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Alberto Dalmazzo! Guido de Blasid and Samuele PoY

September 12, 2017

ABSTRACT

This paper analyses the case of a local secessothe birth of a new local jurisdiction by
separation from an existing one. We present azstylmodel in which society is composed
of heterogeneous groups and individuals have aropbily bias. The model predicts that:
i) separations, such as the split of a territotty idistinct administrative units, occur when
the costs of mixed communities are sufficienthgkgrii) the smaller community drives the
decision to secede; iii) welfare gains from thatsple associated with positive population
growth; iv) higher payoffs under separations, hosvevmight be related to taste for
sameness only, with no (or even negative) effeat@nomic growth. Then, we bring the
model to the data by exploiting the secession eflthlian region of Molise from Abruzzo,
a unique event in Italian history, which took plénel963. Historical records document
that the split was the result of pressures fromiddolthe smaller community. Our evidence
suggests that the split was associated with pdpualanflows in both areas. Finally, the
main empirical findings, derived by using a synihebntrol approach, show that the split
caused significant benefits, in both regions, imof per-capita GDP growth.
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1. Introduction

Over the last thirty years, a vast literature haslyzed the determinants of the size of
jurisdictions, both by considering secessions freavereign states and federalism. The main
conclusion is that jurisdictions have to balancéetugeneous preferences towards public good
provision and redistributive taxation against ecuores of scale and spillovers across areas. Thus,

what mainly matters is the level of centralizatadrwhich fiscal policy decisions are taken.

The story we consider here is different from — Imat incompatible with — traditional
explanations based on fiscal factors. The caseuofstudy, the split of Molise, Italy, from the
region Abruzzo in 1963, raises indeed some questidnthe time of separation, Italian regions had
very little discretion about local fiscal policyhich was basically decided at the central levesoAl
the picture about the chance and the nature dfuaefuegional devolution was quite blurred, to say
the least. But then, which were the advantages faosplit? This paper proposes an explanation
based on “homophily”, the bias for sameness, wheople from a group (Molise) prefer to interact
among themselves, and separate as much as pdssibl¢he other group (people from Abruzzo).
Even when the immediate gains from direct managéwfdocal fiscal policies are absent, such an
attitude can be explained in terms of taste fortucal similarity, or in terms of improved
coordination. For example, more coordination atltiwal level can put greater political pressure on
central government’s decisions. #rtiori, if devolution eventually occurs, an homogeneous

community will be likely to benefit even more, agygested by Oates (1972) and others.

The model builds on - and, by considering mobilgygnificantly extends - the framework
introduced by Dalmazzo, Pin, and Scalise (2014)eretsociety is composed of heterogeneous
groups, and individuals have an homophily biasy fite to interact with people of their own kind,
but they dislike interacting with people from otlgoups (see, e.g., Currarini, Jackson, and Pin,

2009). In the present framework, we consider twammainities that have conflicting interests (such



as breeders and farmers), or different “cultute$he two groups of individuals, denoted dynd

B, live in the same area, and each individual ch®aseaction, termed as “effort” or “investment”.
The composition of society is crucial for individukecisions. For instance, individual investment is
likely to be encouraged when a member of grewgan lobby with other type-individuals for the
provision of specific services. By contrast, whia &ctivity of members in groypis substantial,
there is more pressure to twist the provision o¥ises in favour of grouf’s interests, and group

a’'s members may find investment less profitable.

The literature on country secessions has seveatb@es with the topic of this paper. The theory
of the size of nations by Alesina and Spolaore’997l 2003) balances the advantages of
unification, in terms of economies of scale in pulgood provision, market size and uninsurable
shocks, with the costs of heterogeneity. Averagéadce in individuals’ culture and preferences is
likely to increase with the size of the countrydamatters for the provision of public goods.
Buchanan and Faith (1987) and Bolton and Rolan®@{)l%cus on taxation and redistribution
across poor and rich regions as the main driveseoéssionist politics, quoting the examples of the
Flanders and Catalonia. In particular, Buchanankath (1987) argue that the threat of secessions
may put a limit on the level of taxation imposed waealthy regions, while Bolton and Roland
(1997) show that even poorer regions like Wallari&cotland may support separatism, whenever
their residents are more inclined to redistributpaicies. Interestingly, Alesina, Spolaore, and
Warcziarg (2000) argue that the removal of tradeidya across countries reduces the losses which
are otherwise borne when parting from a largeromatiThus, openness leads to political

disintegration.

However, the analogy with country secessions mastoe exaggerated in the case of interest
here. Abruzzo and Molise were and are part of @nynitaly, that provided a common market

together with defense, justice and transportatisinastructure. At the time of the separation

! For example, split communities are likely to faehflict about political representation of specifiterests, both at the
local and central government level. Alternativelye “cultural” view on parochialism proposed by Besvand Gintis
(2004) emphasizes the role of ethnically-based &imd exclusion in societal networks.
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decision, fiscal discretion at the local level vedso largely limited. In this perspective, manyttoeé
fiscal arguments put forward by Buchanan and Fdi#t87), Bolton and Roland (1997) or — within
the “fiscal decentralization” literature by, e.@ates (1972) and Besley and Coate (20633eem

to have limited relevance. By contrast, the argumaut forward by Alesina, Spolaore, and
Warcziarg (2000) is central: under the Italian seignty, the separation between Abruzzo and
Molise entailed small costs at the local level.th¢ same time, a separation could guarantee the
advantages brought from political administratioos political representatives, closer to the local
community (see, e.g., Alesina, Baquir, and Hoxb§04), and put more distance between two

culturally heterogeneous communities.

For these reasons, the model we propose emphasitesal differences across communities and
the role of homophily, rather than stressing stashdigcal issues as taxation and the allocation of
public funds. We suggest that individual contribatiwill be stronger in homogeneous societies,
since the individual’'s action is a strategic commat of actions of individuals from the same
group, while is a strategic substitute of actiormsf individuals belonging to the other group. An
immediate implication of our theoretical framewadsk that the impact of the secession on the
welfare of both communities can be evaluated bkitgpat their population flows. In particular, if
members of a community benefit (suffer) from sepana they will have lower (higher) incentive
to migrate away. Another implication is that theasler community pushes to get on its own. The
model encompasses two reasons why separations hagghto higher payoffs. To the extent that
the split is due only to the taste for samenesserhomogeneous communities might be “happier”
but not necessarily richer. The desire of beingitenown might run against a more efficient
exploitation of the economies of scale associatéd size. In this case, we should observe post-

separation positive population trends, which godhiarhands with a declining economy. However,

2 The seminal contribution of Oates (1972) empleakithe conflict between tailoring public goods ps@mn to the
preferences of smaller groups and the presencpiltifv@rs across districts. See also Faguet (20Bd3ley and Coate
(2003) emphasize the political process generatdddally elected representatives, where the “wigrinalition” may
produce both misallocation and uncertainty on tfeigion of local public goods.
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separations might be good also for economic efimye For example, an homogeneous region may
set an economic environment that is more favorablérade and entrepreneurship, as in the
“parochialist” view of Bowles and Gintis (2004).tAfnatively, an homogeneous society is likely to
have more “voice”, when higher community involvernemerts stronger pressure on the central
government. Thus, as a results of a community s@itmight observe upward sloped trends for

both population and growth.

In the empirical analysis, we consider the impdd¢he Molise secession from Abruzzo in 1963.
As predicted by the model the separation was duéhéopressures coming from the smaller
community, that of Molise. The consequences on-kengn growth (in terms of per-capita GDP)
are analyzed by using a synthetic control appr¢e€®G", hereafter), which is particularly appealing
for small-sample comparative studies: see Abadt@ardeazabal (2003); Abadie, Diamond, and
Hainmueller (2010). We find, thabthregions gained from the split. Our findings alsggest that
such higher growth rates were due to higher ratgwigate and public capital accumulation, and
did not derive from public employment expansiongrothe 1970s and 1980s. Unfortunately, the
SC routine is not implementable for population. YWerefore resort to a different identification
strategy (Difference-in-Differences, hereafter alfaiD”) and show that the 1963 secession
increased local population dynamics, in both Molged Abruzzo, thus substantiating the
theoretical model. Overall, our evidence seemset@dnsistent with the cultural homophily story
proposed here: the findings suggest that the pesithpact on population began right after the
separation while the economic benefits from theession started to accrue only in the Seventies,
when ltaly’s devolution materialized. The taste $ameness seems thgma-facie cause of the
split, which later on — when regions gained sulisthdiscretion in the allocation of public funds

and power to legislate — resulted also in highenemic growth.

The paper is organized as follows. Section 2 gavbsef historical account of the process which

led to the split between Abruzzo and Molise. Inti&ec3, we propose a theoretical model that gives



an interpretation for the motivations of split. 8@e 4 provides evidence on the impact of the

separation for both Abruzzo and Molise. Sectiombatudes.

