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Abstract  

 
The paper presents a first  set  of results for Spain and I taly using the EUKLEMS database. 

I t  emphasizes the different  paths followed by the two count r ies over the last  thir ty five 

years, even though they st ill have many features in com m on. The m ot ivat ion behind this 

paper is the poor product ivity performance that  the two count r ies have shown recent ly. 

The general overview details the factors underly ing the process of per capita incom e 

convergence. Product ivity perform ance is highlighted as the dr iving factor of 

convergence, deserving the greatest  at tent ion from different  perspect ives:  the 

cont r ibut ions of the different  sources of product ivity growth, which m ake use of the 

growth accounting fram ework;  the im pact  of the st ructural change undergone by the two 

count r ies while moving from econom ies with st ill important  shares of the agricultural 

sector to a more modern one;  or the responsibilit y of poor product ivity improvements in 

given indust r ies. The changing com posit ion of labour also deserves a detailed analysis 

because of it s importance in product ivity over the period analyzed.  
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1 . I NTRODUCTI ON 

Spain and I taly are two Southern European count r ies that  have a great  deal in com m on, 

even though their points of departure were very different . I taly’s ent rance into modernity 

can be t raced back to the end of World War I I , while in Spain the 1936-1939 Civil War –

and the dark years that  followed it -  delayed its moving forward unt il the 1960s. This 

chapter is devoted to analyzing the path followed by these two count r ies in the long run, 

allowing the convergence process that  has taken place between the two count r ies over 

the last  years to be put  into perspect ive.      

Spain was, in 1970, an isolated count ry in the internat ional scene, with a dictator in 

power. On the cont rary, I taly was one of the founding count r ies of the present  European 

Union (EU) , being a dem ocracy since the end of WWI I . However, they had many points 

in common:  their agricultural sector had a high weight  in the aggregate;  they had sim ilar 

indust r ial specializat ion, with an important  presence of t radit ional sectors such as 

text iles, footwear and furniture;  both count r ies had a source of wealth in the tourist  

sector;  in addit ion, they also shared low act ivity rates, especially wom en’s, and low 

schooling levels, etc. At  that  t ime, Spanish econom ists had I taly as the example to 

follow. Thirty years later, things have changed dram at ically, with Spain alm ost  catching 

up I talian per capita income. 

I taly was the first  of the Southern European count r ies to be integrated into an 

inst itut ional system of internat ional free t rade. I ts economy was a moving force with its 

very st rong level of integrat ion both with Cont inental Europe and with internat ional t rade 

(Guerr ier i and Milana, 1993) . The increase in the lat ter was one of the main causes of its 

econom ic development  in the second post -war period. The opening up to the 

internat ional markets of an economy already based on a solid st ructure of capital goods, 

and of a consistent  system of small and medium sized firms laid the foundat ion for rapid 

indust r ial growth. The t im ing of the opening up of the econom y to foreign m arket  was 

decisive in the process of indust r ializat ion (Him ler and Milana, 1984, 1988) . A relat ively 

rapid econom ic growth in the early post -war period and a consolidat ion of the 

indust r ializat ion process during the sevent ies and the eight ies have posit ioned I taly 

among the G8 group and has gained it  world top brands in a number of sectors including 

fashion, apparel, clothing, and footwear as well as high- tech sports cars. Notwithstanding 

these achievem ents, I taly has not  fully succeded in get t ing r id of profound st ructural 

weaknesses.  

On the cont rary, Spain was an isolated count ry that  only started opening up its economy 

in 1959, after the approval of the Stabilization Plan that  year. However, it  had to face the 

full force of compet it ion in the m iddle of the internat ional cr isis caused by the oil pr ice 

wars in the sevent ies. This fact  forced the count ry into a difficult  situat ion of intensive 

capitalist ic growth based on labour-saving technologies, and on the shrinking of the 

indust r ial base. The consequences on employm ent  were very heavy, reaching ext rem ely 

high unem ploym ent  rates, especially am ong wom en and the youth.  
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Spain becam e a dem ocracy after Franco’s death in 1975, approving its Dem ocrat ic 

Const itut ion in 1978. I f these two dates can be considered very relevant , at  least  as 

important  in the shaping of what  Spain is nowadays was its ent rance in the European 

Union in 1986. The consequences on the Spanish econom y of joining the EU cannot  be 

underest im ated. I ts influence spread throughout  all aspects of the economy and social 

relat ions, cont r ibut ing definit ively to its modernizat ion. Capital accumulat ion benefited 

st rongly by being a backward count ry eligible, therefore, for the Structural Funds and 

Cohesion Fund of the EU. I nfrast ructures´  endowm ents –linked to a great  extent  to EU 

grants-  experienced a st rong upturn, growing at  a faster rate than other form s of capital. 

While in 1986 infrast ructures represented 18.1%  of the total non resident ial net  capital 

stock, in 2005 its share was m ore than two percentage points higher (20.4)  (Mas, Pérez 

and Uriel, 2007) . This inflow of funds had at  least  two consequences:  it  definit ively 

cont r ibuted to Spanish econom ic growth;  and perhaps more important ly, it  cont r ibuted 

posit ively to regional convergence.     

The regional dimension of Spanish econom ic growth became an outstanding issue with 

the creat ion of the so called Estado de las Autonomías3 by the 1978 Const itut ion. As in 

the case of I taly, Spain also had a north/ south problem  which its integrat ion to the EU –

with its st rong regional cohesion policy-  helped to alleviate. I n the fift ies and sixt ies of 

the past  century, both count r ies experienced st rong m igrat ion flows either to other 

European count r ies, or more developed regions within the count ry. I n the case of Spain, 

the result  was the depopulat ion of the center –with the big except ion of Madrid and its 

area of influence-  and the mountain areas, and the parallel m ovem ent  of the act ivity to 

the coast , especially the Mediterranean coast . As for I taly, the movement  was from the 

impoverished south to the m uch m ore dynam ic north. The North-South econom ic gap 

has not  been substant ially reduced over the last  decades, except  in a couple of regions 

near Cent ral I taly. This has left  the count ry with social problems and world-wide known 

organized cr ime networks that  have tarnished its global image. Thus, for both count r ies 

nat ional growth is not  the only target . At  least  as im portant  is its share am ong the 

regions, and more specifically their convergence in terms of per capita income and 

product ivity4.  

Am ong the m ain changes that  have occurred in I taly during the last  two decades, two 

epocal facts are usually pointed out :  one is the deindust r ializat ion of the economy with 

an increase in the proport ion of jobs in service indust r ies and the other is the world-wide 

I CT revolut ion that  has affected m any sectors, although at  a lesser extent  with respect  to 

other major European count r ies (Ginsborg, 2006) . I n the m anufacturing indust ry, the 

fordist  model is definitely replaced by “ lighter”  ways of product ion, based on the massive 

int roduct ion of robot ics in the product ion processes.  I m portant  rest ructur ing act ivit ies 

have been undertaken during the eight ies and early ninet ies bringing about  gains in 

product ivity com parable with those of other indust r ialized econom ies. The count ry’s 

                                                 

 
3 Comunidades Autónomas (Autonomías for short )  is the nam e given in Spain to the European NUTS I I  regions 

4 Regional convergence –and the role played by different  form s of capital, especially infrast ructures-  has 

received a lot  of at tent ion, at  least  since Aschauer´ s (1989)  sem inal work ( for the Spanish case see Mas, 

Maudos, Pérez, Uriel (1996, 1998) ;  and Tortosa, Pérez, Mas and Goer lich (2005)  and the works there cited) .  
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specializat ion in t radit ional products have led to a flour ishing of small and medium sized 

firm s that  have widespread outside the t radit ional triangolo industriale centered in 

Lom bardy, Piedm ont , and Liguria, and m oved towards the North-East  regions and the 

so-called “ indust r ial dist r icts” . But  inst itut ional set t ings and fiscal regim es, which have 

always been relat ively unfr iendly with fast  growing firm s, have prevented, with very few 

except ions, the small-  and medium-sized enterprises to grow into large-sized firms and 

operate compet it ively in internat ional markets.  

With these references in m ind, the chapter is organized as follows. Sect ion 2 provides an 

overview of the performance of the two econom ies from  a long term  perspect ive. A more 

detailed analysis from  the indust r ies perspect ive is offered in sect ions 3 and 4. Sect ion 5 

concent rates on the changing composit ion of labour in the two count r ies, while sect ion 6 

presents the main conclusions and policy recommendat ions.  
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2 . OVERVI EW  

Even though I taly and Spain share many things in common, the former has t radit ionally 

enjoyed one of the highest  per capita incomes within the group of the m ost  indust r ialized 

count r ies of the world. On the cont rary, Spain started the 70s in a rather backward 

posit ion, with a per capita income markedly lower than the European Union (EU)  

average. I n this sect ion we revise the behaviour followed by the two count r ies in the last  

thir ty years from  an aggregate perspect ive. 

Per capita income is the variable that  deserves the most  prom inent  at tent ion in the 

evaluat ion of the perform ance of the econom ies, and it  is usually considered as a 

reasonably good approximat ion of econom ic welfare as well.  For these reasons, before 

going into a more detailed analysis of product ivity - to which the EU KLEMS project  is 

devoted -  we will look briefly at  per capita income levels and t ime profiles in both 

count r ies. Before doing so it  is convenient  to take as reference a rather useful 

decomposit ion of per capita incom e. This decomposit ion is provided by expression 2.1, 

which is in fact  an ident ity:    

 
GVA GVA H L LF

P H L LF P
≡  [ 2.1]  

where GVA stands for Gross Value Added;  P for total populat ion;  H are total hours 

worked;  L is total em ploym ent  ( in persons) ;  and LF represents the labour force. 

Therefore, the first  term  in expression 2.1 (GVA/H)  measures labour product ivity in 

term s of hours worked;   the second (H/L) , the number of hours worked per employed 

person;  the third (L/LF)  the employment  rate;  and the last  component  (LF/P)  the act ivity 

rate defined with respect  to total populat ion. Figure 2.1 plots the five variables for the 

period 1980-2005.  

Panel a)  shows the rat io between I taly and Spain for the first  two variables in expression 

2.1, per capita incom e and labour product ivity (hours worked)  in nom inal term s5.  The 

main messages of this panel are the following. I n the first  place, it  confirms that  both 

variables have been t radit ionally higher in I taly than in Spain, the discrepancy amount ing 

to almost  50%  in per capita income and 30%  in labour product ivity in 1980. I n the 

second place, it  shows the widening of the gap in the first  half of the 80s, after the 

second oil shock with very adverse effects on the Spanish economy. Finally, and most  

important ly, it  clear ly illust rates the reduct ion of the differences, much more intense in 

terms of per capita income than labour product ivity. I n fact , in 2005 both variables were 

about  16%  higher in I taly than in Spain. Therefore, a process of convergence between 

the two count r ies –not  yet  fulfilled-  has taken place over the period6.   

