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 On the supply side and demand side Germany has been 
positively adapting to the last decade’s globalization. 

 Yet the German model is highly dependent on foreign demand 
and excessive current-account surplus versus the Euro area 

 The common challenges ahead: competing in the global 
economy and membership of the euro area  



GDP, GDP per person, Employment
GDP  % GDP per Employment

(prices 2007) person ( % annual average)

(% average)

GERMANY

1994-1999 1.75 1.58 0.48

2000-2003 0.34 0.20 -0.36

2004-2008 1.94 2.05 0.89

2009 -4.72 -4.43 -0.01

2010 3.63 3.78 0.54

ITALY

1994-1999 1.73 1.70 0.55

2000-2003 0.75 0.36 1.74

2004-2008 0.70 0.00 1.02

2009 -5.22 -5.79 -1.65

2010 1.30 0.83 -0.73

Source: Ameco Database
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Trade Balances as percentage of GDP
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Trade contribution to GDP growth
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The traditional explanation          

based on the different evolutions          

of international competitiveness



Nominal Unit Labour Costs index (1999=100)
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Nominal wage index (1999=100)
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Relative German Labour Productivity
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Structural peculiarities such as the 

different degree of openness 

of Germany and Italy                        

are equally relevant



Different evolutions of the degree of openness
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Inward FDI stock as % of GDP
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On the supply side and demand side 

Germany has been                       

positively adapting                              

to the last decade’s globalization. 
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Export to Emerging Countries as % of GDP
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Fragmentation and export performance:            
econometric analysis

 We estimate the effect of fragmentation and labor 
costs on the net sectoral exports of Germany and 
Italy;

 As measure of fragmentation we take the share of 
intermediate goods in total export (trade) of sector i;

 In addition, we introduce the fragmentation index for 
CEEC4, rest of NMS and Asia in order to check 
whether the effect may be driven by some specific 
areas; in particular, according to the descriptive 
evidence, CEEC4 should play a major role as 
fragmentation destination; 



Fragmentation and export performance:            
econometric analysis (follows)

 Trade data are collected from the Comext database 
(Eurostat) at product level (HS 6 digits) and then 
aggregated into 14 manufacturing industries (NACE 
DA-DN);

 Other variables include the domestic sectoral GDP 
and labor compensation (source: EUKLEMS);

 The regression is implemented using the Fixed Effect 
estimator over the period 1992-2007;

 The estimation is estimated in first differences in 
order to avoid non stationarity problems;



Estimation results: Germany

Share of intermediate exports Share of trade in intermediates

Δfragmentatio

n 0.005** 0.002 0.002 0.002 0.007** 0.004* 0.006** 0.006**

Δlog(gdpk)

-0.19 

1***

-0.19 

4***

-0.19 

4***

-0.19 

2***

-0.19 

1***

-0.19 

4***

-0.19 

1***

-0.19 

0***

Δlog(lab 

comp)

0.115**

*

0.114**

*

0.114**

*

0.113**

*

0.114**

*

0.115**

*

0.112**

*

0.112**

*

Δfrag CEEC4 0.004** 0.004** 0.004** 0.004** 0.004** 0.004**

Δfrag Rest 

CEEC 0.000 0.000 -0.003* -0.003*

Δfrag ASIA -0.001 0.000

constant -0.006 0.001 -0.024 -0.024 -0.002 -0.004 -0.009 -0.008

time dummies yes yes yes yes yes yes yes yes

r2 0.31 0.337 0.337 0.338 0.317 0.334 0.362 0.362

N 224 224 224 224 224 224 224 224



Estimation results: Italy

Share of intermediate exports Share of trade in intermediates

Δfragmentati

on -0.008 -0.007 -0.006 -0.005 -0.004 -0.004 -0.002 -0.004

Δ.log(gdpk) -0.023 -0.013 0.003 0.001 -0.033 -0.036 -0.03 -0.009

Δ.log(lab 

comp) -0.358** -0.361** -0.366** -0.367** -0.355** -0.354** -0.356** -0.365**

Δ.frag CEEC4 -0.002 -0.001 -0.001 0.001 0 0

Δ.frag Rest CEEC -0.002* -0.002* -0.002 -0.002

Δ.frag ASIA -0.001 0.002

constant 0.100*** 0.100*** 0.102*** 0.103*** 0.089** 0.089** 0.090** 0.087**

time 

dummies yes yes yes yes yes yes yes yes

r2 0.434 0.437 0.443 0.444 0.421 0.422 0.428 0.433

N 224 224 224 224 224 224 224 224



Yet the German growth model

is highly dependent

on foreign demand

and an excessive current-account

surplus versus the Euro area



The German surplus and the Euro   

Source: OECD

Current account balances as % of GDP
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Real  Exchange  Rates   Intra-Euro
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Labour productivity Index (1999=100)
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Demand side effects: econometric analysis

 We estimate the demand effect using a panel of bilateral net 
exports with 86 partners (source: CEPII Chelem), covering 
between 92% and 98% of total German and Italian trade; 
the time span runs from 1992 to 2008;

 The Euro Area effect is captured by a dummy=1 if the 
partner uses Euro or has a fixed exchange rate with Euro;

 The Euro dummy is then interacted with the partner’s real 
GDP in order to capture a regime shift for the demand 
elasticity;

 Estimation method: panel fixed effect

 Domestic GDP and labor costs, as well as bilateral distance 
are not included because of collinearity with the fixed effects;

 The equation is estimated in difference because of the non 
stationarity of the original series;



Demand side effect: estimation results

Germany Italy

Dependent variable: log(export)-log(import)

Δlog(GDP) 0.334 0.349 0.313 0.329 1.083* 1.091* 1.073* 1.082*

Δlog(NER) -0.309** -0.310** -0.309** -0.310** -0.197** -0.198** -0.198** -0.198**

Euro 0.089** 0.087** 0.052* 0.051*

Δlog(GDP)*

Euro 1.644** 1.519** 0.815 0.742

constant 0.162** 0.163** 0.163** 0.163** 0.073 0.072 0.073 0.073

Time 

dummies yes yes yes yes yes yes yes yes

r2 0.105 0.107 0.105 0.107 0.108 0.109 0.109 0.109

N 1288 1288 1288 1288 1282 1282 1282 1282



The challenges ahead:                

competing in the global economy 

and membership of the euro area  



Germany and Italy: 
Labour and Total Factor Productivity

Source: Eurostat





THE END

Thanks for the attention!
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