2. Pushing for independence: a dig into the historgf Molise’s secession

Since the birth of the Kingdom of Italy (1861), theuntry had been characterized by a high
degree of centralization in government, consida®d hecessary remedy for the weak integration
of the new nation statgPutnam, Leonardi, and Nanetti, 1993, p. 18)rddticed by the Italian
Constitutional law of 1948, Regions were the fagempt to attribute functions which were typical
of the central government (in particularly, the powo legislate) to a more decentralized level.
Article 5 of the Italian Constitutional Law statétht “Italy recognizes and promotes autonorhies
whereas the Article 115 specified thaedions are constituted as autonomous entities tinér
own powers and functions, in accordance with thegyples set out in the Constitutional Law
Despite the intention of the Constituent Assemblgévolve substantial powers to the Regions, the
implementation process took years to reach the: gioalas gradually awarded starting from the

seventies.Figure 1 shows a map of the Italian regions.
[Figure 1]

In this context, the events of Abruzzo and Molispresent a unique case study. Historically, the
region of Molise experienced various jurisdictioaalangements. For most of the time, Molise was
either by itself, or part of coalitions that didtmaclude Abruzzo. The region enjoyed autonomy and
integrity during the Middle Ages. Then, — under thke of Frederick Il — it was merged with inner
areas of Lazio and Campania. During the Spanishirddion, Molise was part of the present

province of Foggia (in the Apulia region). Autononvgs re-gained under Napoleon, but then again

% Here we provide an account of the features oflthléan “ordinary” regions, covering 85% of Italyjsopulation;
“special” statute Regions (Sicily, Sardinia, AoMalley, Trentino-Alto Adige, established and oparatsince 1948;
and Friuli-Venezia Giulia, that gained her spedtdtus in 1963) were given greater autonomy - hotkerms of
competences and fiscal capacity.
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- under the Kingdom of Naples - the territory wasded in four different jurisdiction, where some

municipalities were merged with others located bruzzo (see also Petrocelli, 2006).

In the aftermath of the Second World War, during thiorks of the Constituent Assembly,
political representatives from the region assertedt Molise should be recognized as an
autonomous entity. This consideration mainly stamd the presumption that Molise was a
“territorial entity with its own characteristics, to from the ethnic, geographic, economic and
social point of viel(see the transcript of the Parliamentary 4qis26,744). This recommendation
was, at first, favorably considered by a sub-comsmis of the Constituent Assembly but,
eventually, it was not admitted: since many othemritories were advocating autonomy, the
Constituent Assembly decided to restrict the Ifstegions to be included in the Constitutional Law
to 19 areas. The list did not include Molise asaatonomous region, but Abruzzo and Molise as a

whole.

The Constitutional Law (Art. 132) envisaged thettbiof new Regions, provided that some
conditions were met. There must have been: i) adtlé million inhabitants in the Region; ii) a
proposal by a set of municipal councils represgnéinleast 1/3 of the populations concerned; iii)
the approval by majority vote of the involved pagiidns through aeferendumAs Molise had less
than 400,000 inhabitants, quite far from the ont#ani threshold, Art. 132 would not have served
the cause of the autonomy. However, in 1948, asii@y legal provision (number Xl) was
introduced. This norm stated that, for 5 yearsof@ihg the approval of the Constitutional Law
(1948), it would have been possible to change tbe df regions without satisfying all the
requirements cited in Art. 132. The only conditisias to ‘tonsiderthe opinion of interested
population$. As for the rationale behind this transitory pigign, little can be found in the official
sources. Likely, it was due to the lobbying acyiof the Molise’s representatives, who managed to

keep the autonomy’s option alive.

* See, among others: legislature.camera.it/_dafilégvori/stenografici/sed0557/sed0557.pdf
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As an additional obstacle, the Parliament had redt defined the procedure to consult the
“interested population”. This issue was solved BwLn.62 (art. 73), approved on the™16f
February 1953, which decreed that the “interestgalifation” had to be consulted through the vote
expressed by municipal councils. At that point, boer, there was no time left to initiate the
consultation procedure. Thanks to the proposalesfa®r Giuseppe Magliano, a representative of
the Christian Democratic party with origins from hde, the expiration of the transitory legal

provision number XI was postponed to December 1963.

As for the consultation, almost the entire numbiemainicipal councils in Molise agreed to
secede. Also 1/3 of municipal councils in Abruzzergvin favor of separatidnThus, the municipal
councils favorable to separation added up to d wit#®,9 out of 1,7 million of inhabitants of
Abruzzo and Molise. In 1958, Senator Magliano atiteo colleagues started the parliamentary
procedure to approve the secession. The politicatgss was quite uncontroversial (basically,
almost all political parties agreed with the pragp$ although some dispute arose about the
number of Senators that were to be elected in Mbliotably, also the political representatives of
Abruzzo did not oppose. The separation processcehdears after its start, just a few days before
the deadline (31 December 1963). To give an idgaeeEnthusiastic reception that the news about
independence from Abruzzo had on the local pomrabf Molise, we report the following article

from the national newspaper La Stampa, on the dBbecember 1963.

MOLISE BECOMES REGION. CAMPOBASSO IS ITS REGION¥RITAL.

Despite the temperature below zero and a frozend viitowing from the snow-capped mountains, the
Campobasso population celebrated the birth of tbe negion, Molise, this evening. The Palace ofCitg
Council, the Province Council, public offices, amany private homes have illuminated windows. Inlipub
places, residents pay tribute and drink to the ewoic development of the region. The battle engdned
Campobasso and the 136 municipalities of the rediegan in February 1920, when the Councilor
Giovambattista Masciotta, in the session of thevitraial Council of Molise, supported the need fegional
autonomy. The issue was reaffirmed in the politetattions of 1921, when all the Molisans formesrale

list marked by Molise's coat of arms, to proteshiagt the formation of the electoral constituenbgtt
merged Campobasso together with Avellino and Bertevén the postwar period, the question was again
and more concretely addressed by the “Liberationm@uttee” of Molise and, in August 1945, was offigia
constituted the "Pro Molise Mobilization CommitteeVhich admitted members from every political

® At that time, there were 305 municipalities in Abzo: 136 in Molise.
® with the only exception of the Italian Social Movent, a right-wing post-fascist party which obtairsmost 5% of
votes in the 1963 national elections. This partya@ doubts on the benefits of decentralized gowents.
" In Italy the Senate of Republic is elected onargl basis.
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orientation. At last, the issue was brought to Ramlent in November 1946: the Constituent Assensblyed

a first informal recognition with the promotion @n inquiry aimed to receive the opinions of the
municipalities concerned. The bill has been bougdirtween the two branches of Italian Parliamentrfr
24 October 1952 to today. It was approved by theageonly in July [1963] and, in September [1963},
the Chamber of Deputies. Late in the afternoon"[b7 December, 1963] the City Council gathered in a
special session and unanimously endorsed an agémdspplaud the Parliament's deliberation and to
express its delight for the work carried out by Members of Parliament. At the beginning of thesiees
several thousand people organized a torchlight pssion, which trod through the main streets ofdite
Eventually, a laurel wreath was laid on the monutrierihe fallen(La Stampa, December 18, 1963, p.15).

Regional devolution made its first and timid appeae in late 1960s. Indeed, the
decentralization process had been stalling mairdgabse of political concerns: the Cristian
Democrats worried that, especially in Northern-Canitaly, they might lose power against
regional councils controlled by the Communist Paftyus, for more than 20 years, the Art. 5 of the
Constitution remained a dead letter. Eventualligva providing the electoral rules for the regional
councils was approved in 1968, amongst strong ofpposby conservative parties. A gradual
decentralization process started after the firgtoreal elections in 1970. Some limited functions
were attributed to Regions in 19Y20 more decisive step to devolution was taken 719

following the approval of Law 382 in 1975.

It is important to remark, however, that Italiangites had traditionally a low level of budgetary
autonomy (see, for instance, Scanu, 2017). Autonoitgxation was absolutely negligible, at least
until the 1990s. During the 1970s and 1980s, howeke regional system became a mechanism to
transfer selected functions, and the corresponeaagomic resources, from the central to the local
level. For instance, the devolution of 1977 imglithat 20,000 offices from the national
bureaucracy were dismantled and transferred t&Rdggons. According to some critics, the process
of devolution was responsible for an extraordinarease in public expenditures, driven by local
public employment (see Santoro, 2014). At the same, the increasing capacity to manage public
funds at the local level gave Regions a powerfstrument to tailor their expenditure to residents’

needs.