                                                 

 
5 We use GVA in nom inal terms because we are interested in the relat ive posit ion of the two count r ies in a 

given moment of time. 

6 According to a EUROSTAT recent  release, in 2006 Spanish per capita incom e was slight ly higher than I taly. 

This result  is obtained if instead of using Gross Value Added in current  basic pr ices, as in figure 2.1, Gross 



6     Spain and I taly:  Catching up and falling behind. Two different  tales of product ivity slowdown 

 

 

 

FI GURE 2 .1 : Convergence in VA per head and its com ponents 
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Panel b)  shows the second com ponent  of per capita income. Here the messages are also 

clear. First ly, the number of hours worked by I talian workers have been alm ost  always 

( the only slight  except ions are the first  two years of the 80s)  higher than in Spain, and 

also higher than in the EU-15 average7.  Secondly, while in Spain this variable 

experienced a marked reduct ion –in line with the profile shown by the EU-15-  in I taly the 

reduct ion has been m uch less intense.  

Panel c)  illust rates the well known ext remely high rates of unem ploym ent  suffered by the 

Spanish economy unt il very recent ly. At  some point  in t ime, around the m id-90s, it  

                                                                                                                                                        

 

Dom est ic Product  expressed in term s of PPS is used. I n figure 2.1 we use the EUKLEMS GVA inform at ion, 

without  correct ing for PPS. I n sect ion 4.3 ( table 4.2)  we offer sim ilar inform at ion using EUKLEMS PPS data. I n 

this case the product iv ity different ial between the two count r ies was 10%  in 2005. Thus, according to these 

inform at ion, Spain has not  overtaken I taly yet . 

7 Panel a)  did not  include the informat ion for EU-15 since the informat ion of Value Added for this aggregate in 

the EUKLEMS database is not  comparable with the one for the individual count r ies ( for EU-15 it  is expressed in 

PPS while for Spain and I taly it  is expressed either in nom inal term s or in 1995 euros) . 
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reached a 20%  unem ploym ent  rate. Since then it  has shown an astonishing capacity of 

employment  creat ion, allowing to almost  close the gap with both I taly and the EU-15.  

Finally, panel d)  shows one of the historical problem s of both I talian and Spanish 

econom ies:  their relat ively low levels of act ivity rates. For Spain the situat ion was 

especially adverse at  the beginning of the 80s, m ainly as a consequence of the low 

female part icipat ion rate, as will be analyzed in detail in sect ion 5. However, it s recovery 

has also been very important . Since the m id-90s, it  has overtaken the I talian rate not  

only because of the increase in women’s involvement  in the labour m arket , but  also 

because of the wave of imm igrat ion that  Spain has been experiencing since then.  

Revising the components of per capita income behaviour, expression 1 allows us to 

quant ify the relat ive im portance of each one of them . Taking logs we can obtain both the 

t im e evolut ion of each variable, as well as its cont r ibut ion to per capita income in each 

point  of t ime. Furthermore, if we deduct  the Spanish figures from the I talian ones, the 

relat ive im portance of each com ponent  in per capita income differences can be t racked. 

Table 2.1 shows the percentage cont r ibut ion of each com ponent . 

TABLE 2.1: Nominal GVA per capita decomposition. I taly minus Spain 

(GVA per capita differences = 100) 

1 9 8 0 1 9 9 5 2 0 0 0 2 0 0 5

Labour product iv it y 61,91 50,01 77,36 86,35

Hours worked by em ployed person -6,16 19,74 27,02 55,16

Em ploym ent  rate 21,89 28,85 11,33 16,71

Act iv it y rate 22,35 1,40 -15,71 -58,22

GVA per capita 100,00 100,00 100,00 100,00

Source: EU KLEMS Database, March 2008, ht tp: / / www.euklem s.net  and own calculat ions.  

As expected, labour product ivity has been the main determ inant  of per capita income 

differences between the two count r ies. However, it s importance has not  been constant  

over the period analyzed. Addit ionally, the role played by the other three variables is also 

shown. The higher number of hours worked in I taly acts in favour of it s relat ively higher 

per capita incom e, while its lower act ivity rate exerts the opposite force. The very high 

Spanish unemployment  rate pushed down its relat ively lower per capita income unt il the 

beginning of the new century.  

LABOUR PRODUCTI VI TY 

Labour product ivity is the m ain factor condit ioning per capita incom e growth. For that  

reason, in the next  sect ion we will concent rate on present ing its main features over the 

period, while later sect ions will provide further details. Table 2.2 presents the rate of 

growth of Gross Value Added (GVA) , employm ent  ( in hours worked) , and labour 

product ivity expressed in real term s and in hours worked. The table dist inguishes 

between the whole period 1970-2005, and different  relevant  sub periods. The main 

messages are the following:  
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TABLE 2.2: Real gross value added (GVA) , employment (hours worked)  and labour productivity. 

Total economy 

(Annual rates of growth in % ) 

I taly Spain I taly Spain I taly Spain I taly Spain I taly Spain

Real GVA 2,27 3,05 2,70 2,89 1,19 3,45 1,77 3,88 0,61 3,02

Em ploym ent  (hours worked) 0,54 0,89 0,41 0,00 0,85 3,10 1,00 3,76 0,69 2,44

Labour product iv it y 1,73 2,16 2,29 2,89 0,34 0,35 0,77 0,11 -0,08 0,58

Source: EU KLEMS Database, March 2008, ht tp: / / www.euklem s.net  and own calculat ions

2 0 0 0 - 2 0 0 51 9 7 0 - 2 0 0 5 1 9 7 0 - 1 9 9 5 1 9 9 5 - 2 0 0 5 1 9 9 5 - 2 0 0 0

 

I n the first  place it  shows that  over the whole period Spain has shown a m ore dynam ic 

behaviour than I taly in the three variables. I n the second, it  shows the difficult ies faced 

by the two count r ies, especially for Spain, in creat ing jobs during the first  twenty five 

year period, between 1970 and 1995. Things changed drast ically in the following ten 

years. I n the period 1995-2005, both count r ies experienced a product ivity slowdown, but  

while in Spain both GVA and employment  grew at  a very fast  rate, in I taly both variables 

showed a sluggish pace.  I n the third place, when dividing the last  decade into two 

different  periods, a different  behaviour pat tern between the two count r ies can also be 

observed. Spanish product ivity decelerat ion over 1995-2000 part ly recovered in the 

following sub period, while I taly fell a bit  more,  even showing a negat ive sign in the last  

five years considered. 

Taking all this into account , what  table 2.2 shows is that  both count r ies enjoyed their  

highest  rate of labour product ivity growth in 1970-1995, precisely the years when they 

faced the st rongest  difficult ies creat ing employm ent . I n the m ost  recent  years both 

count r ies have shown a weak product ivity performance, but  while in Spain GVA and 

em ploym ent  grew at  a fast  pace, I taly’s perform ance has been less dynam ic. 

Table 2.3 offers a wider perspect ive in the m ost  recent  period, put t ing both count r ies in 

the context  of the four different  count r ies´  aggregates provided by the EU KLEMS 

database. As can be seen, Spain and I taly have shown the lowest  product ivity growth, 

but  while Spain presented the highest  rate of GVA and em ploym ent  growth, I taly’s GVA 

growth rate was the lowest . 

TABLE 2.3: Real gross value added (GVA) , employment (hours worked)  and labour productivity. 

Total economy 

(Annual rates of growth in % ) 

GVA
Em ploy-

m ent

Labour 

produc-

t ivit y

GVA
Em ploy-

m ent

Labour 

produc-

t ivity

GVA
Em ploy-

m ent

Labour 

produc-

t ivity

I taly 1,19 0,85 0,34 1,77 1,00 0,77 0,61 0,69 -0,08

Spain 3,45 3,10 0,35 3,88 3,76 0,11 3,02 2,44 0,58

EU-10 (New Mem ber States) 3,14 -0,35 3,48 3,28 0,19 3,09 3,00 -0,88 3,88

EU-15ex¹ 2,03 0,76 1,27 2,58 1,10 1,48 1,48 0,42 1,07

EU-15 (Old Mem ber States) 2,15 0,78 1,37 2,69 1,11 1,58 1,60 0,44 1,17

EU-25 2,24 0,59 1,65 2,74 0,96 1,78 1,74 0,22 1,51

1 
The EU-15ex consists of Austr ia, Belgium , Denm ark, Finland, France, Germ any, I taly, Nether lands, Spain and the United Kingdom

Source: EU KLEMS Database, March 2008, ht tp: / / www.euklems.net  and own calculat ions

1 9 9 5 - 2 0 0 5 1 9 9 5 - 2 0 0 0 2 0 0 0 - 2 0 0 5
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FACTORS OF PRODUCTI ON 

Output  growth –and also product ivity growth-  requires the increased use of factors of 

product ion, as well as technological improvements. From the aggregate perspect ive, it  

also needs to specialize in indust r ies with high value added, and which are able to 

compete in the internat ional markets. I n this sect ion we provide a brief overlook of the 

behaviour followed by the factors of product ion.  

The difficult ies faced by both count r ies in encouraging product ivity growth are part ly 

balanced by their abilit y to create new jobs. Table 2.4 shows the weight  of the two 

count r ies on total EU employment  creat ion. I n the most  recent  period, 1995-2005, Spain 

cont r ibuted with 30.3%  and I taly with 13.4% , of the total net  em ploym ent  increase in 

the UE-25. Between 2000 and 2005 net  em ploym ent  creat ion in the two count r ies 

represented 64.6%  of all net  em ploym ent  creat ion in EU-25 and 60.8%  in EU-15 (old 

mem ber states) . Therefore, while both count ries have been a burden to EU product ivity 

growth, they have also been the drivers of labour growth, especially Spain.  

