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THE IMPACT OF CRIMINALITY ON THE
PRODUCTIVITY OF THE SOUTHERN ITALIAN
ECONOMY: A REVIEW OF THE EMPIRICAL STUDIES

FERDINANDO OFRIA AND DOMENICA FARINELLA!

Past studies have highlighted how criminality acts
as an obstacle to development in the south of Italy, by
diminishing the institutional “quality” of the social -
fabric and increasing business costs. In particular,
a series of analyses based on an econometric study,
have revealed the existence of a negative link
between criminality and business productivity. This
article briefly examines the theoretical reference
background and reviews the literature, underlining
the techniques used and the main results obtained.
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1. The theoretical context: criminality and institutional
analysis

Since the 1990s there have been many studies on the
relationshipbetweeneconomy,criminalityanddevelopment
in the south of Italy (among others, Centorrino and Signorino,
1997; Centorrino et al 2003). In particular, these have tried

L. This article is the fruit of 2 joint effort. For academic reason, sections 1
and 3 should be attributed to Domenica Farinella, and the remainder to
Ferdinando Ofria.
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to show how the presence of criminal networks, including
those with mafia-type characteristics, represent an obstacle
to economic growth and to the diffusion of social well-being
in the territory, and help to explain the enduring differences
between the regions. These types of analyses is part of a very
dense theoretical framework, which, in turn, opens up other
subjects areas.

Ininternational publications (among others, Heidenheimer,
1970; Shelley, 1994; Cohen, 1996; Kind, 1999; Shapland et al.,
2003; Ponsaers et al., 2008; Vander Beken and Van Daele,
2008), 'much space has been dedicated to criminal behaviour
and the way in which criminal activity is organized, and
how it gains access to markets and conditions the process of
reproduction within the local economy. From a micro point
of view, Becker’s studies (1968) on criminal behaviour as a
rational decision, highlight how the choice to commit crime
may be a more than legitimate one in comparison to other
behavioural decisions, especially in an extremely unregulated
context, where the regulatory powers of laws and sanctions
have been depleted.

On amacrolevel, and within the area of neo-institutionalism
and the studies on opportunistic behaviour and free-riding
(Olson, 1965; Williamson, 1975; 1985), it can be seen how
criminal activity creates social uncertainty and considerable
difficulties for those wishing to enter the marketplace, thus
increasing business costs for the social actors. The role of
social institutions in helping to contain opportunistic and
ilicit practices, through the reduction of business costs
and by guaranteeing the application of contracts, has been
particularly highlighted (North, 1990).

These observations pick up important sociological themes
about the relationship between laws, regulation and social
stability. The constant inability of the institutional organs
to guarantee the application of laws and to regulate certain
areas or social needs, leads to the progressive undermining

‘of the legitimacy of the institutions, thus creating huge
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risks: as soon as the legal-rational power, on which the law
is founded, stops being recognized as socially ‘legitimate’,
it loses its effectiveness and no longer manages to create
‘obedience’ (Weber, 1961). This results in both the potential
erosion of the institutional system as well as the trust people
have in it. If the rules ‘do not’ regulate and ‘do not’ control
the actor, he will be under the impression that he is moving
in a social environment in which instability, uncertainty and
untrustworthiness predominate. The temptation towards
opportunism, free-riding and dishonesty, which form the
foundations for illicit and criminal behaviours and activities,
will become stronger and stronger, especially if we consider
that the most common tendency will be the desire forimmediate
results, rather than looking towards a future which appears
completely unpredictable.

As Donolo (2001:18) states, deregulation is an opportunistic
regime, in which we find “heightened negative externality,
information asymmetries, social opacity, distributive
injustices, erosion of commons and ecologies, widespread
social costs and dominant de facto power, uncertainty about
the law”.

