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Abstract The falling in production and income due to the COVID-19 pandemic
will cause a wide impact on employment. The outcome will depend on the reactivity
of the labor market to economic shocks. Specifically, in this work, we propose an
analysis to estimate the impact of the COVID-19 crisis on the employment level in
the Italian macro-regions: North-West, North-East, Centre, and Mezzogiorno. Using
the employment elasticity indicator for the 2015-2019 period, we can observe that
the elasticity of employment is greater in the Mezzogiorno in respect to other areas.
This result suggests that the job loss in Mezzogiorno will be proportionally higher
even if the reduction in income will be lower. The data showed that in southern Italy,
the newly unemployed could be a number between 405,000 to more than half a
million. Indeed, the estimation of employment elasticity of GDP suggests that the
COVID-19 crisis could determine a decline in the occupation rate in the South of
0.83 for each point of GDP loss, which has no comparison with the other Italian
regions. These results, due to the particular structure of the southern economy—
characterized by low aggregate demand and small dimensions of firms—suggest
necessary changes in economic paradigms with respect to the neoclassical approach
adopted in the past 20 years. Demand-driven policies, such as basic income and
labor redistribution, could avoid or mitigate the socioeconomic tragedy caused by
the COVID-19 crisis.
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1 Introduction: Understanding Employment Effect
of the COVID-19 Crisis

The structure of the Italian labor market is characterized by different and multiple
levels of segmentation, not only for the geographical position (vertical segmenta-
tion) but also (horizontally among public and private workers and transversally) by
different types of job contracts. Geographically, it is worth mentioning that Italy is
arguably the only Western country where regional imbalances still play a major role,
even in 2021; the division in terms of GDP between the North and South of Italy is a
unicum among the advanced countries of similar size.

Also, if we exclude Eastern Europe, southern Italy is the biggest underdeveloped
area within the European Union. During the second half of the twentieth century, the
process of convergence toward the income level of North-West, by the other macro
areas of the country begins, in the following decades, however, the convergence of
the South and islands (or the “Mezzogiorno”) came to a halt, while that of the North-
East and Centre accelerated. (Bank of Italy, 2017).

For aforementioned reasons, our analysis focuses on the Italian regions divided
into four macro-areas: North-West, North-East, Centre, and Mezzogiorno during the
period 2005-2019. In our opinion, this period well reflects the economic structural
conditions of today’s Italian economy. Indeed, the geographical distribution of firms
and production has been stabilized since the country’s entry into the Euro (Toniolo
& Bastasin, 2020), and therefore, it is possible to assume that the COVID-19 crisis
could have comparable effects to those of the global financial crisis, in qualitative
terms; precisely because the macroeconomic structure has remained basically
unchanged.

Learning from the recent international literature, the impact of the COVID-19
crisis on employment “is being clearly asymmetric, with the most vulnerable
countries and segments of the workforce being hardest hit by the pandemic” (Fana
et al., 2020). The negative impacts on labor market indicators are larger for women,
younger workers, part-time workers, minorities, and less-educated workers, indicat-
ing that the COVID-19 crisis increases labor market inequalities (see, for instance,
Béland et al., 2020). These differences among workers, with different employment
statuses and conditions, are related to some degree to the segregation of different
types of workers across economic sectors (Palomino et al., 2020). Italy is a paradig-
matic example of the segmentation of labor markets because historically, there are
differences in industrial structures that determine permanent differences in the
employment rate.

In this work, we used the “employment elasticity” to measure the impact of the
change in GDP on the employment rate for the different areas of Italy (in the
2005-2019 period). After that, we used the estimated values of the falling of GDP
for Italy, due to the COVID-19 crisis, to estimate the potential effects on employ-
ment. Indeed, we suppose that the distribution of regional impact between growth
and employment will be similar to those that occurred after the global financial crisis
of 2006-2008.
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In the next section, we will introduce the literature of the employment elasticity
indicator that we have selected to develop our empirical analysis (Sect. 2). The
estimation procedure, the strategy, and the results are showed and explained in Sect.
3. In Sect. 4, we reflect on the severe consequences of the COVID-19 crisis for the
employment structure and the economy of the Italian Mezzogiorno. The results of
our analysis suggest some necessary reforms of economic policies that are intro-
duced in Sect. 5. Conclusions follow in Sect. 6.

