difficulties with different inter-
ventions: for example, Germany and France
have significantly increased public expendi-
tures, including regional policy instruments
designed to stimulate domestic demand and
cope with economic difficulties. Other coun-
tries, such as Italy and the UK, instead shifted
resources from the regions to the central gov-
ernment with the goal of developing anti-crisis
policy capable of returning their economies to
a growth path (Davies,2011). In addition to the

differences between countries, the economic
crisis has fuelled and accentuated significant
differences within individual states. This issue
has become much more pronounced in coun-
tries with marked historical differences, such
as the UK, Spain and Italy. This has attracted
the interest of several scholars from differ-
ent disciplines, especially regional economists
and economic geographers who are investi-
gating the policies necessary to recover from
the economic crisis. More specifically, several
studies have focused on the concept of ‘resil-
ience), a term borrowed from engineering sci-
ences (Holling, 1973; Pimm, 1984; Walker et al.,
2009), ecology (McGlade et al.,2006), psychol-
ogy (Bonanno, 2004; Bonanno et al.,2006) and
only recently employed in economics terms. In
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recent years, the term ‘regional resilience’ has
become popular because of its association with
regional adaptation and so has strong connec-
tions with evolutionary economics and evolu-
tionary economic geography (see Martin and
Sunley, 2014). One obvious question is why
the concept has become so popular at this his-
torical moment. The processes it encompasses
(rebound, adaptation and recovery) certainly
are not new in any fundamental sense. The
attention to resilience may be, however, a
response to a generalised contemporary sense
of uncertainty and insecurity and a search for
formulas for adaptation and survival. In this
respect, the fashionable use of the concept
may originate both from an increased sense
of risk (economic and political as well as envi-
ronmental) and from the perception that pro-
cesses associated with globalisation have made
places and regions more permeable to the
effects of what were once thought to be exter-
nal processes. The social and economic para-
digm seems to be permanently mutated, and
therefore also the way to face the future will
necessarily change. To look to the future, it is
often necessary to start from past experience,
and this work analyses the major economic
crisis that hit the Italian regions (1970-1972,
1992-1995 and 2008-2010) and the subsequent
periods of growth (1973-1991 and 1996-2007),
trying to identify the ‘resilient regions’ The
majority of studies on regional resilience have
been designed to investigate the effects of the
economic downturn in the UK: Martin (2012)
and Fingleton et al. (2012) analysed the effects
of the total employment in the last three UK
recessions and devoted particular attention to
the strong heterogeneity observed across dif-
ferent areas of the country. Lee (2014) inves-
tigated the impact of the 2008-2009 recession
on unemployment in the 60 largest cities in
Great Britain. However, beyond those on the
UK regions, few studies to date have consid-
ered other European states. Yet, significant
differences are also present in other countries,
such as Spain, Germany and particularly, Italy.

The first work that analysed the resilience of
the Italian regions was the paper by Cellini and
Torrisi (2014) that investigated the effects of
major economic crises on per capita income
over a very long period of time (1890-2009).
More recently, others scientific papers (Di
Caro, 2015, 2014; Modica and Reggiani, 2014)
with more sophisticated econometric tech-
niques have studied the effects of crisis on
employment and value added in the Italian
regions. Compared with these works, this paper
investigates the role of specialisation and
industrial structure in the ability of regions in
Italy to withstand shocks. Having investigated
the stylised facts of regional recession and
recovery using the resilience measure adopted
by Martin (2012), this study uses a decomposi-
tion technique known as multi-factor partition-
ing (MFP) to disentangle the role played by
the sectorial specialisation during the period
of recession. Finally, this work emphasises the
effect of the recent crisis on the gap between
the North and South, which has always charac-
terised the Italian economy, but that currently
appears to have grown to a greater extent than
in the past.