TABLE 2.4: Net employment creation 

(Thousands of persons) 

1 9 7 0 - 1 9 9 5 1 9 9 5 - 2 0 0 5 1 9 9 5 - 2 0 0 0 2 0 0 0 - 2 0 0 5

I taly 1.910 2.492 1.089 1.403

As %  of:

EU-15ex¹ 15,8 14,4 10,0 22,1

EU-15 (Old Mem ber States) 14,3 13,1 9,0 20,3

EU-25 - 13,4 9,0 21,6

Spain 1.120 5.643 2.842 2.800

As %  of:

EU-15ex¹ 9,2 32,7 26,0 44,2

EU-15 (Old Mem ber States) 8,4 29,7 23,5 40,5

EU-25 - 30,3 23,5 43,1

Source: EU KLEMS Database, March 2008, ht tp: / / www.euklem s.net  and own calculat ions

1 
The EU-15ex consists of Aust r ia, Belgium , Denm ark, Finland, France, Germ any, I taly, Nether lands, 

Spain and the United Kingdom

 

I t  was generally accepted, at  least  unt il Solow’s (1957)  residual showed up, that  capital 

accumulat ion, result ing from  frugality and consumpt ion postponement  was the main 

engine of econom ic growth. Figure 2.2 plots the investment  effort  realized by Spain and 

I taly since 1970, as m easured by the rat io between Gross Fixed Capital Format ion 

(GFCF)  and GVA. Unt il the m id-80s, both count r ies followed a sim ilar path, but  with I taly 

a step som ewhat  ahead of Spain. However, since the m iddle of the ninet ies Spain has 

clear ly taken off, reaching a peak of 32%  of GVA in 2005. The origin of this divergent  

behaviour can be found in the Non- I CT com ponent  of investm ent . While I CT investm ent  

–as percentage of GVA-  followed a sim ilar path in the two count r ies, Non- ICT 

experienced a st rong take off,  only weakly followed by I taly (Figure 2.3) . 
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FI GURE 2.2: I nvestment effort. Gross Fixed Capital Formation as %  of GVA. 1970-2005 

(Percentages) 
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FI GURE 2.3: I nvestment effort. I CT and Non-I CT. Gross Fixed Capital Formation as %  of GVA. 

1970-2005 
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Table 2.5 summarizes capital services growth. Once again, we can observe the important  

differences exist ing between I taly and Spain. Capital accumulat ion in Spain was very 

st rong, alm ost  doubling I taly’s rate of growth in the most  recent  period 1995-2005. This 

result  is the consequence of the fast  speed of growth of the Non- I CT component , around 

4%  per year in the per iod 1995-2005 and each of its two sub periods, twice the I talian 
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rate of growth. I n terms of I CT capital accum ulat ion, the behaviour of Spain has not  

been so rem arkable, especially when compared with the EU-15ex or the USA. However, 

in the last  sub period, 2000-2005, the rate of growth of I CT capital was 2.5 percentage 

points higher in Spain than in I taly. 

 
TABLE 2 .5 : Capital services. Total econom y  

(Annual rates of growth in % )  

 

Total ICT Non-ICT Total ICT Non-ICT Total ICT Non-ICT

I taly 2,62 9,58 2,05 2,88 14,37 1,96 2,35 4,79 2,14

Spain 4,96 10,77 4,27 5,22 14,26 4,15 4,70 7,27 4,40

United States-SIC based 3,57 13,57 2,15 4,66 17,87 2,87 2,48 9,27 1,43

EU-15ex¹ 3,36 12,28 2,27 3,99 16,34 2,53 2,74 8,23 2,02

1 
The EU-15ex consists of Austria, Belgium, Denmark, Finland, France, Germany, I taly, Netherlands, Spain and the United Kingdom

Source:  EU KLEMS Database, March 2008, http: / /www.euklems.net and own calculations

1995-2005 1995-2000 2000-2005

 
 

The above inform at ion allows us to carry out  a more detailed analysis of both count r ies, 

to which the following sect ions are devoted.  
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3 . TW O CONTRASTI NG GROW TH EXPERI ENCES 

Figure 3.1 offers an overview of the two count r ies’ growth experiences in the 35 years 

covered by the EU KLEMS database. The data shown add to the standard classificat ion 

separated inform at ion for Agriculture and Const ruct ion, two relevant  indust r ies for both 

count r ies already included in OtherG. Panel a)  provides the informat ion for Value Added 

(VA) ;  panel b)  for hours worked;  and panel c)  for labour product ivity growth. The three 

panels dist inguish between the first  part  of the period, from  1970 to 1995, and the most  

recent  one, 1995-2005.  

Start ing with panel a) , the figure shows two facts. First , that  during the 1970-1995 

period VA growth rates of both count r ies where rather sim ilar, and second, it  also shows 

that  things changed drast ically in the following years. While Spain experienced 

accelerat ion, in I taly the growth rate of VA halved with respect  to the previous period.  

The general picture that  emerges from  panel a)  is that :  1. I n the most  recent  period 

Spain has outperform ed I taly in term s of VA growth not  only at  the aggregate level but  

also in most  of the seven sectoral aggregat ions considered;  and 2. Whereas Spanish VA 

growth rates accelerated in the second sub period, 1995-2005, com pared to the previous 

one, in I taly the opposite was t rue, with the const ruct ion indust ry being the only clear 

except ion . 

A som ewhat  sim ilar conclusion can be obtained in term s of hours worked. As panel b)  

indicates, the abilit y of the Spanish economy to create new jobs has been astonishing 

after 25 years of almost  nil labour creat ion. I taly has also been able to increase its level 

of employment , but  less intensively. However, while in Spain the accelerat ion of this 

variable spread over all sectoral aggregat ions, I taly experienced decelerat ion, with 

Construction being the only except ion again. I t  is interest ing to not ice the opposite 

behaviour shown by the two count r ies in relat ion with Manufacturing employment . I taly 

experienced a negat ive growth rate both in Elecom and also in MaxElec8.  On the 

cont rary, Spanish m anufactur ing employm ent  recovered after the negat ive behaviour of 

the previous 1970-1995 period.   

I n spite of the different  paces followed by the two count r ies in term s of VA and 

employment , the labour product ivity behaviour -shown by panel c)  -  looks very sim ilar.  

I n both count r ies the decelerat ion of labour product ivity was very intense and it  spread 

through alm ost  all sectors of the economy. The only except ions were Finbu and Nonmar,  

while in Agriculture the decelerat ion was more than not iceable. I t  is also interest ing to 

observe the sharp drop in the MaxElec aggregat ion, which includes the t radit ional 

m anufactur ing sectors in which both count r ies used to be specialized.  

 

                                                 

 
8 See in table 3.1 a detailed descript ion of each aggregat ion acronym .  



1 3     Spain and I taly:  Catching up and falling behind. Two different  tales of product ivity slowdown 

 

 

 

FI GURE 3.1: Value added, hours worked and labour productivity growth. 1970-1995 and 1995-2005 

(Percentages) 

  

 

Source:  EU KLEMS Database, March 2008, http: / /www.euklems.net and own calculations
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Note:  TOT= Total industries;  ELECOM= Electrical machinery, post and communication services;  

MaxElec= Total manufacturing, excluding electrical;  OtherG= Other production; DIST= Distribution; 

FINBU= Finance and business, except real estate;  PERS= Personal services; and 

NONMAR= Non-market services.



1 4     Spain and I taly:  Catching up and falling behind. Two different  tales of product ivity slowdown 

 

 

 

Figure 3.2 provides further insights into the two count r ies, cont rast ing Value Added 

behaviour. First , in the most  recent  period, 1995-2005, Spanish VA growth was 

dom inated by st rong labour creat ion, part icular ly in Construction and the three service 

sectoral aggregat ions, Distri¸ Finbu, and Pers.  However, Agriculture experienced job 

dest ruct ion in both count r ies.  Second, MaxElec presented one of the lowest  growth rate 

of output  in both countr ies, especially in I taly, where labour creat ion in this sector was 

even negat ive. Third, the I CT producing sector Elecom showed a very st rong increase in 

both count ries, but  with very different  dr ivers. I n Spain, its m ain dr iver was I CT capital 

accum ulat ion, whereas I taly was more in line with other EU count r ies, having MFP as its 

main source of growth. Another important  difference is that  while in Spain this sector 

showed net  employment  creat ion, in I taly the opposite was t rue. Fourth, the I CT capital 

cont r ibut ion to GDP growth has been higher in Spain than in I taly. This result  has its 

origin almost  exclusively in the Elecom sector. And finally, both count r ies share an 

alm ost  general MFP negat ive cont r ibut ion, part icular ly severe in the Pers and 

Construction indust r ies. The only two except ions were Agriculture in both count ries and 

the Elecom indust ry in I taly, and the Finbu in Spain. 

FI GURE 3.2: Contributions to value added growth. 1995-2005 

(Percentages) 
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MaxElec= Total m anufactur ing, excluding elect r ical;  OtherG= Other product ion;  DI ST= Dist r ibut ion;  
FI NBU= Finance and business, except  real estate;  and PERS= Personal services

 

Figure 3.3 provides further inform at ion from  the labour product ivity perspect ive. I n the 

1995-2005 period labour product ivity growth was very low in both count r ies, awarding 

them  the last  posit ions in the ranking of the EU KLEMS sam ple of count r ies. By far, the 

m ost  dynam ic behaviour was presented by the Elecom aggregat ion. I n I taly labour 

product ivity growth in this sector approached 5%  and in Spain 4% . Com pared to these 

figures, the rest  of the sectoral aggregat ions did not  even reach half these rates, the 

only except ion being the I talian Agriculture indust ry.  



1 5     Spain and I taly:  Catching up and falling behind. Two different  tales of product ivity slowdown 

 

 

 

FI GURE 3.3: Contributions to labour productivity growth. 1995-2005 

(Percentages) 
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Note:  MARKT= Market  econom y;  ELECOM= Elect r ical m achinery, post  and com m unicat ion services;  
MaxElec= Total m anufactur ing, excluding elect r ical;  OtherG= Other product ion;  DI ST= Dist r ibut ion;  
FI NBU= Finance and business, except  real estate;  and PERS= Personal services

 

As already m ent ioned, MFP cont r ibuted negat ively to product ivity growth. I n fact , the 

main force driving the very modest  labour product ivity growth in both count r ies was 

Non- I CT capital deepening. The only except ion was Finbu,  where in I taly its cont r ibut ion 

was negat ive, and in Spain alm ost  nil.  I CT capital deepening was the second force, 

followed closely by the cont r ibut ion of labour com posit ion changes, especially in the 

Spanish case. As expected, I CT capital accumulat ion was very st rong in the Elecom 

sector and also in two aggregat ions of sectors, character ized by using I CT intensively, 

Finbu and Distribution.   