2 The Employment Elasticity Indicator: A Brief Literature
Review Insight

Among the employment-related economic indicators (i.e., employment and unem-
ployment rates), there is the elasticity of employment; a measure of the relationship
between employment and economic growth. Indeed, the elasticity of employment
indicates the responsiveness of the labor market to changes in the economic growth
process as can be represented by fluctuations in GDP. Hence, employment elasticity
is a measure of the percentage change in employment induced by a change of one
percent in gross domestic product.

Compared to the so-called Okun’s law, the elasticity of employment allows us to
avoid some measurement problems of the unemployment rate, particularly those due
to different definitions of unemployed persons and to interactions between unem-
ployment and labor force participation (Boltho & Glyn, 1995). Most of the studies in
the literature focus on employment elasticities that are at the multinational or
national level. However, several authors have introduced a sub-national dimension
in the analysis on the relationship between output growth and labor market
dynamics.

Given the aims of the present chapter, we mention some works focusing on
sub-national levels of analysis of employment elasticity with respect to output. Islam
and Nazara (2000), focus on the topic from the perspective of poverty reduction in
Indonesian provinces, using different time periods for estimating arc and point
employment elasticity (cross-section and time-series approaches). It should be
noted that arc elasticity is the elasticity of one variable (i.e., employed people)
with respect to another (i.e., GDP) between two different points in time, as opposed
to the point elasticity, which measures the percentage change in the number of one
variable (i.e., employed people) when the other (i.e., GDP) changes infinitesimally
close to zero. Kangasharju and Pehkonen (2001) examined the employment—output
relation using panel data on 452 Finnish municipalities grouped into 85 areas to
estimate employment elasticity utilizing a dynamic panel approach. Perugini and
Signorelli (2006) analyzed co-movements of employment and output for the
European regions, calculating simple arc elasticity and correlation indexes.
Tadjoeddin and Chowwdhury (2012) examined two different periods, pre and post
1998—in Indonesia at the provincial level—to see the changes in output elasticity of
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employment before and after the crisis, by using the GMM estimator of dynamic
panel data.

Concerning the Italian case, Perugini (2009) used the regional data dividing Italy
into four geographical areas (North-West, North-East, Centre, South, and Islands) to
estimate employment elasticity to growth over the period 1970-2004, adopting a
static panel approach. The author argued that, although remarkable regional differ-
ences exist in levels of elasticity, its fluctuating trend is substantially uniform.
According to him, this relative “uniformity” of the dynamics of elasticity for the
geographical divisions may mean that, at the GDP level, movements of employment
elasticity in time do not depend on spatially specific factors, but are probably
influenced by complex and interacting aggregate dynamics. Finally, in line with
the analysis technique adopted in this work, Busetta and Corso (2008) used a first
difference technique to analyze respectively the trade-off between real GDP and the
unemployment rate, and between real GDP and the employment rate for the Italian
regions over the period 1992-2004. Their results showed greater suitability of the
employment rate compared to the unemployment rate in interpreting the relationship
between the Italian labor market at a sub-national level and GDP. Indeed, in line with
the existing literature, the authors outlined the different territorial dynamics, deriving
from the different conditions of the labor market between the regions belonging to
the Centre-North and the south of Italy. The latter is characterized by low values of
the participation rate on the labor market, compared to the former.