The effects of the economic crisis on
the Italian regions

The economic crises that have occurred in
Italy in the last 40 years have had different
effects on the Italian regions. Following the
approach of Martin (2012) and Fingleton et al.
(2012), the focus of analysis is employment
rather than income. The employment experi-
enced during an economic recession tends to
return to pre-crisis levels with a much longer
lag than output, which can lead to significant
imbalances in the labour market, causing sub-
stantial inequality and social tension. Data
was collected on regional employment from
the Cambridge Econometrics database for the
period between 1970 and 2011. Unlike the two
works quoted, annual values were used rather
than quarterly ones due to data availability.
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However, this does not imply biased data anal-
ysis. As shown in Figure 1, it is possible to iden-
tify three major economic shocks that resulted
in a significant reduction in the employment
rate during the 1970-2011 period. Specifically,
the first shock is identifiable in the 1970-1973
period. This sudden decline in the employ-
ment rate was primarily due to the oil crisis
and strong inflationary pressures that affected
Italy in that period.

The second shock is identifiable in the 1992—
1995 period. The crisis was created by substan-
tial internal problems in the preceding years,
such as hyper devaluation of the Lira, scan-
dals and political corruption (‘Mani Pulite’
operation-‘clean hands’), which led Italy into
a phase of strong political and economic insta-
bility. After the crisis years (1992-1995), the
Italian economy returned to growth, but much
more slowly than in the past. For this reason,
Italy has been defined ‘the sick man of Europe’
(King, 1992; Mammone and Veltri, 2010).

The last recent recession was 2008-2010,
which primarily resulted from a financial cri-
sis, caused by the credit crunch in the USA
that rapidly expanded to Europe and more
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significantly affected vulnerable countries
with political instability and severe sover-
eign debt problems such as Greece and Italy.
Furthermore, after a slight recovery in 2011,
the economy plunged into a deep structural
crisis, with strong recessionary effects in 2012—
2013 (ISTAT, 2014). This later period is not
included in the analysis.

Regional resilience: resistance and
recovery

In recent years, many econometric methodolo-
gies have been developed to identify a resilient
regions (see Martin and Sunley, 2014). In this
paper, I have adopted the simplest measure of
resilience, used by Martin (2012) in conjunc-
tion with those of ‘resistance’ and ‘recovery’
Martin (2012) highlights how the effect of an
economic downturn on the regional economy is
composed of two phases: the first phase is that
of the shock itself, whereas the second phase is
to recover from the shock. By determining the
resistance index and the recovery index it will
be possible to identify the so-called ‘resilient
regions’

l Recessionary Shock 2008-2011

Recessionary Shock 1992-1995 |

Total employment, 1970
100
1

l Recessionary Shock 1970-1972
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N

Figure 1. Total employment in Italy (1970-2011).

2010
2011
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Specifically, the resistance index (B, ) is cal-
culated as follows:

Beo = [(AE, /E,)—(AE\ /E))/[AEy /Ey |.

Where (AE/E)) and (AE/E,) are the percent-
age changes in employment at the regional and
national levels, respectively.

A positive value of §__ indicates that the
region exhibits greater ‘resistance’ to an
adverse shock compared with the rest of the
country. A negative value of 3 indicates that
the region is less resistant than the nation; 3
equals zero represents no difference to the
national effect.

ﬁrec = (AEr /Er)/(AEN /EN)

A value of B __ greater than one indicates a
stronger (relative to the nation) performance
after the recession period. A value of §__lower
than one indicates a weaker (relative to the
nation) performance. §_ equals zero repre-
sents no difference to the national effect.
Figure 2 plots the relationship across the
Italian regions between the resistance index

(average of three recession periods) and the
recoverability index (average of two post-
recession periods). Furthermore, by partition-
ing the relationship into quadrants, defined
by the national resistance index (1.00) and
national recoverability index, the five north-
ern regions of the Lazio, Trentino A.A., Valle
dAosta, Veneto and Lombardy stand out as
having been both the most resistant to the
recession and as having experienced the fastest
post-recession employment growth.