So far we have highlighted the role played by the different  sectors in the two count r ies´  

product ivity slowdown. However, the level of aggregat ion in the informat ion provided in 

figures 3.1 to 3.3 is probably st ill too high. For that  reason, table 3.1 takes into 

considerat ion the highest  level of sectoral disaggregat ion in the EUKLEMS database. The 

m ain conclusions we can draw from the observat ion of these data are the following. I n 

the first  place, during the 1970-1995 period product ivity growth in both count r ies was 

driven by the Agriculture indust ry. This indust ry was responsible for m ore than half 

labour product ivity growth in I taly, and almost  70%  (67.5% )  in Spain. I f this sector was 

to be excluded, the product ivity decelerat ion would have been 1.0 pp lower in the case of 

I taly and 1.8 pp in Spain 

Other sectors which have played an im portant  role in the product ivity slowdown have 

been Textiles, textile products, leather and footwear; Electrical and optical equipment; 

Chemicals and Chemical products; and Basic metals and fabricated metal products. 

Not ice that  all of them  belong to Manufacturing (MaxElec) . The cont r ibut ion of these 

sectors was especially negat ive in the case of I taly. I n fact , the cont r ibut ion of 

Manufactures to product ivity decelerat ion in I taly has been of the same size as that  of 



TABLE 3.1: Contribution to labour productivity growth 

(Percentages) 
 

I taly Spain I taly Spain I taly Spain

TOTAL I NDUSTRI ES TOT 2,29 2,89 0,34 0,35 -1,95 -2,54

 MARKET ECONOMY MARKT 2,62 3,54 0,25 0,25 -2,37 -3,29

  ELECTRI CAL MACHI NERY, POST AND COMMUNI CATI ON SERVI CES ELECOM 0,19 0,12 0,13 0,05 -0,06 -0,07

   Electrical and optical equipment 30t33 0,16 0,06 0,01 0,01 -0,16 -0,05

   Post and telecommunications 64 0,02 0,06 0,12 0,04 0,10 -0,02

   TOTAL MANUFACTURI NG, EXCLUDI NG ELECTRI CAL MexElec 0,91 0,75 0,02 0,06 -0,90 -0,69

     Food products, beverages and tobacco 15t16 0,06 0,12 -0,01 -0,01 -0,07 -0,13

     Textiles, textile products, leather and footwear 17t19 0,28 0,14 -0,03 -0,01 -0,30 -0,15

     Wood and products of wood and cork 20 0,06 0,02 0,02 0,00 -0,04 -0,02

     Pulp, paper, paper products, printing and publishing 21t22 0,05 0,05 0,01 0,02 -0,05 -0,03

     Coke, refined petroleum products and nuclear fuel 23 0,00 0,00 -0,02 0,00 -0,03 0,00

     Chemicals and chemical products 24 0,13 0,07 0,01 0,00 -0,12 -0,07

     Rubber and plastics products 25 0,02 0,02 0,01 0,01 -0,01 -0,01

     Other non-metallic mineral products 26 0,07 0,10 0,02 0,02 -0,04 -0,09

     Basic metals and fabricated metal products 27t28 0,15 0,09 0,01 -0,02 -0,13 -0,10

     Machinery, nec 29 0,04 0,05 -0,02 0,00 -0,05 -0,05

     Transport equipment 34t35 0,03 0,07 0,00 0,03 -0,04 -0,04

     Manufacturing nec; recycling 36t37 0,03 0,03 0,01 0,02 -0,01 -0,01

   OTHER PRODUCTI ON OtherG 1,30 2,19 0,23 0,00 -1,07 -2,19

    Mining and quarrying C 0,01 0,04 0,00 0,01 -0,01 -0,03

    Electricity, gas and water supply E 0,01 0,03 0,02 0,03 0,02 0,00

    Construction F 0,10 0,17 -0,02 -0,18 -0,12 -0,35

    Agriculture, hunting, forestry and fishing AtB 1,19 1,95 0,22 0,14 -0,96 -1,81

   DI STRI BUTI ON DI STR 0,36 0,36 0,14 0,14 -0,21 -0,22

     Sale, maintenance and repair of motor vehicles and motorcycles; retail sale of fuel 50 0,05 0,00 0,01 0,00 -0,04 0,01

     Wholesale trade and commission trade, except of motor vehicles and motorcycles 51 0,06 0,02 0,01 0,00 -0,05 -0,02

     Retail trade, except of motor vehicles and motorcycles; repair of household goods 52 0,16 0,15 0,13 0,11 -0,03 -0,03

    Transport and storage 60t63 0,09 0,20 0,00 0,02 -0,10 -0,18

   FI NANCE AND BUSI NESS, EXCEPT REAL ESTATE FI NBU -0,06 -0,01 -0,11 0,14 -0,05 0,14

    Financial intermediation J -0,02 0,01 0,03 0,11 0,05 0,10

    Renting of m&eq and other business activities 71t74 -0,04 -0,02 -0,14 0,02 -0,10 0,04

   PERSONAL SERVI CES PERS -0,07 0,12 -0,16 -0,12 -0,09 -0,24

    Hotels and restaurants H -0,04 0,02 -0,06 -0,09 -0,02 -0,11

    Other community, social and personal services O 0,01 -0,01 -0,04 0,00 -0,06 0,01

    Private households with employed persons P -0,05 0,11 -0,05 -0,03 -0,01 -0,14

 NON-MARKET SERVI CES NONMAR 0,04 -0,05 0,19 0,10 0,14 0,15

   Public admin and defence; compulsory social security L 0,01 -0,04 0,13 0,11 0,12 0,15

   Education M 0,01 0,01 0,00 0,04 -0,01 0,04

   Health and social work N 0,02 -0,02 0,05 -0,02 0,02 0,00

  Real estate activities 70 0,00 0,00 0,00 -0,04 0,01 -0,05

Reallocation -0,38 -0,60 -0,10 -0,01 0,28 0,60

Source :  EU KLEMS Database, March 2008, http: / /www.euklems.net and own calculations.

1970-1995 1995-2005
Accelleration/  Deceleration 

1995-2005/  1970-1995



Agriculture,  while in Spain it  was much lower:  -1.8 pp for Agriculture versus -0.7 pp for 

Manufacturing. 

Finally, the m arket  services sectors have played a m ixed role. Distribution cont r ibuted 

not iceably to product ivity decelerat ion, especially Transport and Storage,  as well as a 

very im portant  sector for both count r ies, Hotels and Restaurants,  with a som ewhat  

higher impact  in Spanish product ivity decelerat ion. On the cont rary, the Finance and 

Business sector cont r ibuted posit ively in the Spanish case but  not  so in I taly. 

The last  issue that  we would like to address in this sect ion relates to the 

sim ilitudes/ differences of the two count r ies’ growth experiences in the most  recent  

period. A way to look at  them is proposed in figure 3.4, where the relat ionship between 

the two count r ies is depicted in terms of labour product ivity and it s sources of growth 

from the highest  level of sectoral disaggregat ion considered in table 3.19.  As can be 

seen, the relat ionships are not  very closed, especially for the cont r ibut ions of labour 

composit ion and total capital cont r ibut ion. However, it  is remarkable to observe the 

exist ing differences between the two form s of capital,  with a rather close relat ionship 

between the two count r ies in terms of I CT capital cont r ibut ion, whereas for Non- I CT the 

relat ion is none existent . Finally, it  is also interest ing to not ice the negat ive and 

significant  correlat ion between MFP cont r ibut ions in the two count r ies, but  with a 

negat ive sign.  

                                                 

 
9 With the except ion of sector 23, Coke, refined petroleum products and nuclear fuel which has been excluded 

due to it s som ewhat  errat ic behaviour.  



1 8     Spain and I taly:  Catching up and falling behind. Two different  tales of product ivity slowdown 

 

 

 

FI GURE 3.4: Labour productivity and contributions to labour productivity. Rates of growth. I taly vs. 

Spain 

(Percentages)   
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4 . I NDUSTRY SPECI ALI ZATI ON 

Sect ion 3 has already provided an overview of I taly and Spain’s indust ry specializat ion. 

I n this sect ion we propose an alternat ive approach, focusing on som e given indust r ies 

especially relevant  to the econom ies of the two count r ies. Sect ion 4.1 provides the level 

and t ime profile of two product ive st ructure indicators, and sect ions 4.2 and 4.3 offer the 

results of two shift -share analysis to labour product ivity growth for both count r ies. 

4 .1 . THE CHANGI NG COMPOSI TI ON OF PRODUCTI ON 

I n this sect ion we address two related topics:  i)  the dispersion/ concent rat ion of 

product ion in a number of indust r ies inside each country;  and ii)  the differences in the 

indust r ies composit ion of output  between pairs of countries/areas.    

We start  by addressing the hom ogeneity of the product ive st ructure within one count ry. 

The quest ion is:  in which count ry is the product ion more diversified among different  

sectors/ act ivit ies? I n answering this quest ion, we make use of one of the most  popular 

index of dispersion, the coefficient  of variat ion. We apply this index to the share of each 

indust ry GVA in total Value Added10.  Figure 4.1 provides this informat ion. I t  is clear ly 

not iceable that  the dispersion of output  among the different  indust r ies is less pronounced 

in Spain and I taly than in the EU-15 aggregate. I t  can also be observed that , at  the 

beginning of the period, the Spanish econom y showed a higher dispersion mainly -as we 

will soon see-  as a consequence of the very high weight  of just  one sector, agriculture. 

I ts progressive reduct ion contr ibuted to reduce the concent rat ion, approaching Spanish 

dispersion am ong sectors to the one exist ing in I taly. Both count ries reached a m inimum  

by the m id-80s. Since then, we can observe a cont inuous increase of the coefficient  of 

variat ion -or indust ry composit ion divergence-  not  only in Spain and I taly but  also in the 

EU-15 aggregate.   

A complem entary perspect ive is provided by an index of differences in industries’ 

composition computed according to [ 4.1] .:   

=

= −∑
1

1
* 100

2

N

AB jA jB

j

L X X         [ 4.1]  

I n 4.1, XjA is the weight  of sector j in total econom y A in a given m oment  of t im e, and XjB 

the corresponding value for count ry B.  The index LAB  -bounded also between 0 and 100-  

measures the magnitude of the differences in an indust ry’s specializat ion between pairs 

of econom ies, showing higher values when the differences are greater. The results of this 

com putat ion appear in figure 4.2. 

