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Financial Stability as a Public Policy Goal to Increase Local Economic
Development: an Empirical Investigation
from Italian Labour Market Areas

Cristian BARRA, Roberto ZOTTI
University of Salerno - CELPE

Abstract

Financial stability is a prerequisite for sustainable economic development. Assuming that
financial stability is a public good, with a negative effect on social welfare and on economic
development when risks are not properly controlled, will make regulators ensuring the
smooth functioning of the system, promoting regional development and making the health
of the financial institutions. This paper contributes to the literature on the relationship
between financial stability and growth within the regions of one country, implying that
institutional, legal and cultural factors are more adequately controlled and financial
markets more accurately bounded. Using a rich sample of Italian banks over the 2001—
2012 period, the paper addresses whether different measures of financial distress affect
economic development of labour market areas in Italy. Results show that financial stability
has a positive effect on local economic development mainly explained by the bank’s return
on average assets.

JEL Classification G21; G28; R11; C20

Keywords Banks; Local economic development; Financial stability; Labour
market areas



Introduction

According to the European Central Bank, financial stability represents a condition in which the
financial system — intermediaries, markets and market infrastructures — can withstand shocks
without major disruption in financial intermediation and in the effective allocation of savings to
productive investment (ECB, 2012). In other words, the financial system is stable when targets
such as the transfer of resources from savers to investors, the assimilation of financial and real
economic shocks and finally, the management of financial risks, could be reached. For many
economists financial, stability is a prerequisite for sustainable economic performance (see Dudley
2011) and the core of the financial system — major banks, non-bank financial intermediaries, and
financial market infrastructures — should be made more resilient to adverse shocks and less
susceptible to runs. Indeed, the recent financial crises triggered policy makers and regulators to
analyse whether the level of bank distress can influence economic development on the assumption
that the financial system represents one of the main components of the economy which allows the
transfer of money between savers (and investors) and borrowers. However, the openness of
markets, the increase mobility of capitals, the growth of integration between countries and the
complexity of the financial instruments make the financial markets more vulnerable to several risks.
The governance of the banking system has been debated in the recent literature. On one hand, it
is difficult to determine which source makes unstable the financial system, although among the
main causes seem to be the risk-taking of banks. When financial institutions take more risks and
allocate capital less efficiently, then the banking system is more vulnerable to economic shocks,
producing negative effects for the economy as a whole. On the other hand, there are other risks
faced by the financial institutions; one of them is that of credit which may depends on the discretion
of managers, who could not play fair in the interest of the bank. According to Berger and DeYoung
(1997), the existence of risky assets entails additional monitoring and screening costs that banks
must sustain in order to quantify them. It follows that concentrated markets can count on a higher
capital, part of which is invested in monitoring and screening processes in order to reduce the
share of risk-taking. As showed by Zhu (2004), managers are often under pressure to improve the
performances of their organization and one of the main factors that could affect the conduct of
management is represented by the economic environment in which it operates.

In the European context, immediately after the United States crisis due to the failure of the Lehman
Brothers occurred in the end of 2007, regulators tried to enforce the balance sheet to make banks
more reliable (e.g. Basle Il reform) and to allow much lasting relationships for both firms and
households. In this phase, the grant of loans offsets the stability of the system. Indeed, banks must
be cared to supply credits, given that firms can have a low degree of reliability and the lack of
information plays a crucial role to allow the optimal functioning of the change in the banking
market. Financial development induces a better and a smoother allocation of resources, mobilizes
saving, reduces risks, facilitates transactions and ensures the emergence of innovative firms. In
turn, economic performances can be improved by converting the liquidity from deposit and saving
to long-term investment. It is also true that this mechanism could also create damages if
deregulation and the presence of information asymmetries encourage banks to take more risks.
However, it is very difficult to underline the role played by financial stability only across countries
with different backgrounds; it could be, instead, more appropriate to focus on local territories within
a single country where history, institutions and legal framework are more homogenous and where
the interaction between financial intermediaries, households and firms are more accurately
declined. Therefore, this paper investigates the direct effect of financial stability on economic
development of labour market areas (LMAS) in order to study, from a sub-regional perspective, the
effect of bank soundness and financial stability on local economic development. In order to capture
this local perspective, we rely upon highly territorially disaggregated data such as Italian labour



market areas — a deeper territorial disaggregation than NUTS 3 level subdivisions corresponding to
sub-regional geographical areas where the bulk of the labour force lives and works, and where
establishments can find the largest amount of the labour force necessary to occupy the offered
jobs (see Section 3.2. for more details on the LMAS). To capture, instead, the financial vulnerability
of banks and to predict their distress, bank soundness is firstly calculated through the Z-score (the
number of standard deviations by which returns would have to fall from the mean to wipe out all
equity in the bank) and then making use of the accounting-based CAMELS variables (which stand
for Capital, Asset quality, Management, Earnings, Liquidity and Sensitivity to market risk). Using a
two-step system GMM estimator with Windmeijer (2005) corrected standard error in dynamic panel
specification developed by Arellano and Bond (1991), Arellano and Bover (1995) and Blundell and
Bond (1998), over the period 2001-2012, the empirical evidence shows that the stability of
financial system promotes and positive predicts high level of economic development mainly
explained by the bank’s return on average assets, revealing the presence of virtuous circles
characterized by stable banks, located in the territories that grow more, which in turn stimulate to
reach higher levels of operations.