3 The Elasticity of Employment to Output in the Italian
Macro-regions

There are several ways of estimating employment elasticity (see Perugini, 2009, for a
comprehensive overview). One of the methodologies consists of only measuring the
arc elasticity. The equation formula is:

e — (Eio — Ein)/Eio (1)
(Yo — Yin)/Yio

The numerator gives the percentage change in employment in the country i, E;,
between periods ?#y and ¢;, while the denominator gives the corresponding percentage
change in output, Y; that is the GDP for the economy as a whole. However, the
employment elasticity calculated using this method tends to exhibit a great deal of
instability over time (see Islam & Nazara, 2000; Islam, 2004). As a result, we use an
alternative estimation method for generating the point elasticity, which involves a
double-log linear equation in the first difference (Okun, 1970; Busetta & Corso,
2008) relating employment and GDP for each macro-region (North-West, North-
East, Centre, Mezzogiorno). This is given in the following equation:
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Table 1 Estimation table: changes between 2005 and 2019

ALnE ALnE
North-West (n = 14) | Coef. p-values | North-East (n = 14) Coef. p-values
ALnY 0.182%* 10.029 ALnY 0.320%* 0.013
Intercept 0.003* 0.092 Intercept 0.004 0.133
Adj R? 0.285 Adj R? 0.367
Centre (n = 14) ALnE Mezzogiorno (n = 14) | ALnE

Coef. p-values Coef. p-values
ALnY 0.142 0.238 ALnY 0.830*** | 0.000
Intercept 0.007 0.007#** | Intercept 0.003 0.294
Adj R? 0.040 Adj R? 0.699

Notes: *** significant at 1%; ** significant at 5%, * significant at 10%
ALnE; = fy + fALnY; + e; (2)

where A represents the difference operator, E is the total employment unit, Y is the
real GDP (constant prices 2015), e is a white noise disturbance term, and subscript
i denotes macro-regions at time ?. 3, is the time-invariant intercept and captures the
average growth rate and, therefore, the trend of the dependent variable (Lee, 2000;
Virén, 2001; Guajarati, 2003). Coefficient f; is the estimated elasticity.

We, therefore, prefer here to focus on the simplest form of point elasticity, not
distinguishing between short- and long-run effects, which may be obtained by
adopting dynamic specifications. The transformation of variables in natural loga-
rithms serves to linearize the relationship between the trend of real GDP and that of
employment (Silvapulle et al., 2004), while the use of the first differences allows us
to eliminate the unit root from the series (Mankiw, 1994; Lee, 2000). Indeed, if
the time series involved was containing unit roots, the results would be misleading.
The regression model in the first difference also reduces the problems deriving from
the multicollinearity between the variables investigated. One of the reasons behind
multicollinearity derives, in fact, from the possibility that the variables move over
time in the same direction and their linear transformation into differences represents
one of the ways in which this dependence is minimized (Guajarati, 2003). Finally,
the linear transformation in the first difference is not affected by the discretion
inherent in the estimate of potential GDP, necessary to calculate the gap with current
real GDP—as is the case for models that use the output gap.

So, to analyze employment elasticity, with respect to GDP in Italian macro-
regions—North-West, North-East, Centre, and Mezzogiorno—for the periods
under investigation, we use a first difference regression model outlined in the
previous section (Table 1).

The Pearson correlation is significant for three out of four macro-regions ana-
lyzed; indeed, only for the Centre, there is no significant correlation between
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employment and GDP trends.' For the other macro-regions, the results show an
employment elasticity of almost 0.2 for North-West, 0.3 for North-East, and 0.8 for
Mezzogiorno, which basically implies that every 1-percentage point of GDP growth
(or loss) is associated with employment growth (or loss) for each macro-region of
0.2, 0.3, and 0.8, respectively. Based on these findings, in the next paragraph, we
provide a hypothesis on the impact of the current economic crisis on the employment
of the Mezzogiorno.