In a situation such as this “staying within the boundaries of
formal regulations brings competitive disadvantages, so much
so, that behaviours that adapt themselves towards illegality
are to be expected” (Magatti 1994: 71-72), especially in the
sensethatillegal behaviours are so widespread and “practised”,
that they are no longer considered as such by those who live
and work in this environment, so that they eventually expect
this type of practice, as Sutherland et al (1939) have already
stated. It even becomes difficult to distinguish a borderline
between legal and illegal. This creates the development of
regular “functional surrogates” or “insurance” (Gambetta,
1989; Donolo, 2001), such as “protection” in return for payment.
For example, for a business, it may be more convenient and, on
balance, less risky to pay protection money rather than press
charges. This is the famous problem of the so-called “grey area”
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from which the mafia derives its strength (Sciarrone 2006),
thanks to the collaboration of external agents, businessmen
who are both associates and who collude, and for whom, from
a practical point of view, it may be more convenient to decide
to collude (Centorrino et al. 1999): the choice not to co-operate
is only convenient if the relationship between business and
criminal organization wears itself out, but if it lasts over
time and grows to “accommodate” other agents, then the
co-operative strategy may well bring greater advantages
(Sciarrone 2006).

Apart from the connection between the institutions,
deregulation and criminal activity, some research studies
have underlined the more social and relational aspects of
“corruption”, especially in relation to organized crime (Ofria
2006). A mafia network is always formed like a cluster,
dense and compact, but with many complex, shady outside
connections (Sciarrone 1998). For this reason, an analysis of
the diffusion of eriminal activity simply from an individualistic
point of view, of rational choice and structures that create
incentives, undervalues its true range (Granovetter 2006). On
the contrary, it leads to mechanisms that create consensus,
loyalty and legitimacy, which also develop inside criminal
groups. The latter have solid social networks, based on forms of
trust and particularistic social capital, which are positive only
for those who are members, and negative for the community
(Granovetter, 2006).

As already mentioned, in relation to the negative effects
on the development of the territory, criminality has been
pinpointed as a serious negative externality which influences
the economy in a negative way, increasing transaction costs
and, as a consequence, business costs, and it creates distinct
distortions in market functioning (Centorrino et al., 1999).

In general, ideas of this sort lead to the consideration that
criminality is just one of many aspects linked to the inefficiency
of the local institutions. From a sociological point of view, and
taking Banfield (1958) and Putnam (1993) as a departure
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point, it has been analyzed how institutional performance
within different territories influences their processes of
socio-economic development. These studies underline the
link between institutional factors and development, from a
historical, qualitative and comparative point of view.

Nevertheless, on the economic side, even after the stimulus
provided by the endogenous growth theory, one line of thought
has concentrated on the question from a quantitative point of
view, using econometric methodologies. However, asunderlined
by Cellini and Scorcu (1997: 460) it is “the identification of the
appropriate indicators (or rather the variables to consider as
empirical correspondents) that constitutes the crucial point
for all quantitative studies that inquire into the relationship
‘between institutions and growth”, also because “institutional,
social and economic phenomena interact in an extremely
complex way, making the identification of the connected
causes very difficult” (Cellini e Scorcu, 1997: 459).

Starting from the awareness of the difficulties in “defining”
and “measuring” the variables, economic studies which have
analyzed the relationship between criminality, development
in the South of Italy and the persistent differences between
territories, have tended to adopt a pragmatic and sector-based
approach. The aim i1s to measure, in quantitative terms, the
extent of crime, and especially organized crime, on the different
aspects of the economy. What has been specifically analyzed,
are the effects of criminality on variables such-as productivity
within the economic sectors, (cfr. see article below), public
spending (Felli and Tria, 2000; Del Monte and Papagni, 2001;
Caruso, 2008), foreign investment (Basile, 2001; Daniele,
2007; Daniele and Marani, 2008; 2010), the efficiency of the
credit market (Ofria, 1996; Centorrino e Ofria (1997); Ofria
and Venturi, 2000; Bonaccorsi di Patti, 2009) and so on.

These studies aim to confirm empirically, piece by piece,
the theory that the diffusion of organized crime in the South
means that competition is severely disadvantaged, which can
discourage investment in the South, even though the area



220 FERDINANDO OFRIA & DOMENICA FARINELLA

holds distinct advantages in that there are low labour costs
and investment incentives (La Spina and Lo Forte, 2006).

As already mentioned, some of these analyses have worked
towards verifying exactly how work productivity is negatively
influenced by organized crime.