Industry and regional effects during
the recession period

Certain economic sectors are known to be
more subject to cyclical economic fluctua-
tions than others and as such suffer the most
from economic downturns (Conroy, 1975,
Dissart, 2003; Ormerod, 2010; Siegel et al.,
1995). The manufacturing and construction
industries typically appear to suffer to a
greater extent than the services sector during
an economic crisis. The latter is more flexible
and can absorb and renew itself more rapidly
than the former. Furthermore, the presence
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Figure 2. Resistance versus recovery index.

Note: Average resistance index computed on three recession periods 1970-1972, 1992-1995 and 2008-2010. Average recov-

ery index for two post-recession period 1973-1991 and 1996-2007.
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Table 2. Percentage of civil servants and temporary employ-
ees in Italian regions (2008-2010).

Civil Temporary
servants, % employees, %

Piedmont 5.01 1157
Valle dAosta 9.31 12.07
Liguria 6.1 11.88
Lombardy 417 9.09
Trentino-Alto Adige 719 15.14
Veneto 4.63 10.39
Friuli-Venezia Giulia 6.76 12.08
Emilia-Romagna 5.19 12.95
Tuscany 5.62 14.02
Umbria 5.51 14.43
Marche 5.27 13.35
Lazio 6.9 10.59
Abruzzo 5.37 12.85
Molise 6.22 12.46
Campania 521 13.50
Puglia 5.23 18.98
Basilicata 5.54 15.65
Calabria 5.92 20.77
Sicily 5.49 18.96
Sardinia 6.29 16.94
Italy 5.36 12.76

of a significant number of public employees
enhances resilience to economic shocks, man-
aging nearly completely to absorb the effects
of the recession. The geographical distribu-
tion of these activities across regions might
then be expected to be relevant in explaining
spatial differences in resistance to recession-
ary shocks (Martin, 2012). However, much
will depend on the nature of the crisis.

Table 1 examines these issues during the recent
crises. In the last recession, the manufacturing
sector has decreased by 10.40% points. The high-
est decline compared with the previous two cri-
ses (4.49 and 1.08, respectively). The construction
sector has fallen by 4.43% and the service sector
of 2.82. Furthermore, the crisis of 2008-2010 has
had dramatic effects on all Italian regions. In the
previous crises, the northern regions were better
able to withstand recessionary effects.

Another element to consider in the analysis
of employment is the type of employer: public

or private. Table 2 presents the percentage of
public employees by region and the percent-
age of employees with fixed-term employ-
ment contracts. Regions such as Trentino Alto
Adige, Valle dAosta and Lazio have larger
numbers of workers employed in the public
sector and were also less affected by the reces-
sion than other regions. An interesting result
can also be observed from Table 2 for tempo-
rary workers. Since the early 2000s, the Italian
labour market has become much more flexible,
especially for new employees, with far fewer
safeguards than in the past and hence is much
more exposed to the effect of economic crises.
Unsurprisingly, therefore, southern regions,
such as Puglia, Campania, Calabria, Sicily and
Sardinia, where there are more workers with
fixed-term contracts, are also the regions that
have suffered from the effects of the crisis to a
greater extent than others.

MFP analysis

The ability of a region to withstand and recover
from an economic crisis can be determined
by its industrial specialisation and the nature
of the crisis that hit the region’s economy. In
order to connect the concept of ‘resilience’ to
the concept of ‘regional competitiveness’, the
MFP approach was adopted to disentangle the
effects of industrial structure, regional char-
acteristics and interaction effects, in relative
regional performance, during the periods of
two recent recessions (for an extensive expla-
nation of this procedure, see Gardiner et al.,
2013; Ray et al.,2012).