4 The Effects of COVID-19 Crisis on the Mezzogiorno:
Where Are We Going?

The impact of the COVID-19 crisis could lead to another drop in production with a
similar impact compared to the last financial crisis, but more serious in terms of GDP
falling. Indeed, according to the International Monetary Fund (IMF), the Italian
economy is forecast to contract by 9.1% this year (IMF, 2020); likewise, SVIMEZ
(2020) expects a fall of GDP by 8.5%. The Bank of Italy (2020) provides the worst
scenario, assuming a 13% drop in GDP. These negative outlooks are also reflected
on the GDP of the Italian macro-regions to a greater extent in the Centre-North than
in the South, mainly due to the different industrial structure that characterizes the two
areas of the country. The Centre-North is, in fact, the area in which the weight of the
industry is greatest, representing the heart of Italy’s production system, and therefore
both internal and foreign exchanges undergo a stronger slowdown with a consequent
impact on the territory. However, the southern economy, structurally more fragile,
would reveal greater difficulties at the moment of the (possible) recovery, since the
loss of consolidated income is strongly linked to the drop of employment in a more
evident way than in other regions (see Table 1).

Following the path of employment elasticity with respect to GDP, our analysis
suggests that for every unit of GDP lost in the South, employment drops by almost
0.83 points. So, for this year, if we assume for the South a drop in GDP between
7.9% and 8.6%, it would correspond to a loss between 6.6% and 7.1% in terms of the
employment rate. In the worst-case scenario, the loss would be around 10.1%, if we
suppose a 12.2% drop in GDP.” Basically, at the end of 2020, we will have in
southern Italy—with a grain of salt—between 405,000 and 439,000 people out of

'One of the possible explanations is the presence of the Lazio region in Centre Italy, which has an
enormous concentration of public employees due to the presence of constitutional bodies and
ministries. The public employment is insensitive to output variations due to the impossibility to
dismiss for redundancy. However, this point needs further investigations, which represent avenues
for future research.

>The first data (7.90%) is estimated by SVIMEZ (2020), while the second (8.56%) and third
(12.23%) percentages are our elaborations based respectively on the projections of the IMF
(2020) and the Bank of Italy (2020) at the national level, taking into account the proportions with
respect to Svimez’s forecasts for the South.
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the legal labor market and more than half a million jobs (627,000 thousand) lost in
the worst-case scenario.

The scenario is an employment collapse, persistent over time compared to other
areas of Italy with permanent destruction of part of the legal employment. The
inevitable consequences in terms of a drop in aggregate demand will end up further
compressing the size of the southern economy (which is the cause of the balances of
underemployment and segmentation). A social and economic plague that needs
courageous interventions before the drop in production and employment can chal-
lenge the unity of the country itself.

5 Learning from the Past Some Policy Suggestions

Strictly conditioned by the neoclassical view, European and national funds were
oriented toward the promotion of new business and investments in training for
workers to fight unemployment (Pissarides, 2009). In terms of labor market reforms,
the aim was to achieve greater contract flexibility and, consequently, lower wages
(Boeri et al., 2019). However, this mix of policies was unable to increase employ-
ment in the South. Also, there are two other forms of intervention to change the
structure of southern markets and increase its competitiveness: reduce costs for
business, support shadow firms to emerge, and reduce the minimum wage only in
the South to compare the cost of living. Nevertheless, if we consider the interaction
between the different sectors of the economy, there is not sufficient reason to sustain
these policies.

In 2001, there was a law for the surfacing of underground companies to reduce
costs of “emersion” from shadow to legal. The results were insignificant in terms of
firms that emerged. This fact suggests that the costs gap between shadow and legal is
greater than a simple tax reduction, and involves the entire production structure in
shadow firms, which are unable to pay taxes or legal wages (and relative costs). A
new form of wage rationing in the South could have counterproductive effects. If
aggregate demand is lower in the South and this affects the dimension of firms, then
a reduction in wages can exacerbate this phenomenon instead of producing compet-
itiveness, thus leading to another negative shock. Furthermore, one of the milestones
of the “wages reduction policy” is that workers in the South are less productive but
have the same wages as their counterparts of the North. Considering the data, this
fact is not true, at least for the private sector, where wages in the South are even
lower, even before the financial crisis (Bank of Italy, 2009). Besides, if we consider a
more detailed breakdown of productivity, the argument of the productivity gap of the
southern population seems to be also really fragile (Daniele, 2019). Furthermore, we
know that the southern economy is characterized by an underemployment equilib-
rium, firms suffering, low aggregate demand, and high mobility between formal and
informal sectors (both for firms and for workers).