Of the different branches of industry, work productivity
certainly represents a particularly sensitive indicator of the
quality and strength of the production area and the territorial
economic system.

Within Italy, it has already been underlined that there is
~a link between productivity levels and regional differences,
. showing that the more backward regions are those in which
" there is lower work productivity (for a review cfr. Ofria
1998a). The next step is to analyze the links between business
performance and criminality, also because those regions with
greater differences are also those in which there is a more
' deeply rooted presence of criminal organizations (in particular
Sicily, Campania, Calabria and Apulia). The analysis of the
links between work productivity and criminality can therefore
be considered a good proxy of the negative effects of criminal
activity on economic growth.

The aim of this article is to present an up-to-date review
of all the studies that analyze the effects of criminality on
economic productivity, highlighting both the techniques used
for the analysis as well as the results obtained. As the same
. Daniele (2009) underlines, it is a relatively narrow sphere of
studies, with a strongly empirical pattern and an econometric
form.

2. An overall landscape of work Productivity and
criminality

The first econometric study to analyze the impact of
criminality on the productivity of manufacturing businesses
on a regional level in Ttaly was by Busetta and Sacco (1992).
After this, there were in-depth examinations by Cellini and
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Scorcu (1997), Ofria (1997a, 1997b, 1998b, 1999, 2000) and
Centorrino and Ofria (2001; 2008), together with those by
Netti (1999), Felli and Tria (2000), who developed this idea,
using more sophisticated econometric methodologies and more
numerous data samples. The main objective in this work was
to single out the “criminality” variable as one of the causes or
co-causes for the existence of regional differences in business
productivity.

This and the following paragraph analyze the studies in
greater detail.

Busetta and Sacco (1992) have verified the existence of the
negative impact of criminality on the work productivity of
manufacturing businesses, by using ISTAT data with reference
to 1987, and by using an econometric methodology based
simply on the calculation of the linear correlation coefficient
between the work productivity of manufacturing businesses
and indicators of “economic quality” in the environment and
of the presence of economic infrastructures.

The indicators of environment quality were put together
using a simple arithmetical average, by collecting the following
indicators for each region:

a. protests, calculated as the number of protests over
bank loans;

b. banking distresss, calculated as the number of
banking distress over total credits cash;

c. unemployment, calculated as the number of people
looking for work over work force;

d. murders, calculated as the number of murders per
100,000 citizens. ’

The analysis highlights a significant correlation between
the quality of the environment and work productivity in
manufacturing businesses. In particular, the low level of
environment quality, which exists particularly in the southern
regions, inevitably leads to a low level of productivity.
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A series of studies by Ofria (1997a, 1997b, 1998b, 1999,
2000), which used data samples from the Quinta indagine sul
settore Manifatturiero (Fifth investigation of the Manufacturing
sector) made by Mediocredito Centrale, estimate, using
parametric methodologies, the global productivity for each
single business. These better highlight, in comparison to
the work by Busetta and Sacco, the negative effects on the
productivity of businesses due to environmental factors,
including criminality.

v In order to streamline this discourse, only the results
obtained from one of the most recent research studies in
this series of investigations, is mentioned here: Ofria (2000).
Although it confirms the results obtained from previous
research, unlike the others, this study analyzes each
manufacturing sector in econometric terms (Traditional, Scale,
Specialized, High Technology) and the different effects that
environmental factors have on those businesses that export
and on those who operate only within the national market. In
particular, this research tries to confirm whether certain socio-
environmental (presence of eriminality, social problems and
lack of infrastructures) and business factors (organizational
abilities and vertical integration) within the Italian regions,
which in other research studies have been relevant as far as
differences in productivity within the regions are concerned,
have a more important influence on exporting manufacturing
businesses or those who sell only on the national market. To
this end, data for 1991 was used, which regarded, of a sample
of 4,135 businesses, 166 distributed over the national territory.
The results show (Ofria, 2000: 62) that:

1) environmental factors influence businesses
belonging to all sectors in a more or less relevant
way; :

2) in sectors (traditional and specialized) where
the businesses are, on average, smaller in size,
environmental conditions influence non-exporting
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businesses to a greater extent, confirming the
results which emerged from the literature
mentioned above;

3) in those sectors (High Technology and Scale)
where there are mostly larger sized businesses,
environmental factors have less influence;

4) only in traditional sectors do all the variables have
the expected sign.