 

                                                 

 
10 The sam e exercise has been replicate using sectoral labour’s share with sim ilar qualitat ive results. 
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FI GURE 4.1: GVA sectoral dispersion 

(Coefficient of variation of GVA sectoral share in total) 
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Source :  EU KLEMS Database, March 2008, http:/ /www.euklems.net and own calculations.

 

FI GURE 4.2: I ndex of differences in sectoral composition 

(GVA percentages) 
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From figure 4.2 we can conclude the following results. First , the differences between 

Spain and the EU-15 are much more marked than between I taly and the EU-15. Thus, 

the Spanish product ive st ructure is more divergent  from  the EU-15 average than the 

I talian one. Second, the I talian composit ion of GVA has been almost  cont inuously 

approaching the EU´ s average, with the only except ion being in the first  oil cr isis at  the 

beginning of the 70s. Third, Spain followed a sim ilar profile to I taly with respect  to the 

EU-15 but  with two specificit ies:  i)  it s intensity has been lower;  and ii) the process of 

convergence experienced a reversion since the m id-90s, instead of cont inuing the 

reduct ion of the differences as I taly did.  

Finally, when com paring I taly and Spain the m ost  notable fact  is the pract ical constancy 

of the differences in the indust r ies com posit ion of the two count r ies. Thus, these two 

count r ies have shown neither convergence nor divergence in their product ive st ructure. 

The only facts worth m ent ioning are i)  the slight  increase of the differences around the 

second half of the 80s, after the Spanish ent rance into the EU;  ii)  it s subsequent  

reduct ion in the following years;  and iii)   it s later rebound in the first  few years of the 

new century. Thus, the last  five years under analysis, 2000-2005, are m arked by a 

divergent  composit ion of Spanish output  in relat ion to both I taly and the EU-15’s 

average.  

Figures 4.1 and 4.2 have been const ructed taking into account  the 47 individual 

indust r ies considered by the EU KLEMS database. However, it  is not  hard to ident ify two 

specific sectors as, at  least  part ly, responsible for the results just  shown. Those sectors 

are the agricultural and the const ruct ion sectors. Figure 4.3 shows the share of 

em ploym ent  (hours worked)  in total employm ent  in the agricultural sector (panel a)  and 

the const ruct ion sector (panel b) . As before, sim ilar qualitat ive results can be obtained 

using GVA instead of employm ent  figures.  

As can be seen in panel a)  the agricultural sector experienced a marked loss in the 35 

years analyzed. I n 1970 it  represented alm ost  30%  of the Spanish em ploym ent  (11.4%  

in term s of GVA) , while in 2005 it  dropped to a low 5.9%  (3.3%  in term s of GVA) . A 

sim ilar, but  less m arked path was followed by I taly. I n 1970 agricultural employment  

represented 22.6%  of total em ploym ent  (8.7%  in term s of GVA) . At  the end of the 

period, in 2005, its share was only slight ly lower than the Spanish one, 5.6%  (2.2%  in 

term s of GVA) .  

The m ost  relevant  fact  is, however, the convergence process followed by both count r ies 

over the period. By the end of it ,  in 2005, the share of the agricultural em ploym ent  

(hours worked)  in total em ploym ent  was sim ilar not  only between both count r ies but  it  

also converged to the EU-15 share. I n terms of GVA the convergence process has not  

been so intense, it s share being slight ly higher in Spain (3.3% ) than in I taly (2.2% )  or 

the EU-15 (1.3% ) . This behaviour has clearly acted in favour of the convergence 

between the two countr ies and the EU-15. 
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FI GURE 4.3: Share of sector's employment in total employment (hours worked) . Agriculture and 

construction. 1970-2005 

(Percentages) 
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Source :  EU KLEMS Database, March 2008, http: / /www.euklems.net and own calculations.
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The const ruct ion sector has shown a different  profile. At  the beginning of the period, in 

1970, the share in total employm ent  (hours worked)  of the const ruct ion indust ry was 

sim ilar in Spain (9.7% ) , I taly (9.3% )  and EU-15 (9.5% ) . I n terms of GVA the shares 

were also sim ilar, around 9% . However, in 2005 things had changed dram at ically. While 

in Spain the share of employment  had reached alm ost  14%  (13.7% ) , in I taly it  had 

dropped to almost  half this figure (7.4% ) , and in the EU-15 to 8.2% . Thus, the 

behaviour followed by the const ruct ion indust ry in Spain has definit ively acted against  

the process of convergence of this count ry towards both the I talian and the EU-15 

product ive st ructure.  

4 .2  LABOUR PRODUCTI VI TY GROW TH AND SPECI ALI ZATI ON  

As seen above, data show a deteriorat ion of labour product ivity both in Spain and I taly in 

recent  years, com pared to the EU-15 perform ance. As we have also seen from different  

perspect ives, the indust r ial dimension seems to play an important  role in this evolut ion 

for both count r ies. I n this sect ion we t ry to analyze whether the slower product ivity 

growth is due to a lesser redist r ibut ion of factors towards indust r ies with higher 

product ivity levels or/ and higher product ivity growth (st ructural change effect ) , or if it  is 

a consequence of an overall slower growth of product ivity at  indust r ial level (within-

indust ry effect ) . I n order to do that  we will apply a shift -share analysis to labour 

product ivity growth:  
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where
0 0T T

Y L Y L− is the labour product ivity growth between years 0 and T, j is the 

indust ry, and θjT is the share of hours worked in indust ry j in year T.  

The within-industry effect shows the growth of labour product ivity that  would have 

occurred even without  any st ructural change. That  is, it  is due to the aggregate 

product ivity gains obtained because of the internal improvem ents of product ivity in each 

indust ry. The structural change effect captures the effect  of the re-allocat ion of factors 

between sectors towards indust r ies with a higher init ial level of labour product ivity (static 

effect) , or a higher rate of labour product ivity growth (dynamic effect) . As we can see, 

the static effect is the sum of changes in input  shares, weighted by the init ial 

product ivity levels. I t  m easures the growth of labour product ivity due exclusively to the 

change in sector composit ion, and which would have occurred even without  any change 

in the product ivity of any sector during the period analysed. The dynamic effect depends 

on the factors of product ion having been re-allocated to the sectors with higher relat ive 

growth in labour product ivity ( in which case the effect  is posit ive)  or, on the cont rary, to 

the sectors with lower product ivity growth (negat ive effect ) . Table 4.1 shows the results 

of that  shift -share decom posit ion for two periods:  1970-1995 and 1995-2005. 

TABLE 4.1: Decomposition of productivity growth. Shift-share analysis 

(annual average growth rates, in % ) 

a)  I taly

1970-1995 1995-2005

Total effect 2,29 0,34

Within-industry effect 1,53 0,61

Structural change effect 0,76 -0,27

b)  Spain

1970-1995 1995-2005

Total effect 2,89 0,35

Within-industry effect 2,35 0,33

Structural change effect 0,54 0,01

c)  EU-15

1970-1995 1995-2005

Total effect 2,63 1,37

Within-industry effect 2,24 1,46

Structural change effect 0,39 -0,09

Source:  EU KLEMS Database, March 2008, http: / /www.euklems.net and own calculations.
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Taking the EU-15 as a whole the results show that  the within-effect  is always m ore 

im portant  than st ructural change between sectors. This is very evident  for the per iod 

1970-1995 (2.24%  to be compared to 0.39% ) , but  also for the period 1995-2005 

(1.46%  and -0.09%  respect ively) . Europe increased and cont inues increasing its labour 

product ivity, m ainly through improvem ents that  are internal to the sectors. St ructural 

change used to have a sm aller posit ive effect , but  nowadays its cont r ibut ion is alm ost  

negligible and slight ly negat ive. The slowdown in labour product ive is noteworthy, from  

an average growth of 2.63%  unt il the m id-90s to roughly a half of it  (1.37% ) for the 

period 1995-2005. This decrease of 1.26%  is the consequence of sim ultaneous drops in 

the within-effect  ( -0.78% ) , and the st ructural change effect  ( -0.48% ) . 

We will now turn to the results for Spain and I taly in order to see if they follow the sam e 

pat tern, or if we can dist inguish any part icular characterist ic which affects their  

performance in terms of labour product ivity. 

The m ain part  of the labour product ivity growth in I taly is the within-effect  in both 

periods. The internal improvements account  for an annual growth rate of 1.53%   from 

1970 to 1995 and 0.61%  for the last  period. On the other hand, st ructural change 

accounts only for 0.76%  and -0.27%  respect ively. St ructural change has therefore 

played only a m inor role in the I talian performance. I n fact , it s cont r ibut ion was slight ly 

negat ive during the m ost  recent  period.  Looking at  the slowdown of product ivity in I taly 

during the last  few years ( -1.95%  due to a decrease from  2.29%  to 0.34% )  data show 

that  an overall decrease of -0.92%  com es from  a slowdown within each indust ry (within 

effect  from  1.53%  to 0.61% )  and an addit ional -1.03%  is due to the st ructural change 

(or, in fact , due to a lack of it ) .  

I n the case of Spain the pat tern is also of decreasing labour product ivity growth The 

reduct ion is even more not iceable than in I taly. The rate drops from  an annual growth of 

2.89%  over the period 1970-1995 to just  0.35%  for the period 1995-2005, a decrease of 

2.54%  over t ime. Again the main of source of growth is always the internal improvement  

within each sector. The within effect  is 2.35%  in the first  period and 0.33%  in the last  

one. The re-allocat ion of inputs between sectors always seem s to be less im portant  

(st ructural change effects 0.54%  and 0.01%  respect ively) . Sim ilar ly to I taly, both effects 

are relevant  to explain the slowdown of product ivity in Spain, although in this case 

st ructural change has a less negat ive cont r ibut ion than in I taly. The very significant  drop 

of the within- indust ry effect  ( -2.02% )  accounts for as m uch as 80%  of the total 

slowdown of product ivity, whereas a worse st ructural change effect  ( -0.53% )   represents 

the other 20% .  