The MFP procedures uses standardised
growth rates to remove the confounding of
compositional effects found in conventional
shift share analysis. The standardised regional
employment growth rate over the recession
period ¢ to k is defined as follows:

t+k

& =2 (Vi /vy,

J
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where i refers to region and j refers to industry.
gf]”‘ is the crude growth rate of industry j in the
region i. It is possible to write the standardised

industry growth rate for each industry as follows:
t+k
2g1+k (Yt /Yt )

The standardised national rate can thus be
calculated using the standardised industry or
region rates:

ngk (Y/tN /Y! ) ngk (Yt % )

t+k

The weights used to calculate standardised
industry (region) rates are the same for every
industry,namely the total in each region (indus-
try) as a proportion of the total national figure.
Once the crude and standardised growth rates
have been calculated, partitioning the effects
into the component parts is relatively straight-
forward, as shown below:

t+k t+k
Yin(g;Jrk —gNt+k)=2j )’,}+k( En— &n ]"’
) 2
t+k t+k
2 YH-k[ ~ gAN )+
©)
2 Yx+k( t+k 11K _ ” + t+k
it 4 8N 8~ )+
“) ©)
At +
2 Y8y~

Where,

(1) isthedifference between regional employ-
ment growth and the national effect or
component in a downturn;

(2) is the industry mix effect, which is the fall
on regional employment in a recession
assuming that each industry in the region
declines at the same rate as that same sector
nationally;

(3) is the ‘regional shift’, which reflects the
presence of regional-specific factors, that
influence how a region’s firm responds in
employment during a recession period;

(4) is the net effect of all of the interactions
between these components in a given
region;

(5) is the residual allocation effect.

The analysis used in this procedure involved a
sectoral disaggregation (agricultural, manufac-
turing, construction, distribution, transport and
communications services, financial business ser-
vices, non-market services), which was the most
detailed possible to provide consistent data avail-
able for the period 1970-2011. Figure 3 gives the
percentage of industry mix, regional shift and
industry-region interaction to each region’s dif-
ferential response (relative to national response)
during the two recession periods.

The regional effect is strongly negative in
both recessions, in almost all southern regions
that have lower relative resistance to and slower
recoverability from downturn, such as Puglia,
Campania, Molise and Calabria. Conversely, in
the northern regions, the regional effect is posi-
tive in those regions with higher relative resist-
ance and faster recoverability, such as Trento
and Bolzano (autonomous provinces) Lazio,
Veneto and Lombardia. The effect of indus-
trial structure is adverse, more specifically in
the last recession, in Veneto, Marche, Abruzzo,
Lombardia and Veneto, showing a deep crisis.
The northern industrial system has always been
based on small- and medium-sized manufactur-
ing enterprises, organised in industrial districts
at the local level and specialised in one or more
phases of the production process. This organi-
sational system has long been a factor in com-
petitiveness. However today, with competition
from countries such as China and India (where
the labour cost is much lower), the industrial sys-
tem is in crisis. Only firms that export are able to
compete on international markets. Investment
in human capital and in the services with high
technological specialisation is, therefore, crucial
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Multi-factor productivity results (recession 1992-1995)
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Figure 3. The contribution of industry mix and regional competitiveness effects during the recession period.

for the entire production system. Furthermore,
the entry into the Euro area (2002) has prohib-
ited currency devaluation policy to improve the
competitiveness of Italian products in foreign
markets. This sheds light on some of the most
important issues related to structural weak-
nesses of the Italian economic system, such
as the lack of institutional reform and lack of
investment in infrastructure and innovation.
Widespread corruption at all levels of society

and the high levels of political instability have
also worsened the economic situation. Among
the northern regions, Liguria, Piedmont and
Friuli V.G. experienced a deep industrial crisis.
The industrial system of the Lazio region instead
(based on services and public administration)
seems to have withstood the crisis better than
others with a positive industry-effect. Not sur-
prisingly, therefore, the Lazio region is also the
more resilient region.
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During the period 19702011, a marked shift
of employment out of production industries into
services occurred in all of the major regions of the
country. Table 3 shows the local quotient (LQ)
and the percentage of employment in industry
and services sectors in the last years of the reces-
sion periods. Lazio is the region most highly spe-
cialised in the service sector. This has allowed it
to better mitigate the crisis. Especially since 2000,
with the digital age and globalisation, the service
sector has become crucial to maintaining com-
petitiveness in relation to other areas of the globe.
The other richer regions of the country (for exam-
ple, Lombardy, Veneto, Emilia and Tuscany) have
maintained a mix of industry and the services sec-
tor. The case of the Piedmont region is emblem-
atic. It is the seat of the most important Italian
automotive company (FIAT). In the 80s, during
the boom years of the automotive industry, this
region was among the richest in Italy, whereas in
the last decade, the crisis in the automotive indus-
try has coincided with the decline of the region.