To sum up, therefore, the results of this research confirm
the hypothesis that environmental variables influence the
productivity of manufacturing businesses. This influence
assumes a greater statistical significance for those businesses
that belong to the «traditional» sector, and in particular, to
those who are not exportoriented.

Cellini and Scorcu’s study (1997) tries to analyze the links
between economic growth and the institutional apparatus,
starting from a regional-based data panel, dating from 1970 to
1991, based on the reworking of data from Istat and Svimez. At
first they do a Granger causality test, and then a multiple cross-
section regression and panel regression. The growth process 1s
measured by the level and growth rate of work productivity.
On a theoretical level, the variations in productivity can be
explained as a function of a series of institutional variables,
such as: catching-up, investments, schooling, growth of the work
force, consumer levels and public deficit. Given the difficulty
of assessing an overall model which simultaneously presents
all the institutional variables, the decision is made to measure
some specific empirical relationships. In order to do this, ali the
institutional variables are grouped together in groups which
refer to different dimensions. The most interesting regard the
economic-institutional and “social climate” aspects.

The first includes variables that are relative to the
structure of credit markets (the number of bank branches per
10,000 inhabitants, the employment/deposit relationship, the
sensitivity coefficient of consumer levels to current income)
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‘and work (reduced to the number of participants on courses for
professional formation in relation to resident population).
The second refers to the social climate, making reference to
a measurement of socio-economic conflict (given by the number
of hours lost through strike action) and “social problems”,
expressed by the erime rate, and given as the number of cases
of murder and attempted murder in relation to the population,
and by the number of robberies in relation to the population.
It should be underlined that here, it is general crime rates
that have been considered, not organized crime. The results
obtained are very dense. In relation to the links between social
yproblems and economic development, and starting from the
7 analysis of the mere correlation, the authors conclude:

a negative connection between productivity levels
and murder emerges: greater economic well-being
can be associated to a reduction in the numbers of
i cases of attempted murder and murder per capita.
Weak at first, the relationship becomes clearer and
clearer and at the end of the 1980s it is significantly
different from zero (Cellini e Scorcu, 1997:472).

However, the analysis of the simple correlation does not
permit the indication of the causality between the variables
considered, or an understanding of whether the relationship
is false due to some intervening variable. The analysis of
Granger causality and cross-section regression donot underline
anything of significance for the variables of criminality on
productivity levels, while in a context of dynamic regressions
on panel data, on a regional level, there are significant and
negative effects for conflict in the workplace and negative
effects (though of dubious significance) for crime rates. While
achieving partial and introductory results, the analysis is
interesting for its ambition in trying to keep together those
different institutional dimensions (including crlme) which
have an effect on productivity levels.

In contrast to the literature reviewed so far, Netti’s study
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(1999)analyzesthenegative effects of environmental conditions
on productivity, only for the macro-areas of the Centre-North
and South. The study estimates global productivity, using data
from 3,075 manufacturing businesses distributed throughout
the regions of Italy, and considered by the investigation into
manufacturing businesses by Mediocredito Centrale, for the
years 1991-1993. The research aims to verify whether the
average production costs met by businesses in the South
are higher in comparison to those in the Centre-North, and
whether this cost differential might be attributable to the
differing «environmental facilities» in the two macro-areas.
In order to measure the impact of environmental indicators
on business efficiency, the author has used the econometric
model of minimum production costs?.

These estimates (Netti, 1999: 62-64) confirm that the
production costs incurred by businesses are affected by the
influence of the environmental characteristics of the Regions
in which they are located. The author writes (Netti, 1999:

68):

[...] therefore, a lack of infrastructure facilities, goods
and services, a more limited access to technology, a
more limited quality and quantity of credit access, a
higher crime rate, all characterize these populated
areas, and certainly help to condition the efficiency
of southern businesses, influencing negatively on
their ability to suvrvive and grow.