Focusing on the last  period 1995-2005, our results indicate a common poor perform ance 

by both I taly and Spain when compared to the EU-15 (approximately -1%  of growth per 

year) . This cont rasts with the previous experience, especially for Spain given that  it  grew 

faster than the EU-15 over the period 1970-1995. I n all cases the main source of labour 

product ivity growth is related to the within-effect  which is lower in I taly (0.61% ) , and 

part icular ly Spain (0.33% ) , than in the EU-15 (1.46% ) . St ructural change cont r ibutes in 

negat ive way in I taly ( -0.27% ) , the EU-15 ( -0.09% )  and is posit ive but  very sm all in 
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Spain (0.01% ) . I n all cases it  seem s that  a m ore determ ined effort  is necessary to move 

towards “bet ter”  indust r ies. During the last  few years st ructural change seems to be 

either too slow (Spain) , or even to go in the wrong direct ion ( I taly) . Furthermore, a 

general internal slowdown within each indust ry is also detected in all cases. However, 

this is more significant  in Spain where the perform ance of each indust ry has been worse 

than in I taly and the EU-15, part icularly when compared with the previous t rend. For the 

period 1970-1995 Spain showed the highest  within-effect , whereas nowadays it  shows 

the lowest . 

4 .3  LABOUR PRODUCTI VI TY LEVELS AND SPECI ALI ZATI ON 

I ndust r ies can vary ext remely in terms of labour product ivity due to differences in 

technology, capital deepening, rates of technical change, the use of hum an capital and 

so on. This being so, the part icular sort  of indust r ial specializat ion of each economy can 

produce important  differences in the level of labour product ivity between count r ies. On 

the other hand, a count ry m ight  sim ply be best  doing the same, and therefore achieve 

m ore product ivity by having a higher level of product ivity across indust r ies. Of course a 

count ry can exploit  either one or another or both channels in order to be more 

product ive. We can use a shift -share analysis in order to decompose the difference in the 

level of average labour product ivity between any two econom ies A and B:  

( ) ( )θ θ θ θ θ
= = =
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 [ 4.3]  

where 
A A B B

Y L Y L− is the difference in labour product ivity between econom ies A and B, 

j is the indust ry, and θjC is the share of hours worked in indust ry j in count ry C. We use 

labour product ivity in terms of GVA per hour worked in PPS at  1995 prices in order to 

make appropiate comparisons. 

The country effect shows the differences in labour product ivity that  would have occurred 

even without  any difference in the indust r ial specializat ion. Therefore it  is due only to the 

aggregate effect  of the internal differences of product ivity in each indust ry. The other 

effects add to the Total specialization effect which captures the im pact  of the different  

specializat ion towards high-product ivity or low-product ivity indust r ies. I t  captures 

differences which would exist  even if each indust ry had the sam e product ivity in both 

count r ies. 

Table 4.2 shows the results for a few key years over t ime as a percentage of the labour 

product ivity in the econom y of reference in the com parison (EU-15 in sect ions a and b, 

I taly in sect ion c) . 
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TABLE 4.2: Decomposition of productivity growth. Shift-share analysis 

(annual average growth rates, in % ) 

a)  I taly vs. EU-15

1970 1995 2005

Total effect 15,71 6,25 -4,38

Country effect 84,78 33,58 26,64

Total specialization effect -69,07 -27,34 -31,02

b)  Spain vs. EU-15

1970 1995 2005

Total effect -10,42 -4,49 -14,63

Country effect 17,14 5,96 -9,69

Total specialization effect -27,56 -10,46 -4,94

c)  Spain vs. I taly

1970 1995 2005

Total effect -22,58 -10,11 -10,05

Country effect -20,29 -12,28 -14,30

Total specialization effect -2,29 2,17 4,26

Source:  EU KLEMS Database, March 2008, http: / /www.euklems.net and own calculations.  

We begin by looking at  the differences of I taly and Spain compared with the EU-15. 

Despite the fact  that  Spain showed a certain ability to converge to the EU-15 over the 

period 1970-1995, during the last  ten years all those relat ive gains vanished. As we can 

see Spain is always below the EU-15, although the difference has shown significant  

changes over t im e:  -10.42%  in 1970, -4.49%  in 1995 and -14.63%  in 2005. The I talian 

experience is quite different  because it  started above the EU-15 (+ 15.71%  in 1970) . 

However, its posit ion worsened cont inuously over t ime:  in 1995 the posit ive different ial 

was only of 6.25%  and the decline went  on. I n 2005 I taly is already below the EU-15 

with a negat ive different ial of -4.38% . Com ing from  very different  situat ions, both 

count r ies have worsened their relat ive posit ion in a sim ilar proport ion, losing some 

10.5%  in relat ive terms with respect  to the EU-15 between 1995 and 2005.  

We can also make direct  comparisons between Spain and I taly and for this we have 

considered I taly as the benchmark. Spain always has a lower level of product ivity, but  

the init ial gap ( -22.58%  in 1970)  was already considerably reduced by 1995 ( -10.11% ) . 

Between 1995 and 2005 the gap has remained roughly constant . The init ial gap was 

mainly due to Spanish indust r ies being much less product ive (count ry effect  of 

-20.29% ) . The effect  of the relat ive specializat ion was also negat ive but  smaller 

( -2.29% ) . Over t im e Spain has overtaken I taly in term s of specializat ion ( -2.29%  in 

1970, + 2.17%  in 1995 and + 4.26%  in 2005) , which helped to reduce the product ivity 

gap. However, the init ial within indust ry convergence in terms of product ivity (count ry 
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effect  m oving from  -20.29%  in 1970 to -12.28%  in 1995)  was followed by a period of 

slow divergence (count ry effect  moving from  -12.28%  in 1995 to -14.30%  in 2005) . 

The overall image was of both count r ies lagging behind the EU-15 with a gap that  

increased between 1995 and 2005. The m ain problem in the Spanish case is related to 

the relat ively poor perform ance within each indust ry whereas in I taly the main problem  

seems to be related to its apparent  inabilit y to change its indust r ial st ructure towards 

m ore product ive sectors.  
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5 . THE CHANGI NG COMPOSI TI ON OF LABOUR 

Over the last  few decades, I taly and Spain have experienced significant  social changes, 

with the broadening access to higher levels of educat ion for their  new generat ions, the 

growing part icipat ion of women in the labour market , and the recent , intense wave of 

imm igrat ion from  abroad, looking for a job and a bet ter life. All these changes have had 

important  effects on the labour market  in both count r ies, and in their overall 

performance in terms of econom ic growth and labour product ivity gains. Addit ionally, as 

we will see, there are also not iceable differences between both count r ies in the 

m agnitude of these t ransform at ions during the last  few decades. A specific feature to 

consider is that , in the case of Spain, com ing late to m ost  of these changes, everything 

has happened and is st ill happening much more quickly over a relat ively shorter period 

of t im e. Furtherm ore, another peculiar ity of the Spanish case is related to the labour 

market  reforms in Spain from  m id-80s onward. These reform s, which create new 

tem porary cont racts to foster em ploym ent , have had far- reaching different ial effects. 

GENDER COMPOSI TI ON 

The new role of wom en in Spain over the last  few decades is, without  doubt , one of the 

m ost  m om entous changes for its society. Following the road t ransited earlier by other 

developed count r ies, wom en began to show an increasing willingness to have a job and a 

full professional career, apart  from  only managing their hom es and devot ing their t im e to 

rearing their children. As late as 1980 the fem ale part icipat ion rate11  was only 28.3%  in 

Spain and 32%  in I taly. Those levels were clear ly much lower than the ones 

corresponding to males in both count r ies (76.6%  and 69.9%  respect ively) . As figure 5.1 

shows, both count r ies have increased their female part icipat ion rates over the period 

1980-2005, just  as the act ivity rates of men were experiencing the opposite t rend.  

Nowadays the gender difference is st ill wide but  less than it  was a couple of decades ago. 

However, this qualitat ively sim ilar evolut ion has had a very different  intensity in Spain 

and I taly, being st ronger in Spain and com ing very close to a 45%  part icipat ion rate at  

the end of the period (an increase of some 17 points) . The I talian experience is more 

moderate (with a female act iv ity rate of 37%  in recent  years after an increase of only 5 

points) , and the result  is the inversion of the relat ive posit ions. Nowadays female act ivity 

rates are higher in Spain than in I taly.  One of the consequences of all this is the 

divergent  evolut ion of the overall part icipat ion rate in each count ry. I n Spain act ivity 

rates grow over the period, in spite of the decrease of part icipat ion among men, 

beginning at  50%  levels and finishing at  56% . I n I taly act ivity rates fall from  50%  to 

48% . Therefore, an increasing am ount  of labour has been m ade available for firm s in net  

terms in Spain due to the change in female behaviour, but  less so in I taly. 

                                                 

 
11 Unlike the previous sect ion, all part icipat ion rates are now defined as shares over the populat ion aged 15 or 

more. 
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The gender m ix of em ploym ent  is actually quite different  from  the 1980 situat ion. Figure 

5.2 shows how the female share in total hours worked has r isen between 1980 and 2005 

from  32%  to 40.6%  in I taly and from  28.8%  to 38.8%  in Spain. A change as im portant  

as this may have had significant  effects on the labour supply and the econom ic 

perform ance of both count r ies. 
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FI GURE 5 .2 : Fem ale share in total hours w orked 

(Percentages)  
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Source :  EU KLEMS Database, March 2008, ht tp: / / www.euklems.net  and own calculat ions.

 

SKI LL COMPOSI TI ON 

Human Capital is a field where we find even more significant  differences over t ime 

between I taly and Spain. These can be im portant  in understanding the relat ive econom ic 

perform ance of both count r ies too. Undoubtedly hum an capital is always a som ewhat  

t r icky quest ion due to the complex and quite intangible nature of this factor. Therefore, 

some problems of comparabilit y and measurement  are always warranted, and 

unavoidable to a certain extent . 

Figure 5.3 shows the educat ional at tainment  of workers in Spain. We can see a huge 

change in Spain from  1980 to 2005. High skilled workers are 7.9%  of hours worked in 

1980 and 21.6%  in 2005. Medium  skilled workers are 7.3%  in 1980 and 32.2%  in 2005. 

Low skilled workers decrease from  84.8%  to 46.1% . (We should also add that  the skill 

m ix of this last  group is also m uch bet ter in 2005 com pared to 1980, as we will see 

below)  

The I talian experience is completely different  ( figure 5.4) . Looking once again at  the 

skills of workers, we can see a m ore stat ic picture. High skilled workers are 4.7%  of total 

hours worked in 1980 and 12.8%  in 2005. Alm ost  every worker is a medium skilled one 

(87.3%  in 1980 and 86.1%  in 2005) . Low skilled workers are a small and decreasing 

m inority over all the period (7.9%  in 1980 and 1.2%  in 2005) .  