8 Such functions referred to: local municipal distsi and local police; agriculture, hunting and ifishsector; the
mineral and mining sector; school assistance; museand libraries; health and hospital care; trarispaurism and
hotel industry; urban planning; craft and profesaiceducation.
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3. The Model

The events we highlighted above emphasize somésféicat shape the model proposed here.
There were two communities within the same jurisdic (Abruzzo and Molise), then one
community (Molise, the smaller one) pushed for s&f@n into an autonomous jurisdiction,
without finding resistance from the other, larggommunity (Abruzzo). At the time of the split, in
1963, Italian Regions had very little fiscal diga. Thus, the new-born region had very little
space for raising taxes and allocating expendituhech are crucial ingredients in the literature on
the optimal size of jurisdictions. By building ohese observations, we point to cultural-ethnical
preferences and homophily as main drivers of thelit. spObviously, preference
homogeneity/heterogeneityer seis no novelty in this kind of literature. Here, viever, we
postulate that homophily, the preference for sam&niavors cooperation among members of the

same community and, thus, it has an impact on iddat actions and welfare.

We analyze a mass equal to one of individuals whdarn in the area considered. Natives are
exogenously parted into two communities, commuaignd communityB, of sizeQ = ; and1 —

Q, respectively. The two communities may have cotiflg interests, so each community will
evaluate the alternative payoffs of its typical nbemunder integration (the two communities co-
exist under a single jurisdiction), or secessidme (two communities segregate under separate
jurisdictions). Each individual is subject to anoslyncratic preference shock for the alternative
locations she considers. Thus, natives will deeutiether to remain in the region of birth, or to
move elsewhere. Further, individuals conjecturé¢ thafter mobility decisions are made — the share

of communityo. will be equal tag > 3, and the share of communfiywill be 1 — q.
The following timing of events is postulated:

Timet = 0. Political decision about integration or segregati

The mass of natives, parted into communitiesdp, evaluates the payoffs from integration
and secession by conjecturing that the share péistan community: is equal tog = 3. If
either community evaluates segregation more thiguation, secession will occur.

9



Timet = 1. Resolution of uncertainty.
The values of individual preference shocks for dachtion (*homeland” vs. “elsewhere”)
are revealed.

Timet = 2. Individual mobility choices are made.

Conditional upon the political decision takentat 0, and on the resolution of individual
uncertainty att = 1, each agent decides whether to remain and implethenoptimal
action, or to leave.

We now introduce the basics of the model. Individua either community choose an action.
The strategy of ageritbelonging to community is denoted by; > 0. We may think ofx; as the
amount of individual investment in entrepreneusativities’ Such an investment decision is
affected by interactions with both own and otheyugr's individuals. We define the average action

of members of group asx,, whilex; is the average action of members of grfup

We consider two polar regimes, denoted by the atdid = {0,1}. The two communities can
either be fully integrated, with= 1, or fully segregated, with= 0. Under integration, each native
conjectures that — should she stay — she will autewith a fractiong = > of individuals from

community a, and a fractionl — g of individuals from community3. The payoff of agent,

belonging to group, is given by:
Ul = a-xl-—g-xiz +b-q" xXg—c-(A=—q)- 1 x-xg+A1+¢. (1)
Similarly, agent—i, belonging to group, choosex_; = 0 to maximize her payoff:
ul; =a-x_l-—§-x3l-+b-(1—q)’-x_i-fﬁ—c-q-I-x_i-Ea+A-I+e_l-. (2)
Focusing on (1) — the interpretation of (2) isdlyi analogous — we postulate that> 0 denotes

the direct benefit that the individual gets fronr vestment, which has a quadratic cost that

depends ork > 0. A central feature of the model is homophily-drivexternalities, which affect

® As in Dalmazzo, Pin, and Scalise (2014), we miglsb interprety; as “effort” in providing services to own
community members, which may — at the same tineddae utility for members of the other group.
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the choice ofr;, and whose relevance depends on the size of lotmetersb, ¢). In particular,

b € (0,%) denotes the impact thagets from the investment of other members of #maesgroup,

a, while ¢ € (0,%), with ¢ < b, is the impact that gets from the investment of members of the
othergroup,f. Think, for example, of two different communitiegang together in the same region
under a common administration. A higher activityoefn group members, as pickedhy- q, will
favour the protection of interests, or provisionsefvices which are more likely to suit agéist
needs. By contrast, a higher activityather group membersg; - (1 — g), will favor the provision

of services that better serve other, and possibhflicting, interests’ On the other hand, the
constant A= 0 represents thadvantagesrising from integration, which may range fromsso
fertilization of ideas, to scale economies in threvgsion of local services (see, e.g., Alesina,
Baquir, and Hoxby, 2004; Andini, Dalmazzo, and dasi®, 2017). As noticed, however, the
advantages of unification between two regions witlie same country are far less sizable than
those that can be achieved — in terms of natioet@rnde, market size, or infrastructures such as
transportation and communication — under the uaifbnn of sovereign nations (see Alesina and

Spolaore, 2003).

On the other hand, if communities are segregatetl &a= 0 holds, the activity of grouf
members will not affect the payoff of individuals groupa, and vice-versa. Thus, secession will

avoid the costs, captured by parametesf cohabitation for heterogeneous communities.

Finally, ¢; is an idiosyncratic preference shock for the lecaiconsidered, distributed as an
Extreme Value Type-1 random variable with locatmarameter equal to zero and scale parameter

equal tod > 0.** The same assumptions hold for.. Indeed, given local conditions, individuals

9 In general, there are alternative stories, suchpasochialism” (see Bowles and Gintis, 2004), twstify the
separation of communities. Doing business with peeapb the same ethnicity may bring advantages daoéxclude
other ethnic groups from trading.

™ In this case, the mean valuespfis equal tof - y (the parametey is the Euler-Mascheroni constant, approximately
equal to 0.58), while its variance is equal%mz.
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may still express different evaluations about e location and, possibly, decide to move away.

The payoff that individual can obtain by leaving her birthplace to go elsewl®given by:

U, =u+§, 3)
where&;, the idiosyncratic preference shock fiher locations, follows the same Extreme Value
Type-1 distribution we postulated feyin (1). An expression similar to (3) holds for mdual - i
belonging to grou.
In what follows, we will solve the model backwarllge first characterize the mobility decisions
at datet = 2, conditionally on the realization of the locatishock at date¢ = 1, and on the
political outcome (integration or secession) atedat 0. This step determines the conjectured

shareqq*,1 — q*} that will be verified ex-post. Then, we solve thgimum problems (1) and (2)

under conjecturg” to determine whether the two communities sepacaitstay together.

3.1 The mobility decision
Suppose that agents of each community have evdltiz¢& optimum problems (1) and (2) at date
t=0, and uncertainty about preferences for locatiassbeen solved at datel. The indirect utility

of a typical member of communityis, under integration/ (= 1):
vl =uf +eg, (4)
and, under segregatioh<£ 0), is:
vl =u) + ¢, (5)

where{u},u!} are characterized in what follows. The individoah get utility (3) by leaving the

place of birth. Similar arguments also hold for thgical individual —i from communityg.

At datet=2, whichever the regimg= {0,1}, individual i will prefer to stay when it holds that

v} > 7, that is, when the following inequality is satixfi

12



ul +g =1+ with I = {0,1}. (6)

Inequality (6) can be rewritten ag; — & > — u/. Since the difference between two Extreme

Value Type-1 random variables is distributed asogidtic (see Anderson, de Palma, and Thisse,

1992), its CDF is given byF(g; — &) = M The fraction ofu-individuals who decide to

trenf5]

stay, denoted agy,, is thus given by:

¢l =———=  with I =1{0,13, 7)

while the analogous fraction fﬁFindividuaIs,¢l’;, is equal to:

¢h=———~,  with I ={0,1}. (8)

u-u

)
1+exp{ 9_1}

1
By referring to (7), we can now state a main imgdiien of the model. Since it holds th%%" >0,

we have the following:

Result 1. Wherns? > v} holds true, it follows thatp? > ¢L and vice-versa.

Result 1 shows that, if segregation produces a fpayigher than the one obtained under
integration, it will also raise the fraction afindividuals who decide to remain. In our contdkg
possibility to split the original region into twegregated and homogeneously populated areas will

reduce the incentive to migrate. A similar conaasholds for members of communfy

In order to characterize the conditions that gumenthe existence of a self-confirming
conjecture, we focus on the case when the comnasnitie integrated, thatlis= 1. Notice thaip?

andgbé are functions of;, sinceu; andul; are functions of;. Ex-post, the share of stayers from

13



Qg

communitya is equal to——————
yols €q 0L+ (1-Q)bh

= f(q). The conjecture will be confirmed ex-post when the

fixed point of g = f(q) is such thag > 2. We claim the following:

Result 2. When the communities are integrated and:Q the existence of a conjectuye € (% 1)

which is ex-post self-confirming is guaranteed bysuwtably large value ob, a measure of
dispersion of individual location preferences.

Proof. See Appendix Al.

In what follows, we first analyze the optimal deois of individuals under the conjectuyg,

and discuss the conditions under which secessiomnddes integration.