This is similar to what happened in Detroit (seat of
Chrysler and GM, in the crisis during the 90s and
2000) in the USA (Crandall, 2009; Ryan and
Campo, 2013). Very often, the regional specialisa-
tion in a specific industrial sector is an advantage
during the periods of economic growth, but at the
same time, it can become a disadvantage in times
of crisis.

The recent crisis and the growing
gap between North and South

The large socioeconomic divide in Italy has been
widely analysed in previous studies (Gonzales,
2011; Guerrieri and Iammarino, 2007; Rossi,
2004; Viesti, 2003), which have stressed the
significant differences between the different
areas of the country. As shown in Figure 4, it is
clear that the gap between the two areas of the
country has become more pronounced during
the recession period. Indeed, one of the most
striking features to emerge from this analysis

Table 3. Regional dependence on manufacturing and services industries (percentage of total employment and location

quotient).
1973, % (LQ) 1996, % (LQ) 2010, % (LQ)
Manufacturing Services Manufacturing Services Manufacturing Services

Piedmont 39.29 (1.37) 38.86 (1.30) 29.79 (1.11) 5759 (0.85) 21.44 (0.92) 6706 (0.98)
Valle dAosta 18.81 (0.66) 51.29 (0.51) 11.79 (0.53) 70.34 (1.12) 12.33 (1.12) 72.57 (1.06)
Liguria 43.50 (1.52) 42.75 (1.38) 31.56 (1.33) 58.02(0.94)  29.90 (0.93) 65.85 (0.96)
Lombardy 19.58 (0.68) 54.09 (0.72) 16.54 (0.87) 66.22 (1.18) 22.15 (1.06) 69.11 (1.01)
Trentino A.A. 36.16 (1.26) 39.59 (1.40) 32.14 (1.43) 54.59 (0.87) 34.19 (0.87) 60.50 (0.88)
Veneto 28.81 (1.01) 49.68 (1.12) 25.78 (1.21) 62.32 (1.09) 23.63 (0.99) 6740 (0.98)
Friuli V.G. 21.30 (0.74) 62.32 (0.57) 13.1 (0.61) 76.25 (1.37) 11.01 (1.22) 76.35 (1.11)
Emilia-Romagna 31.24 (1.09) 43.48 (1.22) 28.01 (1.33) 5744 (0.95)  29.42 (0.92) 63.69 (0.93)
Tuscany 33.36 (1.17) 45.51 (1.15) 26.25 (1.01) 62.86 (1.00) 22.55 (1.00) 69.34 (1.01)
Umbria 29.81 (1.04) 35.73 (0.95) 21.86 (1.03) 61.51 (0.78) 23.19 (0.98) 68.39 (1.00)
Marche 30.73 (1.07) 3719 (1.36) 31.25 (1.56) 55.25(0.81)  32.32(0.88) 59.11 (0.86)
Lazio 15.12 (0.53) 63.04 (0.48) 11.02 (0.45) 78.05 (1.38) 12.58 (1.24) 81.04 (1.18)
Abruzzo 24.19 (0.85) 33.12 (1.00) 22.89 (1.16) 5787 (0.73)  23.94 (0.92) 61.98 (0.91)
Molise 13.74 (0.48) 29.57 (0.76) 1733 (1.03) 56.63 (0.65) 19.10 (0.90) 61.10 (0.89)
Campania 18.98 (0.66) 45.69 (0.67) 15.41 (0.61) 6788 (1.00) 11.51 (1.08) 74.14 (1.08)
Puglia 19.62 (0.69) 49.64 (0.75) 1716 (0.76) 61.86 (1.09) 15.03 (0.99) 65.96 (0.96)
Basilicata 13.83 (0.48) 30.41 (0.72) 16.46 (0.82) 56.89 (0.67) 14.16 (0.91) 62.50 (0.91)
Calabria 11.10 (0.39) 41.99 (0.39) 8.85 (0.45) 65.03 (0.92) 8.87 (1.04) 6773 (0.99)
Sicily 14.24 (0.50) 50.79 (0.46) 10.48 (0.51) 70.50 (1.11) 9.97 (1.12) 74.38 (1.09)
Sardinia 15.07 (0.53) 51.16 (0.51) 11.61 (0.57) 68.37 (1.12) 13.22 (1.09) 74.61 (1.09)
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Figure 4. Total employment in North-South (1970-2011).

