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• the effects of differences in local financial development within an integrated 
financial market (Italy)

• Financial development enhances the probability an individual starts 
business, favors entry of new firms, increases competition, and promotes 
growth

• Weaker effects for larger firms 

• Local financial development is an important determinant of the economic 
success

Introduction



Introduction: About Italy

• unified for the last 140 years, from both a political and a regulatory point of view.

• 20 regions and 95 provinces (110 provinces now)  

• A 1936 banking law

strictly regulated entry up to the mid-1980s

National banks: main cities

Cooperative and local commercial banks: within province

Savings bank: within region 



Introduction: Data Sets

• The Survey of Households Income and Wealth (SHIW)

detailed information on demographic, income, consumption, and wealth of     
households; profession of different individuals

• Italian Statistical Institute (ISTAT)

numbers of firms, rate of formation, and the incidence of bankruptcy

• Centrale dei Bilanci (CB)

the balance sheets and income statements of firms



Indicator of Financial Development
measures how easy it is for an individual to borrow at a local level

the probability that a household is shut off from the credit market

based on two questions:

Applied for a loan and turned down?

Thought of applied a loan but didn’t?
“Discouraged or 

turned down”

1 – Conditional Probability of Rejection/

max {Conditional Probability of Rejection}



Indicator of Financial Development
1 – Conditional Probability of Rejection/ max {Conditional Probability of Rejection}



Instruments: 
The structure of the local banking markets in 1936

Dependent variable:

Financial 

development in the 

1990s

Explanatory 

variables:

The number of total 

branches present in 

a region in 1936



Instruments: why 1936 & 1951

Banking structure differences in 1936:

Higher concentration for savings banks in the North East and in the Center

More savings bank survived, less smaller commercial banks and cooperatives

No provincial GDP in 1936: 

Use number of vehicles per inhabitants in 1936

GDP in 1951: 

the time when Italy regained the prewar level of production

the first date for which provincial GDP are available



Instruments: why 1936 & 1951



Instruments: why 1936 & 1951



I. Effects on the Probability of Starting a Business

identify individuals who are self-employed (dependent variable)

use controls
1936 1951



II. Effects on the Age at which People Become Entrepreneurs



III. Effects on the Entry on New Firms
Dependent variable: 

the fraction of new firms registered in a province scaled by the number of inhabitants



IV. Effects on the Degree of Competition in the Local Market

Dependent variable: 

Firm’s markup as earnings before interest, taxes, depreciation, and amortization divided by sales



V. Effects on firm’s growth
Dependent variable: Annual nominal rate of growth 

Internally 

financed 

growth: 

max g = 

ROA/(1-ROA)



Conclusion

• More financially developed:

easier to start business, younger entrepreneurs, favors formation of new firms,       
more larger firms, more competition, faster firms’ growth  

• Local financial development matter

• Local financial development is differentially important for large and small firms