3.2 Secession vs. Integration

At time t=0, the communities decide whether to separate grtstgether by looking at the typical
member’s payoff under each option. Consider finsliviidual optimal decisions under the case of
integration, that is, wherd = 1. Each member of communitywill calculate the value ofx; > 0
which maximizes (1), given the actions of the athand conjecturg™ > 3. Similarly, each
member of communit$ will evaluate the actiom_; > 0 which maximizes (2). When individuals

in a community play the same action, we have symymwdthin groups and it holds that:

1 _ a—cx_i:(1-q"), 1 _ a-cxiq
x} = SeEdd) Socne ©)

k-bq* LT k-b(1-q")"
Since x} = x; andx!; = x_;, the two equations in (9) yield the following eduium strategies:

1+ _ __alk=(-g")(b+0)] (10)

X - 1
t kZ2—bk+q*(1—q*)(b%2—c?)

for members of community, and:

1o _ __ alk=q'(b+0)]

X_; = )
“t kZ-bk+q*(1-q*)(b2-c?)

(11)

for members of community.
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Substituting the equilibrium actions (10) and (iritp payoffs (1) and (2), we obtain the explicit

expressions for (4)-(5), respectively the indiretlity function of communityo’s and community

’s members:
1 _ a’k[k—(1-q*)(b+0)]? _ 1 .
vl - 2[k2—bk+q*(1—q*)(b2—02)]2 + A + Sl = ul + Sl, (12)
2 A% 2
pl. = a’klk—q*(b+c)] tA+e, = uli te, (13)

~L T 2[k2-bk+q*(1-q") (b2 —c2)]?
Expressions (12) and (13) have some propertieshaduie showed in detail in the Appendix (see
Appendix A2). First, bot} andv!; are decreasing in the parametewhich captures the costs of
an heterogeneous society. Indeed, the highethe higher the losses produced by actions of
members from the other community. Moreover, utilifyis increasing in, while v2; is decreasing

in q. Consequently, since it holds thgt= v2; forq* =1, we have the following:

Result 3. Wheng* > 2, then min{v],v1;} = v!;. In an integrated society, the equilibrium payoff
of a member of the minority group is smaller thia@ dne obtained by majority members.

Result 3 has an immediate intuition. Ungér> 2, residents from community are majority and
residents of community arg@ minority. Thus, a typicab’s member will suffer relatively small
losses from interaction with communifys individuals — indeed, such interactions are less

“frequent” — while enjoying relatively high gainsm interaction with people of her own group.

We now consider the alternative case, separatiooh shat I = 0. Under separation, the
interactions between the two communities are elted. This can be the case when a territory is

partitioned into two distinct administrative unifshe payoff of a community’'s member simplifies

to U =a-x; —%-xiz +b-x;-x, +¢. Similarly, the payoff of the typical individugrom

community B becomes U =a-x_; —%-xfi +b-x_; xg+e_;. When individuals in each

community play the same action, we have a symmetpglibrium such that:
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0

X

=x% == (14)

Thus, the utility attainable by andpp community members under separation is, respeytiegual

to:
a’k
v?=m+sizu?+si, (15)
and
a’k
vgi = 2k—b]2 ‘e = ugi +ée_; (16)

We can now discuss the condition under which séparaccurs. We postulate that separation
need not be consensual. If one of the communitagsvo part from the other, it will do so without
any further consequences, such as retaliationswpfkind*?> Consequently, Result 3 implies the

following:*?

Result 4. Secession will occur when it holds tffat> u?;. That is, when the inequality

a’k a’k[k—q*(b+c)]?
2[k-b]2 ~ 2[k2-bk+q*(1-q*)(b2—c?)]2

+ A (17)
is satisfied.

Since the minority group benefitess from integration, as emphasized by Result 3, ithis
minority itself that will drive secession whenewandition (17) is satisfied. Also, inequality (1)
more likely to hold when the cost of heterogenaayysummarized by, is larger. At the same time,
secession has an ambiguous impact on the welfaieeahajority. Indeed, when?; > u!; holds
true, it can either be the case thgt > u}, or u) < u}. In the former case, also the majority will

benefit from the split while, in the latter cadss majority is better off under integration.

Taken together, Result 1 and Result 4 deliver sHewviing:**

12 A similar assumption is made, for example, in Bardn and Faith (1987) and Bolton and Roland (1997).

¥ Recall thatl; andu®; are defined, respectively, in expressions (13) (a6l

4 The average payoff of a communts member ford = {0,1} is simply given by ; + 6 - y. See Note 11.
16



Corollary. If secession increases the payoff of #verage member of a community, then the
migration outflow from that community will decrease
Summarizing, the model has implications that areé@diately relevant for the case of Abruzzo

and Molise considered here. In particular:

(I) Suppose that the two communities are initiatifegrated under a single administration. Results
3 and 4 suggest that the smaller community (Molfsse) will drive the decision whether to
implement secession or not. This prediction seenimtl support: as we documented in Section 2,

the political representatives of Molise were thag® unceasingly battled for secession.

(I) Secession has an ambiguous impact on the magpmelfare (Abruzzo). Thus, when the
minority decides to separate, the majority mayegithenefit or loose. To this regard, it should be
recalled that politicians and a large share of patpmn from Abruzzo did not oppose the split from

Molise, perhaps anticipating that, even for Abrugzesidents, secession would not be unfavorable.

(11 As suggested by the Corollary, if secessiaises the average payoff of community members,

it will reduce their incentive to migrate away.

Thus, the central empirical implication of the mbidequite neat: if secession is beneficial for a
region, local population will increase. Howeverswiccessful separation may increase population
both because of its “amenity” value (the sheerslea of living in a more homogeneous society),
and because of its economic advantages (homoplalyfavour production and trade). If we focus
on the latter, the payoff function (1) can be saemet production from individual investment in the
presence of strategic interactions. Under secessiuy strategic complementarities will survive as,
e.g., in the Bryant’s game: see Bryant (1983). Assequence, if the separation is beneficial, both
individual investment and net product will be largeo assess whether secession was a good move,
or, on the contrary, was detrimental for econommagh, in the empirical section we will look at

per-capita GDP in the aftermath of the split.
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4, Empirics

In what follows, we will assess if the separatidriMmlise from Abruzzo had an impact on long
run economic performancésTo this purpose, we use GDP per capita as outafnirgerest and
apply the synthetic control approach (SC). We aisavide evidence on the population dynamics

experimented by such territories.

4.1 The synthetic control approach

The synthetic control has been pioneered by AbadieGardeazabal (200%)and it has also been
used for the analysis of regional developmentsally see, for instance, Barone and Mocetti, 2014;
Pinotti, 2015; Barone, David, and de Blasio, 20I8)e method can be easily sketched. Let us
suppose that the first region (i=1) is treated pndits are untreated. Lat; be the outcome that
would be observed for region i (i=1,....j+1) at ti@=1,....T) if exposed to the secession, afjd

be the outcome that would be observed for regi@sli,....j+1) at time t (t=1,....T) in the absence
of the event. The treatment (secession, in our)a@saurs inT, (with 1 < T, < T). It is assumed
that the treatment has no direct effect on theavaecvariable before it occurs so thgt= Y, for

any region i and any time such tha& T,.

The causal impact of secession is definedags= Yi — Y at timet>T,. Let D;; be an
indicator that takes value 1 if the region is the dreated (i=1) and> T,, O otherwise. The

observed outcome for any region i at time t is gilg:

Yie = Y + oDy (18)

5 For a general discussion on post-WWII economic aadial changes experienced in Abruzzo and Moles s
amongst others, Quintano (1986) and Felice (2008).

16 As argued by Athey and Imbens (2017, p. 9), theshod representgtfe most important innovation in the evaluation
literature in the last fifteen yeafsApplications include, for example, Abadie and r@eazabal (2003); Abadie,
Diamond, and Hainmueller (2010); Ando (2015); Bélier and Nannicini (2013); Peri and Yasenow (2015).
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We basically aim at estimatin@ o1, 1) Fort > T, oy = Y1y — Yot = Yy — Yt but Y is
by definition not observed. The synthetic contrppmach suggests estimatiii§ as a weighted
average of the units in the donor pool. Hence,tforT, the causal impact of the secession is

derived as:

Oy = Yye — Z;:; Wijt (19)

wherew; is the weight any region takes in the control giolhe weights are picked through a two-
step procedure. Le{; be a (kx1) vector of relevant pre-intervention aoates of the treated unit

andX, be a (kxj) matrix that comprise the same set afatteristics for the j controls in the donor
pool. Let V be a (kxk) symmetric and positive segfiidite matrix. The weights in equation (19) are
those that minimize the difference between treatatithe synthetic control unit with respect to the
set of identified covariates evaluated before tiervention took place. Operationally, the vector o

weights,W*(V), are taken to solve the following minimizatiproblem:

min(X; — XoW)'V(X; — X,W)  (20)

subject to the condition that, = 0, ..., wj,, = 0, andw; + --- + w;,; = 1. V is chosen so that the
synthetic control unit mimic the trajectory of tbetcome variable of the treated unit before the

intervention:

V* = argmin (Z, — ZoW* (V) (Z; — ZoW*(V)) (21)

whereZ,is a vector holding the outcome variable for tleated region up to the treatment peflgd

whereag,, is a matrix containing the same variable for thegjons in the control group.

