
Comment on 
Möller

Fantacone-Mongeau Ospina 

Enrico Saltari

Sapienza, University of Rome



The German labor market
 The following figure (from  S. Klinger and T. Rothe 

2010) illustrates  the situation of the German labor 
market before and after the Hartz reform 

 What is surprising is not only the drastic reduction of 
the unemployment (in 1997 the unemployment rate 
was about 11.4%), but the simultaneous fall of long 
term unemployment when the Hartz labor market 
reform was about to be completed (2003-2005)

 Also the unemployment keeps falling during the 
recent recession 





The Möeller explanation
 Three factors are  invoked by Moeller to explain this 

apparent paradox:

1. The Hartz IV reform: “Concrete elements were lower 
job protection, reduction of the maximum period for 
unemployment insurance benefits and tightening of 
the job acceptance regulations for the unemployed”

2. The upswing: exports and investment boosting the 
economy and the labour market in mid-2006. (From 
2006 to 2008  unemployment decreased by one 
third, long-term unemployment by 40 percent!)



The Möeller explanation
3. “There were no mass lay-offs. It seems that the 

German labour market has undergone a strange 
mutation from a bulwark of eurosclerosis into a 
champion of flexibility….[that] response was due to 
an unprecedented flexibility within firms”. I.e., 
there was labor hoarding by firms 

 The conclusion is that the Hartz reform didn’t 
destroy the German model.  Quoting “Il Gattopardo) 
“Everything must change if everything is to remain 
the same.”



The CER interpretation

 A marked slowdown of the Italian productivity 
growth rate in the last 10-15 years. In interpreting 
this slowdown various factors invoked by CER

1. Shocks on demand components (since 2005)

2. Import penetration 

3. The perverse effects of labor market reforms on 
capital intensity



What remains to be explained



The slowdown of the Italian economy
 I agree with the interpretations of the recent evolution 

of both the German (Möller) and Italian (CER) 
economies (and also with Niechoj)

 Let me emphasize  just two elements seemingly 
missing in these analyses:

1. The changing pace of capital intensity in Germany 
and in Italy

2. Why flexibility was internal in Germany and external 
in Italy



Accumulation dynamics in Italy
 Substantial fall in total capital growth rate (from 5 

per cent to 0 per cent p.a.);

 Dramatic drop in ICT capital growth rate (from 9 per 
cent to -2 per cent p.a.)
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Germany and Italy 
 Comparing ICT and non-ICT capital growth intensity:

1. Increasing in both sectors in Germany, at very fast 
rates in ICT in Germany (3.5 the value of 1995)

2. More or less stationary in Italy, very moderate rates 
in Italy



ICT Capital intensity in Germany and in Italy



Non-ICT Capital intensity in Germany and in Italy



Growth accounting

 How much of the value added growth is related 
to ICT capital accumulation?

 Simple growth accounting exercise
1995-2007, Average growth rates, in % (EU-KLEMS)

VA_Y VAConL VAConKIT VAConKNIT VAConTFP

Germany 1.64 -0.13 0.38 0.66 0.74

Italy 1.50 0.70 0.25 0.69 -0.15

Very similar contribution in Germany and in Italy fron non-ICT; differences in

labor , ICT and TFP contributions



Labor Hoarding
 Internal (instead of external) flexibiliy has made the 

difference

 But why that was possible in Germany and not in Italy

 My hypotheses:

1. In Germany larger firm size than in Italy

2. In turn, this is likely due to the technological
specialization



Comparing firm size 