3. From the first studies to the most recent analyses

Using econometric methods, Felli and Tria (2000), propose to
analyze firstly, in what way criminal behaviour affects public
spending and the economic cycle, and then to estimate the
effects of criminality on the productivity of the private sector.

¢ Forfurther detail on the proxies used by the author and on the econometric
model, see, op. cit., pp. 59-60.
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The first aspect advances the idea that in the presence of
public transfers, criminal activity tends toincrease. The second,
the idea that organized crime in the South produces negative
effects on work productivity in the private sector, seeing
that, in the opinion of the authors, it causes the dissolution
of market mechanisms, creates barriers which dissuade new
competitive businesses from entering, and limits the flow of
direct investments from abroad?,

In order to verify these hypotheses, for the years 1960-1996,
they use different methods of calculation (SUR and GLS) for
the twenty [talian regions.*

In particular, to analyze the effects on productivity, they
use the following equation?®:

) p,~f0,. &)

where p is work productivity in the market sector (goods and
services); o, represents cases of murder per capita (proxy of
criminality); g,isthe weight of the non-market sectorinregional
economies, obtained from the relationship between the value
added rates of the public administrations, and the product
in the private sector, at a regional level (proxy indicating the
degree of underdevelopment in market institutions); i and ¢,
respectively, denote spatial and temporal dimensions.

In essence, this equation describes regional productivity
for the private sector in relation to regional crime rates and a
variable which describes the weight of the non-market sector

# On this last point, see Daniele (2007; 2009) and Daniele and Marani
(2008, 2010), who underline a negative correlation between criminality
and investments in southern provinces.

* In their research, the authors do not cite the sources of the data they use
for their econometric analysis.

® The authors obtain more satisfactory econometric results by using the
SUR (Seemingly Unrelated Regression) method, which also considers the
productivity delayed by a year variable as a regressor, so as to resolve
problems of simultaneousness.
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in the regional economy. The econometric results obtained
from the research (Felli e Tria, 2000: 97), highlight, for each
region, both that the crime rate (approximated from the
murder rate) goes up with the increase in public transfers
and is sensitive to trends in the national economy, and also,
that both crime rates and the non-market added value rates
influence negatively on productivity levels. In particular, the
analysis underlines that they highlight how the dependency
of the southern regions on aid from the public sector has
helped to increase crime rates, especially in Sicily, Calabria,
Campania and Apulia.

Similar results, for the period 1960-93, were obtdmed by
Tullio and Quarella (1999), even though they use GDP per
capita and not productivity as dependent variables, the latter
variable being a principle characteristic of this review.

The work of Centorrino and Ofria (2001), for the years
1998-99, using ISTAT regional accounts data, analyzes,
using a pooling methodology, the effects of the environmental
variables quoted above, on the productivity of the private
sector economy in the southern regions. In particular, the
econometric results, obtained by Centorrino and Ofria (2001:
80) comparing regional differences in productivity with
environmental ones, registered for the same years, underline
that in the South these factors influence, in a more or less
significant way, businesses which belong to all sectors. There
1s less influence in the sector «Industry in a strict sense»,
where thereis a greater presence of businesses which produce
«Energy products». Probably, these businesses are less
influenced by local environmental conditions, because being
larger and often part of multinationals, their management
centres are often located in completely different areas to the
main plants. Businesses in the «Agriculture, forestry and
fishing» and «Construction» sectors are, on the other hand,
more conditioned by environmental factors, which might be
explained, according to the authors, by the fact that they
generally operate in a strictly local market and have little
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inclination to comply to co-operation strategies with other
businesses («group»). These conditions make them more
«attackable» and less «defendable» in comparison to a «group»
structure. Further, it is unnecessary to remember that
the businesses which belong to a «group» enjoy significant
advantages over the independent ones, in terms of research
and development activities, collaborative agreements with
other foreign businesses, the acquisition of patents and
licenses from abroad, technical-production agreements with
other Italian businesses. For the businesses belonging to the
group, even those advantages of a financial nature might, in
theory, be independent of the environmental conditions in
. the area in which they are located.