4.2 Implementation of the synthetic control apptoac
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In our baseline empirical strategy, Abruzzo and istolare the two treated regions, while the
remaining six Southern (dviezzogiornd regions not experiencing any territorial splitp{fia,
Basilicata, Campania, Calabria, Sicily and Sardig@nstitute the donor pool of control regions.
Regions belonging to the South of Italy have vergicible properties as donors. First, they are very
similar to Abruzzo and Molise in terms of socio-eomic fundamentals, while the remaining part
of Italy is different from a number of dimensionsck as geography, infrastructures, access to
market, etc. that due to data limitations cannoémt@ely taken into account. Therefore, the use of

Southern regions as donors minimizes the riskakt@nates are confounded by omitted variables.

Second, as part of the Southern area of the cqubiuzzo and Molise benefited from a large
development progranC@ssa per il Mezzogiorppimplemented for four decades starting from the
1950s, to stimulate convergence between Italy’¢tfSaond the more developed North (D’Adda and
de Blasio, 2016). Thus, having Southern regionsasdrol units is likely to differentiate out the
effects of theCassa per il Mezzogionon local economic development, allowing us to ®oualy
on the consequences of the split. That being seedwill also use, for robustness purposes, the
entire set of Central-Northern Italian regions astols, with results that vary very little (see

Paragraph 4.4).

GDP data cover the period 1951-1992, allowing usualuate the impact of the secession on
long run growth 30 years after the interventione Hears between 1951 and 1963 are used as the
pre-intervention period, whereas years 1964-199 wsed as post-treatment period. We are
interested in evaluating the impact of the secessiderms of economic growth: our main outcome
variable is GDP per capita (indexed at 1951=100¢. W¥e as covariates in the synthetic control
procedure (the Xs) the most relevant predictorsutisequent regional economic growth. Similarly
to previous literature (see Barone and Mocetti,422arone, David, and de Blasio, 2016), we
include: the initial level of GDP per-capita, p&DP per-capita growth rate, the investment-to-

GDP ratio, the share of highly educatsl a proxy for human capital, population densigt n
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imports-to-GDP ratio, and the sectorial compositidrvalue added (agriculture, industry, market
service). We also use a measure of the local mimmage, which might have affected the regional
distribution of economic activity during our estitioem window (see de Blasio and Poy, 2017).
Tables Al and Table A2 in Appendix provides sumnsayistics and data description of variables

used in estimates.

Data used in the paper derive mostly from CREN&®arch center, and have been extensively
used in previous research. The only exception ta da educational attainment, which come from
the National Institute of Statistics (ISTAT), date surface (used to build the indicator of
population density) released by ISTAT throughAtkante Statistico dei Comyrmand the indicator

for local minimum wage that is produced by the atgi{and available on request).

4.3 The impact of local secession on economic growt

Exploiting the synthetic control procedure, we fthdt the pre-secession, per-capita GDP dynamics
of Abruzzo is well approximated by a combinationve¢ights given by Apulia (0.101), Sicily
(0.397) and Sardinia (0.502). When the treated iariMolise, we get positive weights from Apulia
(0.589), Basilicata (0.233), Calabria (0.164) amxly5(0.013). Table 1 compares the pre-secession
characteristics of Abruzzo and Molise with theimhetic control counterparts. The synthetic
control procedure allows for a good approximatitomg a large set of covariates, such as GDP per
capita and its annual average growth, human cagii@llocal minimum wage index, and indicators
of sectoral economic structure. Some differencgitalimited in magnitude, refer to investment,
net imports and population density. These diffeesnare higher for Molise which, however, is the
smallest region in the South of Italy and, therefanore difficult to mimic by a combination of
larger units. The synthetic control procedure aiaw to limit the differences with the treated sinit
which would be much larger when using simple avesagf both Central-Northern regions and the
Mezzogiornaregions never interested by local secessions]usirdted in the last two columns of

the table.
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[Table 1]

Figure 2 provides our baseline. It illustratespeegively for Abruzzo and Molise, the dynamics
of per-capita GDP compared to those referring ®&rtlynthetic control counterparts. For both
regions, the secession seems to have producedtag@aspact on long-run growth. From 1964 to
1970, when the split was formally approved butghbblic sector was still highly centralized, we do
not observe any impact of the intervention. For Mieuzzo region, per-capita GDP grew faster
than its counterfactual only from 1970 onwards. Malise, the benefits started to materialize by
the mid-seventies. We have also calculated thagr alie period 1970-1992, the benefits of
secession amounted to roughly a 1% per-year inergaper-capita GDP for both regions, not a
negligible gain. According to our theoretical mgdsdparation has to produce gains for the smaller
community (Molise), consistently with the evidenemwever, separation may have an ambiguous
effect on the larger community (Abruzzo). Our evide thus suggests that even the larger

community benefited from the split.

[Figure 2]

To investigate the channels through which secessfecsted per-capita GDP growth in Abruzzo
and Molise, we perform a simple growth accountirgreise. As in Pinotti (2015), we adopt a
Cobb-Douglas production function with constant nesuto scale in capital and labor (Barro, 1999)

of the following form:

InGDP, =Ina;+6-Inl;,+(1—-8) - Ink, (22)

where a is TFP§ if the labor sharel, andk are labour (i.e. total employment) and capitale Th
growth differential {) between Abruzzo and Molise, respectively, andr thynthetic counterparts

is given by the weighted sum of the growth diffeér@rfor the three components:

A(lnGDPt - lnGDPt_l) = A(ln at - ln at_l) + 8 - A(ln lt - ln lt—l) + (1 - 8) : A(ln kt - ln kt—l) (23)
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Table 2 shows the results from OLS estimation afagign (23). The regression uses data on
Southern regions taken from CRENOS for the peri®d011992. These data report information on
capital (also by type, private — kPR — or publi&P) and labor stocks. As shown in the table, we
cannot reject the hypothesis of constant retustéte (CRS), while the factor share for labor seems
to be somehow lower than 2/3. When capital is s#pdrinto private and public capital, we find

that only the former enters significantly, a staxd&sult in the literature.

[Table 2]

Based on the findings in Table 2, Figures 3 ando4 the growth of TFP and inputs over the
1970-92 period. Both regions seem to have bendfiited public and private investment. Molise, in
particular, seems to have enjoyed a significanmeiase in private capital starting from the middie o
the 1970s. This result is noteworthy: historiaree(sSantoro, 2014) suggest that the benefits from
the autonomy mainly materialized through higheralopublic employment, driven by the
reorganization of office workers from central tcetlocal level of governments. Our findings
suggest that redistributive policies implementedoulgh public employment (see Alesina,
Danninger, and Rostagno, 2001) have not been aneh#iirough which the gains from autonomy

have accrued.

[Figure 3]

[Figure 4]

4.4 Robustness analysis

To test the credibility of our results on long-rgmowth further, we will consider an additional sét

robustness checks.

First, we present a placebo study by virtually segeng the treatment to regions unaffected by

it (see Abadie, Diamond, and Hainmueller, 2010).olr setup, this amounts to estimating a

23



synthetic control for any unaffected region in th@nor pool, calculating the difference between
each region per-capita GDP and its synthetic cbattd comparing them with the growth paths of
Abruzzo and Molise. As Figure 5 shows, at the enth@ period under consideration, the per-capita
GDP gains estimated for Abruzzo and Molise are wdwéarger than those from placebo

experiments. The associated pseudo p-value folibagstimates is below 1%, thus supporting the
statistical significance of results. Table 3 shdiws balancing properties for the pre-intervention

covariates of the placebo experiments.

[Figure 5]

[Table 3]

Figure 5 also shows that, for some regions, thehgyie control method does not find an
appropriate counterfactual in the pre-treatmentoperThese discrepancies in the pre-treatment
period might confound the evidence we obtain far plost-secession period. Indeed, a large post-
secession root mean squared prediction error (RM&PHEOt enough to establish an impact of the
split, if the pre-secession RMSPE is also largeotAer way to assess the validity of our placebo
test is to look at the ratio of post/pre-treatm@MSPE, i.e. the average of the squared difference
between per-capita GDP of a region and its syrtletunterpart before and after treatment. Thus,
if the treated region stands out as one of theorsgwith a high RMSPE ratio, we can conclude that
the estimated effect is significant relative togalos. As Figure 6 shows, Abruzzo and Molise are

the regions with the highest ratios: again, thelimppseudo p-value is lower than 1%.