Note: Northern regions: Piemonte, Valle dAosta, Lombardia, Liguria, Trentino A.A., Friuli V. G., Veneto, Emilia Romagna,
Toscana, Marche, Umbria, Lazio. Southern regions: Abruzzo, Molise, Campania, Puglia, Basilicata, Calabria, Sicilia, Sardegna.

is the marked contrast in resilience and long-
run growth between the North and South of the
country. This is particularly evident after the
recession of 1995, where the northern regions
recover rapidly and appear to be much more
resilient than regions in the South. In the south-
ern regions, after a slight recovery in the early
2000s, the economy plunged into a deep struc-
tural crisis, with strong recessionary effects in
2008-2010.

The process of convergence has been
very slow and the gap has remained almost
unchanged over past years. Each region has
independently developed its own development
policies. However, in the medium term, these
development strategies have not generated
the expected results. This large gap between
the two areas of the country has produced for
a long time (and today, substantially increased
after the recent crisis) strong labour migratory
flows toward the North or abroad (Biagi et al.,
2011). This problem is associated with the wor-
rying phenomenon of ‘brain drain’, which every
year sees thousands of young people with a
high education migrate to the northern regions

or to foreign countries, weakening the human
capital of the southern regions. Viesti (2005)
and Fratesi and Percoco (2014) found that these
migrations are reducing the quality of human
capital in the southern regions, adversely affect-
ing the regional growth. These large differences
have also repercussions in terms of infrastruc-
ture, services and therefore income inequali-
ties. Placing ‘the Questione meridionale’ at the
top of the government’s agenda then would not
only benefit the southern regions, but it could
also ensure growth throughout the country.

Conclusion

This paper has focused on the idea of resilience
in relation to regional specialisation. During
the crisis period, certain economic sectors suf-
fer more than others. The latest crisis has shown
a sharp decline in the manufacturing and con-
struction sectors with significant repercussions
in the northern and southern regions. Indeed,
the manufacturing and construction industries
typically appear to suffer to a greater extent
than the services sector during an economic
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crisis. The service sector is more flexible and
able to renew itself more quickly during a reces-
sion. Our findings suggest that the presence
of a significant number of public employees
enhances resilience to economic shocks, man-
aging nearly completely to absorb the effects
of the recession. In this respect, the indus-
trial system of the Lazio region (the region of
Rome) seems to have withstood the crisis bet-
ter than others. In the last 40 years, all industry
sectors have changed significantly, however,
what emerges from our analysis is that regional
disparities continue to persist over time. The
recent economic crisis has returned the issue of
unbalanced growth. From this analysis emerged
a marked contrast in resilience and long-run
growth between the North and South. This
has become more evident after the recession
of 1995. After this time, the paths of these two
areas have started to diverge significantly: In
the northern regions, employment continued to
grow, especially in the service and financial sec-
tors; whereas in the southern regions, employ-
ment remained stable, marking a slow decline
of the Italian economy.

Future work will be used to refine the statisti-
cal methods to analyse the relationship between
the industrial specialisation and the ability of a
region to recover from a recession. Each region
may react differently to periods of crisis. This
may depend on several factors and the indus-
trial specialisation seems to be a crucial point.
Further studies on this field are needed to help
policy makers implement policies and reforms
that can mitigate the recessionary effects and
provide the basis for sustained and stable
regional economic growth.
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