However, there are some apparent  problems of comparabilit y related to the labour 

composit ion data in I taly and Spain due to the use of aggregates which are too big. We 

will focus on the completed schooling composit ion of labour and, therefore, we will be 

able to make accurate comparisons, while leaving aside other sources of human capital 

different  from  formal educat ion. Nevertheless, this schooling dimension is the one 

showing the biggest  t ransform at ion during the last  few decades. 
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FI GURE 5 .3 : Skill com posit ion hours w orked. Spain. 1 9 8 0 - 2 0 0 5  

(Percentages)  

Source :  EU KLEMS Database, March 2008, ht tp: / / www.euklem s.net  and own calculat ions.
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FI GURE 5 .4 : Skill com posit ion hours w orked. I ta ly. 1 9 8 0 - 2 0 0 5  

(Percentages)  

Source :  EU KLEMS Database, March 2008, ht tp: / / www.euklem s.net  and own calculat ions.
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Figure 5.5 shows the educat ional at tainment  composit ion of labour in Spain. We can 

dist inguish the share of total hours worked corresponding to workers with no form al 

qualificat ions;  with only compulsory schooling ( low intermediate) ;  post -compulsory non-

university educat ion;  and university educat ion. The improvem ent  is huge indeed. 

University graduates grow from  7.9%  in 1980 to 21.6%  in 2005. Post -com pulsory 

educat ion grows from  7.3%  to 32.2% . Com pulsory educat ion also r ises from  10.3%  to 

28.7% . All schooling levels above the lowest  one improve their shares over the period in 
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a sustained way. Meanwhile, workers with no qualificat ions move from being 74.5%  to 

only 17.4% . I t  is quite clear that  the Spanish labour force has changed from  being 

characterized by an alm ost  com plete lack of form al educat ion to a very different  and 

m uch m ore favourable posit ion. 

FI GURE 5 .5 : Labour com posit ion. Spain. 1 9 8 0 - 2 0 0 5  

(Percentages)  

Source :  EU KLEMS Database, March 2008, ht tp: / / www.euklem s.net , I NE and own 

calculat ions.
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I taly represents a different  case. I t  has also experienced some significant  improvements 

in the educat ional at tainment  of it s workers, but  the process is slower and begins in 

1980 from  an already m uch bet ter point  of departure. Figure 5.6 shows the I talian 

perform ance over the sam e per iod 1980-2005. University graduates increase their share 

from  4.7%  to 12.8% . Post -com pulsory educat ion grows st rongly from  44%  to 71.1% . On 

the other hand, com pulsory educat ion falls from  43.3%  to 14.9% , and workers with no 

qualificat ions move from being a small 7.9%  to a negligible 1.2%  in 2005.  

Therefore, what  we can observe is the different ial situat ion of Spain com ing a few 

decades late to a more universal provision of educat ion, a situat ion achieved some t im e 

ago by other more developed count r ies. I taly is to a certain extent  one of those 

count r ies. I n 1980 Spain had already enforced compulsory educat ion unt il 14 years of 

age ( this compulsory level was then increased to 16 years by law in 1986)  for the new 

cohorts of age since 1970. However, there are no educat ion m iracles and t im e is 

necessary for these new age cohorts to subst itute the older ones in the labour force. I t  is 

a slow and gradual process, although in Spain this has been and st ill is under way at  a 

very good speed. The result  is a m ore dramat ic improvem ent  of the skill m ix of labour in 

Spain than in I taly during the period.  
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FI GURE 5 .6 : Labour com posit ion. I ta ly. 1 9 8 0 -2 0 0 5  

(Percentages)  

Source :  EU KLEMS Database, March 2008, ht tp: / / www.euklem s.net , I stat  and own 

calculat ions.
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I n order to get  a m ore synthet ic image we m ay use an indicator such as the average 

years of schooling in Spain and I taly ( figure 5.7) . I t  summarizes all these educat ional 

t ransformat ions ment ioned above.  I n Spain this indicator r ises from  7 years in 1980 to 

11.4 years in 2005, while in I taly it  moves from  11.2 years to 12.8 years. Thus, Spain is 

always below I taly in the average schooling of its workers. I n fact , Spain recent ly 

achieved the I talian 1980 overall levels in 2005. On the other hand, the catching up is 

undeniable:  Spanish accumulated growth is 63%  over the period, compared to a mere 

15%  in I taly;  and the 1980 gap (Spanish average years being only 62%  of I talian levels)  

is closing steadily (89%  of I talian levels in 2005) . 

We find more signif icant  differences between Spain and I taly when we look at  the 

indust ry level. First  of all,  there is a lot  of heterogeneity in terms of labour composit ion in 

both count r ies. Figure 5.8 shows the indust r ial coefficient  of variat ion of the share of 

workers with high skills. We get  high values indicat ing those important  differences, which 

in 1980 are even slight ly bigger in Spain than in I taly. However, during the period 1980-

2005, we can see a process of increasing homogeneity in Spain. The Spanish coefficient  

of variat ion in 2005 is half the one in 1980. However, in I taly the level of heterogeneity, 

after a brief decrease unt il the ear ly 90s, remains in 2005 at  a level very sim ilar to the 

one in 1980. Therefore, we have a kind of universal improvement  in labour composit ion 

affect ing the whole Spanish econom y. On the other hand, high skilled workers remain 

m uch m ore concent rated in som e indust r ies in I taly. 
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FI GURE 5 .7 : Average years of schooling by hour w orked 

1980-2005 
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FI GURE 5 .8 : I ndustr ial coefficient  of variat ion ( share high skills)  
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The effect  of all these different  t ime pat terns in both count r ies should show in their 

relat ive performance in terms of labour product ivity and econom ic growth. With its 

labour force st ill more qualified, I taly has a source to obtain a higher level of labour 

product ivity than Spain. On the other hand, Spain should have benefited from  a faster 

improving quality of labour which should have made feasible the achievement  of higher 
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levels of both labour product ivity (catching up with I taly) , and econom ic growth.  

However, there is the r isk that  these educat ional improvem ents m ight  not  t ransform  into 

m ore product ivity, at  least  in the short  run. Those young workers with m ore schooling 

enter the labour market  lacking experience init ially. The full benefits of more schooling 

on product ivity m ay com e only after som e t im e when they are com bined with a 

reasonable am ount  of all those com ponents of hum an capital different  from  form al 

educat ion. 

A sim ultaneous look at  both hours worked and labour com pensat ion by skills can be very 

informat ive. Table 5.1 shows a general t rend of improving skills in all developed areas, 

with the share of university graduates (high skill workers)  in the total hours worked 

increasing steadily over the last  decades. I taly and Spain, as is the overall case for the 

EU-15, show the st rongest  growth in relat ive terms, well above those of Japan and the 

U.S. The Spanish case is st r iking because it  has a very good situat ion when considering 

university graduates, although we have seen that  Spain st ill lacks intermediate 

educat ion. I n fact  it  is above the European average in this field.  

TABLE 5 .1 : Share of high skill w orkers in total 

1980 1995 2005 1980 1995 2005 1980 1995 2005

I taly 4,7 7,8 12,8 6,1 9,5 17,9 1,29 1,23 1,41

Spain 7,9 15,5 21,6 16,3 26,6 35,3 2,07 1,71 1,63

Japan 12,9 19,1 26,3 20,4 29,2 37,2 1,58 1,53 1,41

USA 20,2 27,3 31,7 27,8 41,1 48,1 1,38 1,50 1,52

EU-15 ex 5,8 10,7 15,1 11,5 18,4 24,1 1,96 1,72 1,60

Source:  EU KLEMS Database, Marzo 2008, ht tp: / / www.euklem s.net  and own calculat ions.

Hours w orked Labour com pensat ion
Labour com pensat ion 

share/ hours share

 

We also find a general t rend in increasing shares of labour compensat ion going to 

university graduates, which was only to be expected. Again, I taly, Spain and the 

European count r ies in general present  more intense increases in relat ive terms than 

Japan or the US. I n 2005 Spain shows a very high share (35.3% )  comparable to Japan 

and only below the US (48.1% ) . I taly is well below (17.9%  in 2005) , although it  shows a 

high relat ive growth in the last  decade ( its share being only 9.5%  in 1995) . I n all cases, 

the shares in labour compensat ion are higher than in hours worked. This reflects the 

bet ter quality of this type of labour and its higher wages. By looking at  the rat io of both 

shares we may obtain some useful insights into the evolut ion of the returns to labour 

quality and, therefore, it s impact  on labour product ivity.   

Not ice that  I taly always shows the smallest  rat io, this fact  indicat ing a somewhat  weak 

return to schooling. We should also expect  a weak effect  on product ivity com ing from the 

increase in the share of university graduates in the I talian labour force, which m ight  be 

one of the reasons for the low I talian propensity to graduate at  university.  On the other 

hand, the rat io even increases slight ly from  1980 to 2005, which is different  from  the 

general t rend in other count r ies. 

I n Spain the rat io is the highest , showing strong returns to schooling. We should also 

expect  a st rong effect  on product ivity com ing from  the increasing share of university 
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graduates. This may be one of the reasons for the high Spanish propensity to enter 

university after complet ing intermediate schooling. On the other hand, the rat io 

decreases a lot  between 1980 (2.07)  and 2005 (1.63) . As a result , nowadays it  is close 

to the other count r ies. We could think that  the great  increase in the supply of high skill 

workers in Spain has significant ly reduced its apparent  relat ive product ivity, possibly 

because they are employed inefficient ly ( i.e. in indust r ies or jobs that  do not  require 

those qualif icat ions, generat ing over-educat ion) , or because they st ill lack the labour 

experience needed to exploit  the potent ial benefits of their  schooling. I n that  case, 

perhaps we should not  expect  such considerable improvements in product ivity in Spain 

as a result  of the increase in schooling. 

I t  is interest ing to note that  all these results cont rast  with the US, which improve its rat io 

significant ly over the period. 

MI GRANTS AND LABOUR COMPOSITI ON 

I mmigrat ion is the biggest  labour market  shock experienced in Spain during the last  

decade. This issue is relevant  because empir ical results show that  m igrant ’s insert ion into 

the labour market  has dist inct ive features with effects on the overall econom ic 

perform ance. Migrants concent rate in a few indust r ies (such as const ruct ion, agriculture, 

hotels and restaurants, or domest ic services)  and in jobs that  do no require 

qualificat ions. I n addit ion to suffering more from over educat ion problems, m igrants 

have more difficult ies in finding a job, though only in the short  run, and finally,  

temporary cont racts are also more prevalent  for this collect ive in the medium run.  