[Figure 6]

Figure 7 and 8 replicate the previous placebo exments as in Figures 5 and 6 by using the
Central-Northernregions of Italy (instead of the Southern regioas)the donor pool. While the

finding for Abruzzo remain undisputed, we find thhe RMSP of Friuli Venezia-Giulia is very
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close to that of Molise. This is not surprisingwawer, as this regions gained, exactly in 1963, its

special status (see Podesta, 2017).

[Figure 7]

[Figure 8]

Figures 9 eliminates Apulia and Basilicata from tlomor pool. Pinotti (2015) shows that these
two Italy’s regions fell pray of organized crimepapximately during the same years in which
Abruzzo and Molise started to enjoy the benefitssetession. Therefore, having Apulia and
Basilicata as controls might lead to overestimatbrhe split, to the extent that organized crime
deters economic growth. As showed in Figure 9, haneour results do not depend on the
exclusion of Apulia and Basilicata. Figure 10 ehiaties the main donor, as selected by the
synthetic control routine, for each treated regidmerefore, Sardinia is dropped out in the
estimation for Abruzzo, and Apulia is eliminated emhMolise is concerned. Baseline results are
still valid. Figure 11 provides the results we ai¢a when eliminating from the donor pool the two
Italian regions that are islands (Sicily and SagajinThese regions have a special status and are
relatively specialized in oil production (therefpmaight bring into the picture trends that havidit
to do with Italy’s regional developments during tt&70s and 1980s suffering oil crisis). Again,

our results remain undisputed.

[Figure 9]

[Figure 10]

[Figure 11]

Finally, we ran an in-time placebo test, in whihlk tlonor pool remains fixed, the treated unit is
always Abruzzo or Molise, but the treatment yeachanged. We use 1961 as “fake” treatment

year: 1961 represents the first year for which veaehenough (i.e. 10) pre-fake treatment
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observations and all covariates to be used in yin¢hstic control procedure are available. This
placebo experiment basically implies the pre-treatiperiod is divided into a sub-period acting as
a validation period. Figure 12 shows that no dieerg is observed before 1970, further confirming

our claim that the positive GDP effect of the segian on both regions materialized after that year.

[Figure 12]

4.5 The impact of local secession on populatioradyins

If a region gains from secession, the model suggistt we should find a positive impact on its
population. Figure 13 presents the population dyosat the regional level of resident population

in the Italian Mezzogiorno.

[Figure 13]

At first, we tried to estimate the population etfeof the secession by using synthetic control
methods. Unfortunately, this route was precludedhgyfact that, as evident from Figure 13, no
weighted combination of Southern regions could eninic the population dynamics registered by
Abruzzo and Molise in the pre-treatment periodthese two areas were the only two Southern
regions that lost population over the 1950s and&qbr a general discussion on the issue see also
Doudchenko and Imbens, 2016). Therefore, we resade Difference-in-Differences estimation
strategy. We use Census population data availaihe the National Institute of Statistics (ISTAT)
at decadal interval at the municipal level. For sa&e of comparability with the results on GDP
growth in Paragraph 4.3, we use data on populayoamics from the 1950s onwards. Hence, we
have a pre-treatment period (population growthhie 1961-51 decade) and a number of post-

treatment periods (the growth rate of populatiosubsequent decades).

We also make use of a set of covariates taken tt@8milaCensusdatabase (ISTAT).

These variables are available only from 1951 onwafe include available demographic and socio-
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economic predictors for population growth at thenmipal level. In particular, we consider the
masculinity ratio (i.e. ratio between males and d® population); the old/age index (i.e. ratio
between 65+ and 0-14 years old population), anctieeage household size. To take into account
local remoteness, we use the percentage of residerstcattered houses over total population. To
consider wealth and local conditions of the labmarket, we consider the home ownership rate
(i.e. ratio of owner-occupied units to total resitlal units), the employment rate, and a measure fo
local wages (WZ). The level of human capital iskpit up by the percentage of people with high
school degree or higher level of education. We add an index for gender differences in
educational attainment (i.e. ratio between perga#aof males and females - in terms of their
respective population - who have a high schoohigher, level of education). All the covariates, at

any decade, are included both at their initial lewel in growth-rate to take trends into account.

DID estimates in Table 4, Column 1, show that thmpact of the split on the population
dynamics of treated regions is positive and stadkdady in the 1971-61 decade. Thus, the
secession began to reduce the strong (negativejngpppulation growth among municipalities
located, respectively, in treated and in contragiors. Estimated effects are even larger when
controlling for socio-demographic and economic elteristics of municipalities (Column 2).
Columns (3) and (4) present separate estimatdddbse and Abruzzo: we find that the population
response for Molise is substantially higher tham ¢dhe for Abruzzo. This is in line with the story
proposed here, in which the benefits of secessierhigher for the small community, the one that
makes pressure to split. Finally, in Columns 5 d&dve use as control group only those
municipalities that the synthetic control methodests as appropriate, based on the similarity of
pre-intervention trends and other covariates regoirt Table 1. Results are in line with those from

the previous columns; although the Molise respatsmuates somehow.

[Table 4]
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To test for the plausibility of the parallel tremdsumption, we also present a set of DID
regressions where only pre-treatment periods aeel.uShe population Census survey, usually
conducted in Italy the first year of any decades wat carried out in the 1940s, but in 1936. Hence,
we test for the validity of the parallel trend asguion by considering population dynamics in
treated and control municipalities almost 30 ydastore secession took place (using population
growth in 1961 —i.e. 1961-51 — and in 1951 —1951-36). Unfortunately, data on covariates are
not available before 1951. Table 5 shows resuiis1fthe same empirical models we presented in
Table 4, when placebo DID regressions without cew@s are run. If treated and controls
municipalities had moved on similar population gtiovpatterns before the split, satisfying the
parallel trend assumption, we should not find amfidically significant value for the estimated
DID coefficient of interest. Table 5 suggests ttias is indeed the case and, therefore, our DID

results in Table 4 appear to be reliable.

[Table 5]

5. Conclusions

The secession of Molise from Abruzzo representsigue case in the post-war Italian history. In
the early 1960s, the time of the political prockssling to the split, there was a high degree of
centralization in the public administration. Thtlse potential advantages from local management
of public policies and legislation were still lalgainclear. Indeed, the motivations for the split
which were commonly put forward hinged on cultuaald ethnical differences between the two

communities involved.

For these reasons, the model proposed here dodwmiitebion the standard fiscal factors that are
usually exploited in theories of the size of jurtdihns but, instead, it focuses on the incentiwes
cooperate in heterogeneous environments. In p&atjcwe look at the incentive to contribute, in
terms of individual “effort” or “investment”, whepeople from one community have, or have not,

to interact with people from the other community.individuals have an “homophily” bias,
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contributions will be larger in an homogeneous nment. In this perspective, the separation is
likely to have favored the build-up of local sociabhesion in Molise and, possibly, even in

Abruzzo.

The empirical findings we present actually showt talise and even Abruzzo enjoyed sizeable
demographic and economic advantages after thesseset line with the model’s predictions, we
show that the 1963 secession began to halt outatiogis from Molise and Abruzzo already in the
Sixties. Local per-capita GDP growth, which matered after the implementation of the fiscal
devolution over the 1970s, has mainly come frona@releration in the accumulation of private and

public capital, rather than from redistributive ip@s aimed at inflating local public employment.
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Table 1. Economic growth predictor means beforesson.

Abruzzo Molise
Real Synthetic Real Synthetic Average of  Average of Central-
other Northern regions

Mezzogiorno

regions (not

experiencing

the secession)
GDP per capita 3315.8 3277.5 2920.4 2984.9 3126.1 5568.0
Annual GDP per capita growth rate 0.043 0.042 ©®.05 0.047 0.046 0.043
Investment-to-GDP ratio 0.255 0.323 0.214 0.367 318 0.271
Share of high educated 0.038 0.038 0.033 0.034 0510. 0.052
Population density 1154 117.0 85.6 141.2 201.5 202.1
Net imports-to-GDP ratio 0.153 0.207 0.100 0.248 0.191 0.004
Minimum wage index 80.8 81.4 79.4 80.7 83.0 94.9
Agriculture share of VA 0.149 0.138 0.189 0.163 135 0.071
Industry share of VA 0.227 0.251 0.217 0.216 0.23 0.343
Market services share of VA 0.391 0.375 0.361 8.39 0.405 0.430

Notes: The weights used to build the synthetic mstare: Apulia (0.101), Sicily (0.397) and Saidi0.502) for the Abruzzo region; Apulia (0.589),
Basilicata (0.233), Calabria (0.164) and Sicilyo(B) for the Molise region. The weights are chogeminimize the distance between treated and
synthetic control units in terms of variables désea in Appendix, Table A2. The last two columngresent population-weighted averages.
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Table 2. Estimated factor share in a Cobb-Dougtgsession (Mezzogiorno regions, 1970-1992).