Lastly, in a more recent study, again, carried out by
Centorrino and Ofria (2008), an analysis was made on the
relationship between work productivity and crime, starting
from the “Kaldor-Verdoon” theoretical approach, and using
~ the Verdoon law. As the authors state:

this law sustains that over a long period of time,
“as a rule, productivity develops proportionately
to the square root of the volume of production”. It
follows that over a long period of time, production
volume may partially explain productivity, with a
relationship expressed as a multiplicative function
of constant elasticity, integrated by a trend factor,
which takes other factors which affect the rise in
productivity, into account (Centorrino and Ofria,

2008: 169).

The analysis uses ISTAT regional Accounts data for the
period 1983-2005, and concentrates on those regions in
which organized crime is established (Calabria, Campania,
Apulia and Sicily) and in the following sectors: “agriculture”,

® For this approach, see: Centorrino and Ofria, 2008: 168-169.
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“services”, “construction” and “industry”. In particular, the
authors estimate how the growth of work productivity is
influenced by the growth in productivity, from the relationship
between gross investments and GDP and by a proxy for
crime, given by the relationship between the murder rate for
“mafia, camorra, ‘ndrangheta and “sacra corona unita” and
the population.

The following regression equations are calculated:
f

(2) p=a+by+cCR
3) p=a+bd '+c——1-—+dCR
F ¥ Gpp

(4) y=e+fCR

where a and e represent the constants; is the rate of growth
of labour productivity, is the sample of output growth (added
value), I/GDP the relationship between investment and GDP
and CR the proxy for organized crime.

The two authors underline, “the last equation is calculated
assuming that the variable CR acts indirectly on the variable
through. In that case the CR produces a negative impact
(endogenous) on the “demand” component of the model under
consideration” (Centorrino and Ofria, 2008: 173).

The significance of the crime proxy in the four sectors
under consideration, is summed up mn Tab.1. Specifically, it
can be seen how organized crime influences negatively on
the productivity in the construction sector and on other non
tradable sectors.

Tab.I - Significance of the “crime” proxy with the negative sign:

I<t<2=9;2 ]<t<2,5=90;{>2 (=000
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Regions 3 | Agriculture | Services - Conétructibn__ Irl__dus’try
Calabria | ee o s .
Campania | ee ® cse eoe
Apulia ' | ee . veo .

Sicily ve ® cee oo

4. Conclusions

As stated, organized crime influences the market economy
in the South in direct and indirect ways, influencing its
development in a negative way. In the first case, it takes the
form of a “business” itself; while in the second, it conditions
the market with its parasitic and predatory activities, or it
co-operates with the legal economy. The “market failures”
that follow, obviously generate high social costs, both for
the community in general, as well as for single production
businesses in particular. Some research asserts that it is the
high crime rate in the South which hinders the natural course
of business activity.’

In the South, the activities directly connected to territory
size (extortion, the fixing of public and local economy contracts,
usury, drug dealing, capital offences, etc.) continue to make up
an important percentage of the revenue and are a confirmation
of the power of criminal groups. Of these activities, the
infiltration of contracting and public works contracts, plays
a strategic role, and 1s, at the same time, the primary source
of income, a way to socially legitimize wealth, a method of
controlling the territory and the economic fabric, a way to

connect and do business with local council management (Ofria
2006).

? Among others, see: Becchi (2000), Centorrino and Ofria (2001), Centorrino
et al. (2003), La Spina and Lo Forte (2006), L.a Spina (2008).
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The deep-rooted existence of mafia-type activity in many
parts of the South is particularly damaging in the way that
it conditions local business, and for the overall disadvantages
which result, as far as competition is concerned. Above all,
it creates a distortion in the market since it modifies the
dynamics of public contracts, and also of the work market
and capital. Secondly, the presence of a parallel organization
which consumes money, and which acts.like a parasite, and
penetrates the legal economy, helps to drain all the available
resources within the territory, changing salary mechanisms.

According to Felli and Tria (2000), the mafia-type business
(which is seemingly legal but run by the mafia) may secure
contracts, win contract bids or auctions, not through
competitive offers, but by using the threat of criminal acts
and, in the same way, it can hinder non-affiliated businesses
from entering the market.

