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ABSTRACT

Abstract - This project uses the move of
the seat of the German government from
Bonn to Berlin in 1999 to test competing
views on the effect of job relocation on
local labour markets. Employment
relocation might trigger local multiplier
effects and therefore boost local
economic performance. On the other
hand the new jobs might merely crowd
out existing ones. We estimate a
difference in difference model across
190 Berlin postcodes taking possible
employment spillovers into account.
Employment data comes from a panel of
a 50 % sample of Berlin establishments.
The results indicate that an additional
1000 public sector jobs increase local
employment in the private sector by c.
5.6% in a 5 km wide circle around the
postcode receiving the relocation.

Additionally, we apply a synthetic control
group approach to detect the overall
impact of the relocation on the district
level for Berlin and Bonn on wages.
While wage levels decrease in Berlin
after the relocation, they increase in
Bonn. This contrary finding to the local
analysis indicates that on the district
level other policies such as the cut of

costs

multiplier

1) Relocation of public sector workers is used as a
regional policy tool to increase employment in
lagging regions, e.g. Lyons Review

2) Regions receive compensation for public sector
job losses, e.g. Bonn

Mechanisms

Relocation of public sector workers is equivalent to

a local demand shock
Each additional public sector job increases
demand for locally produced goods and services
(e.g. restaurants, retail, personal services)
increase in demand - additional jobs in the
private non-tradable sector = the multiplier
effects.

Crowding out of private sector jobs
rise in public sector employment triggers general
equilibrium effects
Higher rents and wages increase local production

Unclear to what extent equilibrium effects offset the
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subsidies for Berlin and compensation
packages for Bonn overruled the
relocation effect.
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