Dependent variablén GDP, — In GDP,_4

Inl; —Inl_4 0.568*** 0.569***
(0.077) (0.077)
Ink, — Ink,_, 0.424%+*
(0.102)
In kPR, — In kPR,_, 0.349%
(0.111)
In kP, — In kP,_4 0.070
(0.061)
Constant 0.006 0.007
(0.004) (0.004)
N 176 176
Test CRS 0.946 0.926
Testx=2/3 0.202 0.209

Notes: The table presents regression coefficiefitproduction function estimates across Mezzogiorno
regions. In the second column is also experimedieiding capital (k) in her private (kPR) and pub(kP)
component. The bottom part the table presents thiel \fésts for constant return to scale (CRS) ahdua
share being 2/3. Robust standard errors in parsistigignificance at ***=1%, **=5%, *=10%.
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Table 3. Economic growth predictor means beforesson. Placebo estimates.

Campania Apulia Basilicata Calabria Sicily réaia
Real Synthetic Real Synthetic Real Synthetic alRe  Synthetic Real Synthetic Real Synthetic

GDP per  3360.9 3220.3 3158.1 3147.6 2698.5 2925.1 2792.2 3064.4 2931.0 3135.1 3575.6 2992.2
capita
Annual GDP 0.041 0.045 0.047 0.046 0.047 0.045 0.044 0.046 0.053 0.047 0.032 0.044
per capita
growth rate
Investment- 0.313 0.289 0.274 0.303 0.641 0.317 0.322 0.388 0.273 0.292 0.373 0.410
to-GDP ratio
Share of high 0.048 0.036 0.037 0.042 0.027 0.037 0.034 0.038 0.045 0.036 0.033 0.038
educated
Population 336.1 155.3 172.7 167.5 63.9 137.0 136.1 116.8 179.6 167.2 56.4 195.2
density
Net imports- 0.171 0.166 0.153 0.196 0.544 0.184 0.174 0.283 0.185 0.173 0.234 0.279
to-GDP ratio
Minimum 88.3 82.8 83.1 82.2 76.8 79.1 77.8 80.3 815 .8 82 81.0 81.7
wage index
Agriculture 0.095 0.158 0.161 0.130 0.160 0.162 0.178 0.141 0.134 0.161 0.136 0.140
share of VA
Industry share  0.273 0.225 0.211 0.232 0.248 0.205 0.190 0.238 0.195 0.213 0.303 0.240
of VA
Market 0.406 0.382 0.393 0.405 0.378 0.406 0.410 0.390 0.439 0.392 0.321 0.399
services share
of VA
Weights Apulia (0.851) and Campania (0.123), Sicily Calabria (0.635), Sicily Basilicata (0.233), Sicily Apulia (0.950) and Campania (0.399),

Sardinia (0.149) (0.623) and Sardinia (0.243) and Sardinia (0.476) and Sardinia Basilicata (0.050) Basilicata (0.287) and

(0.254) (0.123) (0.291) Sicily (0.314)

Note: The weights are chosen to minimize the desdretween treated and synthetic control uniterims of variables described in Appendix, Table A2.
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Table 4. The impact of local secession on populagi@wth.

DID DID DID, only DID, only DID, only Abruzzo as DID, only Molise as
Abruzzo as Molise as treated and only treated and only
treated treated regions with positive  regions with positive
weight in its SC as weight in its SC as
controls controls
1) 2 3 4) ) (6)
1961-51 growth rate X
TREAT (ref.)
1971-61 growth rate X 0.026** 0.046*** 0.035** 0.076*** 0.054*** 0.064***
TREAT
(0.012) (0.014) (0.014) (0.013) (0.019) (0.014)
1981-71 growth rate X 0.062*** 0.097*** 0.086*** 0.135%** 0.106*** 0.125***
TREAT
(0.015) (0.017) (0.018) (0.012) (0.020) (0.015)
1991-81 growth rate X 0.082*** 0.102*** 0.099*** 0.136*** 0.101*** 0.127***
TREAT
(0.014) (0.016) (0.018) (0.013) (0.025) (0.018)
Covariates No Yes Yes Yes Yes Yes
No. of observations 9052 9052 8532 7924 4464 4744

Notes: All the regressions include a dummy fortieatment (TREAT), time fixed effects (1971-61; 19RL and 1991-81), and the constant. We use asiates 18 relevant
predictors (demographic, economic and social) qfubetion growth at the municipal level. At any déeawe include the decadal initial level of: petege of residents in
scattered houses over total population; masculmaitip (i.e. ratio between males and females pdioulg old/age index (i.e. ratio between 65+ antMOyears old population);
average household size; home ownership rate iie. of owner-occupied units to total residentiaits); employment rate; a measure for local wayég)( an index for gender
differences in educational attainments (i.e. rafipercentages of males and females — in terms-ofe@rs old respective population - having a higios! or higher level of
education); a raw index for educational level (percentage of people with high school degree gindvilevel of education over 6+ years old populgtid\ll the covariates are

also included in decadal growth rates. Robust stahdrrors clustered at the provincial level (NU)jSSignificance level at ***1%, **5%, *10%.
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Table 5. Testing the parallel trend assumptionoipypation growth.

DID DID, only Abruzzo DID, only DID, only Abruzzo as DID, only Molise as
as treated Molise as treated treated and only regions treated and only regions
with positive weightin  with positive weight in
its SC as controls its SC as controls
1) 3 4 ®) (6)
1951-36 growth rate X TREAT
(ref.)
1961-51 growth rate X TREAT -0.008 -0.001 -0.023 .01® -0.031
(0.021) (0.021) (0.037) (0.027) (0.038)
Covariates No No No No No
No. of observations 4526 4266 3962 2232 2372

Notes: All the regressions include a dummy forttkatment (TREAT), time fixed effect (1961-51), ¢hd constant. Robust standard errors clusterdgbat
provincial level (NUTS 3). Significance level at*%, **5%, *10%.
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Figure 1. Regions of Italy.
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Figure 2. Trends in GDP per capita in Abruzzo arai$¢ (index 1951=100).
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Notes: The graphs report the GDP per capita (idd®51=100) of the treated regions (Abruzzo and Mgland
of the respective synthetic control. The weights @pulia (0.101), Sicily (0.397) and Sardinia @5 for the
Abruzzo region; and Apulia (0.589), Basilicata @B, Calabria (0.164) and Sicily (0.013) for the IMe
region. The weights are chosen to minimize theadist between treated and synthetic control unitsrins of
variables described in Appendix, Table A2.
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Figure 3. Trends in GDP components in Abruzzo.
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Note: The graph decompose GDP growth in terms@ftir of TFP (total factor productivity), labour (&b
employment), private and public capital, private gublic employment. All graphs present the valiogs
Abruzzo (solid line) and the synthetic control (ded line), as well as the difference between thederies
(grey bars). Total factor productivity is calculdtes a residual assuming that the factor shardalfour is
2/3, for private capital is 1/3, and for public tapis 0. The weights are: Apulia (0.101), Sigi/397) and
Sardinia (0.502). The weights are chosen to mirentie distance between treated and synthetic dontro
units in terms of variables described in Appendiable A2.
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Figure 4. Trends in GDP components in Molise.
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Note: The graph decompose GDP growth in terms aivtir of TFP (total factor productivity), labour (&b
employment), private and public capital, privatel gublic employment. All graphs present the valfgs
Molise (solid line) and the synthetic control (degHine), as well as the difference between the denes
(grey bars). Total factor productivity is calculdtas a residual assuming that the factor sharelalfour is
2/3, for private capital is 1/3, and for public &apis 0. The weights are: Apulia (0.589), Basilig (0.233),
Calabria (0.164) and Sicily (0.013). The weights ahosen to minimize the distance between treatdd a
synthetic control units in terms of variables désenl in Appendix, Table A2.
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Figure 5. GDP per capita gaps in Abruzzo and Mddisé placebo gaps in all other Mezzogiorno
regions (index 1951=100)
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Notes: The black solid line represents the Abruzgion, the long dash black line represents the
Molise region. The weights are chosen to minimize tistance between treated and synthetic
control units in terms of variables described irpApdix, Table A2 (details can be found in Table 1
— for Abruzzo and Molise — and in Table 3 for placexperiments).
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Figure 6. Post/Pre policy mean squared predictroor.eOther Mezzogiorno regions as the
donor pool.
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Notes: The Pre period is the time span 1951-196@re@as the Post period treatment is 1970-1992.
The weights are chosen to minimize the distancedst treated and synthetic control units in terms
of variables described in Appendix, Table A2 (detaan be found in Table 1 — for Abruzzo and
Molise — and in Table 3 for placebo experiments).
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Figure 7. GDP per capita gaps in Abruzzo and Mcadisd placebo gaps in all Central-Northern
regions (index 1951=100)
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Notes: The black solid line represents the Abruzgion, the long dash black line represents the
Molise region. The weights are chosen to minimize tlistance between treated and synthetic
control units in terms of variables described irpApdix, Table A2 (details can be found in Table
1 — for Abruzzo and Molise — and are available upgbe authors on request for placebo
experiments).
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Figure 8. Post/Pre policy mean squared predictioor.eCentral-Northern regions as the
donor pool.
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Notes: The Pre period is the time span 1951-196%re@as the Post period treatment is 1970-
1992. The weights are chosen to minimize the digtdretween treated and synthetic control units
in terms of variables described in Appendix, TaB (details can be found in Table 1 — for
Abruzzo and Molise — and are available from thdaxg upon request for placebo experiments).
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Figure 9. Trends in GDP per capita in Abruzzo arali$é: excluding Apulia and Basilicata
(regions suffering expansion of organized crimetisig from the 1960s) (index 1951=100).
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Notes: The graphs report the GDP per capita (irkd#54=100) of the treated regions (Abruzzo and M9lend of
the respective synthetic control. The weights &ampania (0.619), Calabria (0.126), Sicily (0.18aY Sardinia
(0.105) for the Abruzzo region; Calabria (0.423iil$ (0.508) and Sardinia (0.069) for the Molisegion. The
weights are chosen to minimize the distance betwesmated and synthetic control units in terms ofialdes
described in Appendix, Table A2.
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Figure 10. Trends in GDP per capita in Abruzzo dlise: excluding the main donor
(Sardinia in the case of Abruzzo; Apulia in theecasMolise) (index 1951=100).
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Notes: The graphs report the GDP per capita (ild54=100) of the treated regions (Abruzzo and M9ylend
of the respective synthetic control. The weights &ampania (0.374), Apulia (0.579), and Calal®i@Z9) for
the Abruzzo region; Basilicata (0.592), Sicily @13 and Sardinia (0.066) for the Molise region. MrEghts
are chosen to minimize the distance between treatddynthetic control units in terms of variabdescribed in
Appendix, Table A2.
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Figure 11. Trends in GDP per capita in Abruzzo ahalise: excluding the two Italian
islands (Sicily and Sardinia) (index 1951=100).
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Notes: The graphs report the GDP per capita (idd4d=100) of the treated regions (Abruzzo and Mgland
of the respective synthetic control. The weights: &@ampania (0.270), Apulia (0.554), Basilicated4@), and
Calabria (0.137) for the Abruzzo region; Apulia8Dl) and Basilicata (0.129) for the Molise regidine
weights are chosen to minimize the distance betvirsaied and synthetic control units in terms afialdes
described in Appendix, Table A2.
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Figure 12. Trends in GDP per capita in Abruzzo Bialise: fake experiment with
treatment’s start year 1961 (index 1951=100).
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Note: The graphs report the GDP per capita (ind5d£100) of the treated regions (Abruzzo and Mplisel
of the respective synthetic control. The weights: akpulia (0.308), Calabria (0.086), Sicily (0.36&hd
Sardinia (0.238) for the Abruzzo region; and Ap0a331), Calabria (0.641) and Sicily (0.028) foe tMolise
region. The weights are chosen to minimize theadist between treated and synthetic control unitsrms of
variables described in Appendix, Table A2, whentthatment is moved to 1961.
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Figure 13. Population dynamics in the Italian Magamo (index 1951=100).
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Appendix.