Essentially, it is the sort of behaviour which is found in
a rent-seeking theoretical model, based on Tullock’s (1980)
theoretical model. In this type of model, criminal organisations
are nothing more than “ ‘lobbyists’, who, in order to ensure the
earnings which come from being in a monopolistic position,
resort to systematic and continuous violence; they work in a
‘lobbyistic’ way”. (Caruso, 2008: 8), in particular:

in economies where there is a strong incidence
of public spending within the GDP (...) different
interest groups compete for the allocation of public
transfers or the approval and implementation of
particular economic policies. In its most transparent
version, the action of rent-seeking becomes a firm
part of the existence of lobbyists who are competing
to persuade the various policy-makers, in order to
ensure the approval of economic policies in favour of
their reference groups. These actions are normally
carried out according to certain pre-set rules. As soon
as these rules are broken, the results are sabotage,
spying or, in other words, corruption.
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In essence, the presence of cartels, which have been
instituted by organized crime, constitutes a source of negative
pecuniary externality, which reduces the economic activity of
many businesses; at the same time, it is a source of inefficiency,
since the businesses within the cartel are not forced to
increase their productivity because there is no pressure to
be competitive. (Centorrino and Ofria, 2008). Felli and Tria
(2000: 84) write on this point:

(...) mafia activity within legitimate markets
«confuses» other competitors, as it creates barriers
which prevent numerous industries from entering
both production markets and work markets. In many
respects, these markets are much less competitive
in those regions affected by organized crime in
comparison to other regions. In some extreme
cases, where the mafia manages to control both the
supply and demand of goods supplied by the State,
the markets (both corrupt and normal markets)
are suppressed and there is a hierarchic economic
organization, in which those businesses outside the
cartel, or those potential candidates for entry, are
forced to deal with very high transaction costs. This
institutional environment is a source of inefficiency
and low productivity growth.

~ As already underlined in this review, this hypothesis has
‘actually been verified in the various analyses which have used
econometric methodologies.

The recent study by Centorrino and Ofria (2008: 175)
confirms that “a negative effect on the sample of the growth
of work productivity, caused by the ‘criminality’ variable, 1s
particularly significant, both in the “Construction” sector,
as well as, (with the appropriate approximations) in the
remaining sectors that were considered”. In particular, the
greatest significance within the Construction division leads
to the tendency for criminality to concentrate itself in sectors
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that are directly or indirectly reached by State interventions
(Centorrino and Ofria, 2001), that are not very open to
external competition (since they are non tradable sectors),
with high work intensity rather than capital intensity, in such
a way as to leave wider margins for money laundering, and
also to guarantee some forms of social consensus, through the
distribution of work opportunities.

This seems to confirm vet again, that organized crime is one
of the co-causes which might explain the enduring differences
between southern regions and the rest of the country.

From this point of view, the policies which aim to oppose
organized crime in the South assume a greater significance,
not simply from a political and social point of view, but also
in the sphere of that wider area of economic politics which is
concerned with barriers to economic development, and has a
particular interest in so-called «market failures».

Rather than being policies which aim merely to oppose,
they should be aimed at producing “intelligent regulations”,
which would help to come through this state of de-regulation
or under-regulation, as mentioned in par.l, where illicit
practices, opportunism and defection are seemingly more
convenient than participation (Donolo, 2001; 2005). In
other words, this means establishing measures for collective
learning and of learning by doing, which are able to change the
actors’ preferences and to create shared cognitive maps which
activate virtuous circles, from social behaviour to satisfactory
regulations (Donolo, 2001). It also means investing in trust
~ strategies, understood as indispensable “relational good”, in
order to orientate the behaviour of the local actors, since it is
really the strong presence of “trust” which inducesvoice (inother
words participation and protest), rather than exit (surrender
and disinterest towards social and public commitment, as well
as formal rules) (Hirschman, 1970; Donolo, 2002; D’Albergo,
2002). Finally, it means helping the local institutions to
improve their efficiency (Sciarrone, 2006), thus bringing about
the process of “governance participation”, which is capable of
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supporting the emergence of forms of collective rationality as a
result of interaction, negotiation, reciprocal exchange, sharing
and the circulation of active knowledge, that is, acquired from
the union between “learning” and “doing”.
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