Figure 5.9 shows the share of imm igrants in total employm ent  over the period 1987-

2007. I n 1987 m igrant  workers were negligible in Spain. I n fact , as late as 2000 they 

only represented a mere 2.9%  of total employment . However, we can see a huge 

increase during the last  few years, and nowadays their share is 13.5% . From  2000 to 

2007, som e 2.2 m illion imm igrant  workers arr ived. An increase of that  size in the labour 

supply has had very significant  effects on the Spanish econom y. On the one hand, it  has 

made feasible the huge increase of employm ent  in Spain during the last  few years and 

also the high rate of GPD growth, both well above the other European count r ies. On the 

other hand, it  cont r ibutes to explaining the disappoint ing behaviour of labour product ivity 

during the last  and lengthy period of fast  econom ic growth in Spain. Migrants are 

workers who need more extended periods of adjustment , with specific difficult ies to 

apply their labour quality in a new and foreign labour m arket . I m m igrat ion has fostered 

the creat ion of new jobs in act ivit ies and occupat ions of low product ivity and low wages. 

I taly has also experienced an influx of m igrants from  abroad recent ly. Although it  has 

been greater than in the whole of the European Union, foreigners st ill represent  only 6%  

of total employment  in 2006, a figure very sim ilar to the EU15 average and far below 

Spain. The effects should be therefore less intense than in Spain both in terms of 

employment  creat ion and labour product ivity growth. 
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FI GURE 5 .9 : Share of m igrants in total em ploym ent  

(Percentages)  

 

 

 

 

 

 

 

 

 

 

 

TEMPORARY CONTRACTS 

A final and very specific feature of labour composit ion change in Spain during the period 

is due to the policy adopted from  m id-80s onward in order to curb unemployment . With 

unem ploym ent  rates well over 20% , the need of reducing some of the r igidit ies affect ing 

an overprotect ive labour market  was recognized. However, it  was decided to rest r ict  the 

flexibilizat ion only to the new employment , without  changing the condit ions of the 

already exist ing cont racts. Spanish firm s have been able to hire new em ployees and 

dism iss them without  costs at  the expirat ion date of the cont ract . This possibilit y was 

avidly used by Spanish firm s as figure 5.10 shows. 

The share of temporary employment  rose very quickly in Spain from  being close to 10%  

in the m id-80s to 30% -35%  in the 90s and cont inues at  those levels nowadays. This 

cont rasts sharply with other European count r ies, and in part icular with I taly where the 

share has also r isen, being 13.1%  in 2006. Nevertheless, this type of em ploym ent  only 

represented some 5%  of employees during the 80s, growing to 10%  in 2000, always 20-

25%  below the Spanish contemporary levels. I n fact , I taly has maintained its share of 

temporary employment  below even the EU15 average, while Spain is the foremost  

example of temporary cont racts. 

I ndeed, all this st imulated the creat ion of new jobs in Spain, and is one of the reasons 

for its great  increase of em ploym ent . On the other hand, this also provoked a m arked 

increase of workers and jobs’ turnover. With new workers firm s keep the opt ion of 

elim inat ing jobs without  costs if they should decide to do so in the future. Transform ing 

the cont ract  into a standard fixed cont ract  implied losing that  possibilit y and r isking 
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future high fir ing costs. This is one of the reasons for the poor performance of Spain in 

term s of labour product ivity growth:  people keep moving from  one employment  to 

another without  being able to capitalize fully on the previous on- the- job experience. Jobs 

are therefore cont inually being occupied by people st ill lacking the specific skills to do 

them . 

FI GURE 5 .1 0 : Share of tem porary em ployees 

(Percentages)  
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6 . CONCLUSI ONS  

This chapter at tem pts to provide an overview of Spanish and I talian growth perform ance. 

I t  starts decomposing per capita income growth in four determ inants, concluding that  

labour product ivity is it s m ain determ inant . The higher num ber of hours worked in I taly 

has acted in favour of it s relat ively higher per capita incom e, while its lower act ivity rate 

has exerted the opposite force. On the other hand, the very high Spanish unem ploym ent  

rate pushed down its relat ively lower per capita income unt il the beginning of the new 

century.   

I n the last  fifteeen years the two count r ies have shown a very different  profile in almost  

all var iables, but  product ivity. I n Spain, the low product ivity growth observed during the 

past  two decades is related to a sustained increase in real GDP characterized by an even 

more massive increase in employment  and, in some indust r ies, by an intensive capital 

accum ulat ion. By cont rast , I taly has experienced a poor performance in product ivity 

growth due to stagnat ion in dem and and losses of com pet it iveness, which have dwarfed 

the possibilit y of increasing the output  level in many indust r ies.  

From the Value Added perspect ive, Spain has shown a m uch m ore dynam ic behaviour 

than I taly in alm ost  all sectors and sources of growth. This is part icularly t rue in terms of 

labour creat ion, where the increase in Spain’s em ploym ent  has been very intense. The 

Construction indust ry is in part  responsible for this st rong upsurge. However, the three 

service sectors aggregat ions that  we are considering have also shown  a big push in 

Spain, not  shared by I taly in the case of Distribution. On the other hand, the growth rate 

of Value Added in the Manufacturing (MaxElec)  sector was the lowest  one in the two 

count r ies. But , while employment  increased in Spain, it  experienced a slight  reduct ion in 

I taly. Finally, together with the sluggish pace of growth in m anufactur ing, a second 

feature shared by the two count r ies is the alm ost  general negat ive cont r ibut ion of MFP to 

GDP growth, of which only the Elecom indust ry in I taly and Finbu in Spain escape  

I f a diagnosis had to be m ade about  the product ivity decelerat ion in both countr ies, the 

Agriculture sector must  be put  at  the forefront . However, it s negat ive cont r ibut ion should 

be judged as the standard outcome of the t ransit ion from  a backward rural economy to a 

modern one dom inated by the service sectors. I n Spain, the const ruct ion indust ry has to 

bear the highest  responsibilit y for the product ivity slowdown, whereas I taly has suffered 

a very negat ive behaviour in m anufactur ing. The impact  of the services sectors has been 

m ixed in both count r ies. While the four sectors included in the Non-Market services 

aggregat ion alm ost  cont r ibuted posit ively in both count r ies, the opposite happened with 

the Distribution aggregat ion, especially for Transport and Storage. Finally, in the case of 

Spain, Hotels and Restaurants and Private households with employed persons played a 

very negat ive role, whereas a high responsibilit y of the product ivity slowdown in I taly 

should also be blamed on the Renting of machinery and equipment, and other business 

activities.  
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The two shift-share exercises presented in sect ion 4 have provided addit ional insights. 

Focusing on the last  period 1995-2005, the results indicate a com m on poor perform ance 

by both I taly and Spain when com pared to the EU-15. This cont rasts with the previous 

experience, especially for Spain because it  grew faster that  the EU-15 over the period 

1970-1995. I t  seems that  a more determ ined effort  is necessary to m ove towards 

“bet ter”  indust r ies. During the last  few years, st ructural change seems to be either too 

slow (Spain) , or even to go in the wrong direct ion ( I taly) . I n addit ion, a general internal 

slowdown within each indust ry can also be detected in both cases. However, this is m ore 

significant  in Spain where the performance of each indust ry has been worse than in I taly 

and the EU-15, part icularly when com pared with the previous t rend.  

A com m on reason for the lower relat ive product ivity in both count r ies is their  

specializat ion in less product ive indust r ies. Furthermore, Spain has addit ional problem s 

because overall it  is less product ive in each indust ry compared to the EU-15, whereas in 

I taly we find the opposite. I taly has a clear problem  of an inadequate indust r ial 

specializat ion, although it  has a good performance indust ry to indust ry. Spain st ill has a 

specializat ion problem -  although it  is smaller, -  and moreover, it s indust ry to indust ry 

performance is worse.  

Looking at  the evolut ion of the data over t im e we can appreciate a consistent  shift  of 

Spain towards a bet ter specializat ion. At  the sam e t im e the posit ion of each indust ry in 

term s of product ivity has generally worsened when compared with the EU-15. For I taly 

the consistent  process is one of progressive loss of it s init ial within indust ry advantage 

compared to the EU-15, whereas the shift  towards bet ter sectors (which happened 

between 1970 and 1995)  stopped afterwards. As we have seen, the specializat ion shift  

seem s to be in the wrong direct ion from  1995 onwards. 

After having reviewed in sect ion 5 some of the main dist inguishing changes in the labour 

composit ion in Spain and I taly, we can at tempt  to state a few conclusions. We can look 

at  the Spanish experience as an example of a “quant ity”  type of growth. After a period of 

serious unemployment  problems, it  f inally became very successful in creat ing 

em ploym ent  and using m ore labour. Those workers came from  the increasing female 

part icipat ion rates and from  imm igrat ion from abroad, and very often joined the labour 

m arket  through a series of tem porary cont racts in quick succession. There is also a big 

improvem ent  in term s of the number of workers with m ore schooling. On the other hand, 

we not ice serious and persistent  problems as far as improving labour product ivity is 

concerned. Some of them are also related to the changing composit ion of labour 

ment ioned, others to the growing inabilit y to use the increasing quality of labour 

efficient ly (at  least  in the short  run or at  least  to a sufficient  degree) .  

Compared to the Spanish turmoil during the last  few decades, the I talian case is quieter 

and m ore gradual. I n 1980 I taly had already digested part  of those changes m ent ioned 

for Spain (women and labour market , schooling im provem ents and so on) . During the 

period those t rends took place but  at  a more relaxed pace, possibly too relaxed. 

Therefore, returns to quality have been maintained over the period. On the other hand, 

the rhythm of improvement  in labour quality, and the abilit y to create employment  do 
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not  com pare well with Spain. And despite there being no turmoil in I taly, there is the 

potent ial r isk of relat ive stagnat ion. 

The Spain- I taly comparison has revealed different  stor ies of econom ic growth, 

notwithstanding the apparent  sim ilar it ies with product ivity perform ance.  The two 

count r ies need to be reformed in their approach to regulat ion policies and their 

protect ionist  at t itude with respect  to nat ional incum bents. The service sectors have to be 

made more efficient  especially because of their pervasiveness in all the indust r ies of the 

economy. I taly 's posit ion seems to be more worr isom e, given the fact  that  negat ive 

product ivity perform ance is not  related to a process of a high growth in output . Spain is 

a m ore dynam ic econom y and could rely on a higher capital accumulat ion to t r igger 

increases in MFP in the near future.  This comparison could be repeated in a mult ilateral 

context , where the results obtained can be linked to those of third-party countr ies in a 

more general perspect ive. 
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