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New IWH publication takes stock:
“United country — three decades after the Wall came down”

How is Germany’s economy faring 30 years after the fall of the Berlin
Wall? A new publication by the Halle Institute for Economic Research
(IWH) uses illustrative maps and graphs to show how the Federal
Republic has developed compared to other countries and how eco-
nomic unification has progressed. The publication presents many new
findings, including on productivity differences between east and west,
urban and rural development, as well as the availability of skilled

labour.

In principle, Germany overall shows considerable economic progress since the Wall
came down. However, there are still considerable differences between the country’s re-
gions. Be it economic output, income, immigration or education: frequently, the re-
gional trends continue to reflect the former border between East and West Germany.
This is shown in 35 maps and graphs in a publication presented by the Halle Institute
for Economic Research (IWH) in Berlin today. “United country - three decades after
the Wall came down” is a detailed analysis of the state of unification by IWH on the
anniversary of the fall of the Berlin Wall. The key findings are:

1) The economy in East Germany is less productive than in the west- and not
only due to a lack of corporate headquarters. 464 of Germany’s 500 largest
firms are based in the west of the Republic, which corresponds to around 93%. As
productivity generally increases in line with company size, productivity is lower in
East Germany. However, this is only part of the story. Comparable firms of the
same size in East Germany are about 20% less productive than their counterparts
in the west. According to IWH economists, the fact that the potential for produc-
tivity gains in East Germany is not yet being fully exploited is also due to govern-
ment subsidies: because subsidies are paid conditional on maintaining jobs, this
may have reduced labour productivity. While this may have made sense at times of
high unemployment, in times of skilled labour shortages, this policy should be
rapidly abandoned.

2) Strengthening cities advances the entire country. Productivity differs more
between eastern and western German cities than between rural regions. The
reasons for this: corporate headquarters are often located in (western German)
cities and three quarters of employees in the west work in cities, while only half do
so in the east. If, however, there is to be convergence between economic power in
the east and west, then the cities must be strengthened in particular. Because this
is where the high-quality services that are increasingly defining the economy are
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created. In a knowledge-based society, cities are the centres of research, innova-
tion and value creation - and therefore prosperity.

3) More progress requires sufficient skilled labour. East Germany no longer
has a general deficit in physical capital. But it does have a growing shortage of
skilled labour. There are four reasons for this. (1) Until the early 2000s, the east
had a larger proportion of highly skilled workers than the west; this advantage has
now been lost almost everywhere. (2) School drop-out rates are higher than in
West Germany. (3) In future, the number of people of working age will decline
much faster in eastern German states than in western German states. (4) Highly
skilled immigrants, such as those who hold an EU Blue Card, are more likely to
move to western than to eastern German regions. Only Berlin attracts an above
average number of these immigrants.

This is where politics comes in: excellent conditions attract excellent staff. Places
with attractive living and working conditions and a wide range of scientific, educa-
tional and cultural institutions can promote structural transformation in East Ger-
many if they present themselves as being open and attractive for skilled immigration.

The publication draws on expertise from more than 25 years of research, during
which IWH has examined developments in East Germany, among other things.
“This publication helps our understanding of the regional differences in today’s
Germany,” says IWH President, Reint Gropp. “We also want to send a message to
politicians: if they tackle the structural issues in Germany as a whole, then the east
will also make good progress. We should recognise services as a major growth
driver. We should invest in education and science, thereby increasing productivity
potential. And we should turn our cities into places of innovation that attract
skilled immigration.”

Publication

Halle Institute for Economic Research (IWH) — Member of the Leibniz Association
(ed.): United country — three decades after the Wall came down. 152 pages,
bilingual (German/English), illustrated section with 35 colour maps and graphs.
Halle (Saale) 2019.

Download
You can download the publication here, in German and in English.

Orders
If you are a media representative and would like a printed copy, please write to:
presse@iwh-halle.de. IWH distributes this publication free of charge.
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The IWH list of experts provides an overview of IWH research topics and the
researchers and scientists in these areas. The relevant experts for the topics listed
there can be reached for questions as usual through the IWH Press Office.

The Halle Institute for Economic Research (IWH) — Member of the Leibniz Association was founded in
1992. With its three research departments — Macroeconomics. Financial Markets. and Structural
Change —,IWH conducts economic research and provides economic policy recommendations. which
are founded on evidence-based research. With the IWH’s guiding theme “From Transition to Euro-
pean Integration”. the institute’s research concentrates on the determinants of economic growth
processes with a focus on efficient capital allocation in a national and European context. Particular
areas of inferest for the institute are macroeconomic dynamics and stability. microeconomic inno-
vation processes. productivity and labour markets. the dynamics of structural adjustment processes.

financial stability and growth and the role of financial markets for the real economy.

The Leibniz Association connects 95 independent research institutions that range from the natural.
engineering and environmental sciences via economics. spatial and social sciences to the humanities.
Leibniz institutes address issues of social. economic and ecological relevance. They conduct
knowledge-driven and applied basic research. maintain scientific infrastructure and provide research-

based services. For further information see http://www.leibniz-gemeinschaft.de/en/home/.
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