Al. Proof of Result 2.

- Qda - - : :
The functionf(q) = m defined in the text can be rewritten as:
~ -1
1+exp{u_9ui1}
f@=0 30+ —-Q)[———==3|¢ - (A1.1)
1+exp{ _L}

The conjectureg € (0,1) is ex-post self-confirming when it is a fixed poof f(q) € (0,1). Since
we assumed that natives of communitgre the majority, that i€ > 3, we will concentrate on the

correctness of conjectures such ipat 2.

Consider first the special case when the nativeseofwo communities have equal size,

Q = 1 - Q = 3. Under the conjecture= 3, the members of each community get the same fayof

u} = ul; . Thus, one obtains thffq) = Q = 1 = q: the conjecture is confirmed.

We next consider the general case@p> >, starting with the characterization of the fuanti

f(q). Notice first that, foy = 2, f(2) = Q > Hence, poin(%,f(%)) in the spacdq, f(q)) will
lie above the 45° line. As a consequence, the engst of a conjecture € (%1) that is confirmed

ex-post requires thaf’'(q) be sufficiently small when positive. From inspectof (1) and (2),

notice that L > 0 for anyx; UZi < 0 for anyx_; > 0: thus, —‘ >0 and 2 ; <0.Y

Consequently, it holds that:

ﬁl

Q(l_Q){ 1+exp{~ } dd
{eltveml =
Q|1+exp

Y This conclusion is further confirmed in Appendi2.A
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1+exp{

}] dz" } 0. (A1.2)

4

f'(@) =

ﬁl

+(1-Q) 1+exp{




Finally, to prove the claim in Result 2, we havecheck thatf'(q) becomes sufficiently small

when the dispersion across location preferencesjeasured by, gets sufficiently large. Since it

1

‘}] = limg_ [1 + exp {ﬁ_Tul‘l}] = 2, expression (Al1.2) implies

U—-u
6

holds that limg_,, [1 + exp{

that limg_,, f'(q) = 0.

As claimed, a suitably large value®nsures the existence of a fixed poin@im).

A2. Properties ofv}, vl)).

The derivative oby} with respect tg* is given by:

dvl _ a’k(b+0)[k—(1-g")(b+0)[{k[k—2b(1-q")—c(1-2¢")]+(b*~c*)(1-q")?}

dq* [kz_bk+q*(1_q*)(b2_cz)]3 > 0- (A2.1)
Similarly:
1, 2 —a* _ _ (120" — (P2 — 2 (%) 2
dvl; _a k(b+c)[k—q*(b+c){-k[k—2bq*—c(1-2q")]-(b?—c?)(q") }< 0. (A2.2)

dq* [k2-bk+q*(1-q*)(b%~c?)]3

The derivatives o} andv!; with respect ta are, respectively:

dv} _ a’k(1-q")[k—(1-q")(b+O){-klk—b—cq*]-q" (1-q") (b+c) (b—cq™)} <0
dc [k2—bk+q*(1-q*)(b2—c2)]3 ’

(A2.3)

dvl; _ a’kq’[k—q*(b+c)[{-k[k—b-2c(1—-q")]-q*(1—q")(b+c)[b—c(1-2q")]}
dc [k2—bk+q*(1-q*)(b2—c?)]3

< 0. (A2.3)
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Table Al. Summary statistics of data used in tmhstic control procedure. Full sample (1951-1992).

Number of Mean Standard min max

observations deviation
GDP per capita 840 7077.5 3384.5 1745.1 15589.8
Annual GDP per capita growth rate 820 0.035 0.040 0.090 0.321
Investment-to-GDP ratio 660 0.254 0.069 0.151 0.674
Share of high educated 100 0.107 0.069 0.022 0.296
Population density 840 166.5 96.4 28.8 430.7
Net imports-to-GDP ratio 600 0.070 0.124 -0.141 40.5
Minimum wage index 840 95.3 7.1 74.0 100.0
Agriculture share of VA 660 0.068 0.037 0.018 0.198
Industry share of VA 660 0.299 0.075 0.167 0.582
Market services share of VA 660 0.448 0.058 0.250 598
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Table A2. Description of data used in the synthetictrol procedure.

Description Period Specification used in the Source
synthetic control procedure
(Xs pre-treatment)

GDP per capita Gross Domestic Product per inhabitan  1951-1992 Average 1960-1963 CRENo0S
(Euros at 1990 constant prices)

Annual GDP per capita Annual growth of GDP per capita 1952-1992 Average 1951-1963 CRENo0S

growth rate

Investment-to-GDP Gross fixed investment over GDP 1960-1992 Average 1960-1963 CRENo0S

ratio (Euros at 1990 constant prices)

Share of high educated People having a upper sappnd 1951, 1961, 1971 Average of years 1951 and Population and Houses Census, National Institute of
degree or higher level of education 1961 Statistics

over population with 6 years or more

Population density People per square km 1951-1992 Average 1951-1963 Data on inhabitanrtdtom the National Institute of
Statistics and data on surface by #ilante Statistico
dei ComuniNational Institute of Statistics)

Net  imports-to-GDP Difference between the value of 1963-1992 Year 1963 CRENoS
ratio imports versus exports over GDP
(Euros at 1990 constant prices)
Minimum wage index Local minimum wage 1951-1992 Average 1951-1963 Authors’ elaboratioseldaon information provided by

collective bargaining agreements and data on
workforce (National Institute of Statistics)

Agriculture share of Share of value added in agriculture 1960-1992 Average 1960-1963 CRENo0S
VA (Euros at 1990 constant prices)
Industry share of VA Share of value added in ingust 1960-1992 Average 1960-1963 CRENo0S
(Euros at 1990 constant prices)
Market services share  Share of value added in market 1960-1992 Average 1960-1963 CRENo0S
of VA services (Euros at 1990 constant
prices)

55