The question is how to deal with the actual crisis. Multiple segmentation of the
labor market requires a strategy that considers the above-mentioned conditions
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(Fields, 2007). As we stated before, a low level of aggregate demand shifts the focus
on business costs. To be competitive, the firms have to compress wages, and when
they are unable to act in the legal sector, they move into the shadow. Then the first
objective of the political economy is to increase workers’ income. Two tools could
be used for this: the redistribution of work (Mazzetti, 1997) and a form of basic
income (Standing, 2002). The first one can be used to support firms to increase their
size and efficiency. Not all firms are “completely shadow”; some of them integrate
part of shadow workers in a legal structure, and the redistribution of the work can
favor their complete emergence.

The basic income can be used to reduce the base of workers that offer their skills
to shadow firms. Also, it should be designed as an “integration” of income and not a
replacement for it.” This could have two positive effects: firstly, increasing aggregate
demand for consumption; secondly, reducing incentives to work in shadow because
the firms could legally integrate their labor force, even for short periods.

On the supply side, southern firms are characterized by their small dimension.
The incentives for the birth of new firms are useless and dangerous at the same time.
The intervention paradigm has to shift from birth to duration of company activities,
by supporting them to have financial assistance, in particular. Firms in the South pay
twice as much interest rates for their loans as businesses located in the North (Perri,
2014). So, the necessary contribution to react to this crisis is to have continuity over
time and increase the average size. To do these two things, resources are needed for
investment.

6 Conclusions

Summarizing what has been said, Italy is a “mature economy” with a declining
growth rate for about 30 years. Within this economic framework, we find at least two
macro-regions with different productive structures and different reactions to eco-
nomic shocks. The negative effects of recessions are more severe in the South, where
production is falling and there is more difficulty in recovering. That is especially
evident after the last financial crisis and it was reflected in the employment rate and
its structure. The reasons concern, among others, the dimension of firms, the low
level of aggregate demand, the quality of public services, and the presence of
organized crime. All these factors determine a particular form of segmentation in
the labor market, which has been exacerbated by neoclassical economic policies and
reforms. The effects of the COVID-19 crisis could be very serious and very
persistent over time. The southern economy is fragile, and the labor market is
undergoing transformative impacts with each crisis. Employment drops recover

3There is in this moment in Italy a form of basic income, called “Reddito di Cittadinanza”[citizens’
income] but it has a lot of limits, particularly because it is not compatible with a regular job and
then, paradoxically, it finishes being an incentive to work again in the shadow (Perri, 2018).
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very slowly, and at least a part of the workforce moves into the underground sector
while regular companies end up resorting more to underpaid work.

Considering that between 405,000 and more than half a million workers can be
lost in the first year after the crisis, the repercussions on aggregate demand and
southern income could be catastrophic, well beyond the worst forecasts. For these
reasons, it is necessary to change the paradigms of economic policy, above all
because the neoclassical instruments have proved ineffective in reducing the eco-
nomic gap between the South and other areas of the country in terms of employment.
It seems necessary that the focus of the interventions move toward individuals’
income, and through forms of redistribution of work and basic income, which allows
flexible use of the workforce that does not penalize workers in terms of income.

An effective strategy must be complex, and include infrastructure policies;
financial support for the dimensional growth of firms and bureaucratic reforms;
and expensive and long-term interventions. Instead, insisting on the same policies
of the past 30 years could only represent the maintenance and tolerance of an even
more underdeveloped South, where alternatives for workers are underpaid jobs,
informal work, or emigration.
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