The rest of the paper is organized in the following way. Section 2 considers financial stability as a
public good, Section 3 overviews the literature on the relationship between financial stability and
economic development and the relative channels, highlighting the importance of a local
perspective in the analysis; Section 4 describes the empirical approach, the measures of financial
stability and the data used in the analysis. Section 5 shows the main findings, underlying the
accuracy of different sources of financial stability affecting economic development, as well as some
robustness checks. Finally, Section 6 concludes.

1. Financial Stability as Public Good

Financial stability is a condition in which mechanisms for pricing, allocating and managing financial
risks (credit, liquidity, counterparty, market, etc), are functioning well enough to contribute to the
performance of an economy (Schinasi, 2004), requiring that the key institutions are stable and
meet the contracted obligations. As far as the financial intermediaries are concerned, the failure of
few (big) banks could generate losses to the banks expose to it in the settlement system and in
case of bank bankruptcy, also other banks exposed or close in business with the failed institution
might also go bankrupt. Therefore, instability in the banking sector might lead to a systematic
contagion in the entire financial system and the potential costs of protecting depositors and trouble
institutions is very relevant.

Higher competition might compromise the solvency of some institutions, thus hampering the
stability of the banking system at aggregate level. Banks, consequently and in order to keep their
profits unaltered, could take riskier policies increasing the likelihood of failure. In more
concentrated systems, banks tend to be larger, better diversified and less fragile. Indeed, fewer
banks means also an easier monitoring procedure and a more effective supervision which in turn
will make the risk of contagion and systematic crisis less pronounced (see Allen and Gale, 2004,
Beck et al. 2006). On the other hand, bank market power in the deposit market induces banks to
increase the cost of borrowing for entrepreneurs; their default risk will increase as a consequence
of the fact that entrepreneurs are hindered to undertake more risky projects. The higher default risk
of entrepreneurs shifts on the financial institutions and weakens bank financial security (Boyd and
De Nicolo, 2005). In other words, in more concentrated markets, banks will charge higher interest
rates, boosting the risk-taking behaviour of borrowers, leading therefore to an increase in the
probability of default.

As a public good, financial stability is used by everyone without being excludable (since no one
can be deproved of its use) and it is rival (since its use does not prevent someone else from the



same use (Creel et al. 2015). This means that the provision of financial stability cannot be ensured
only by private decisions and requires regulation and supervision of a common agency to deliver it.
As a consequence, financial institutions should not take financial stability for granted and should
not take excessive risks as, in order to wipe out bank distress, often markets have to wait for the
intervention of the public sector such as the provision of liquidity to banks. Assuming that financial
stability is a public good, with a negative effect on social welfare and on economic development
when risks are not regularly and properly controlled, would make policy makers paying attention to
the fact that financial instability can affect the lives of people around the world. Regulators will
ensure the smooth functioning of this system, guaranteeing social welfare, promoting regional
development and making the health of the financial system a public policy goal in order to avoid
that instability generates important externalities.

2. Financial Stability and Economic Development. A Regional
Perspective

2.1. Financial Soundness-Growth Nexus: A Theoretical and Empirical
Background

Stability of the financial sector can be an engine of growth. Indeed, until recently, the literature
highlighted a positive relationship between financial development and economic growth (Bumann
et al., 2013), drawing on cross-country (King and Levine, 1993), time series (Arestis et al. 2001)
and panel studies (Beck and Levine, 2004), due to a better allocation of resources, risks and
transactions. Several measures of financial development, defined as the policies, factors and
institutions that lead to efficient intermediation and effective financial markets (WEF, 2012), have
been used. The size of financial intermediaries has been considered such as the proportion of
liquid liabilities (King and Levine, 1993) and the ratio of bank deposit liabilities to gross domestic
product (Demetriades and Hussein, 1996) along with the depth of financial institutions proxied by
the amount of liquid liabilities (Huang, 2011). The importance of the banking sector has also been
taken into consideration by using the ratio of credit issued to the private sector to liquid liability
(Saci and Holdied, 2008). Proxies for banking sector development include bank deposits over
gross domestic product, banks' overhead costs, banks' concentration, banks’ net interest margins
(Antzoulatos and Thanopoulos, 2008).

Despite the above mentioned measures of performances and activities of financial institutions, the
importance of making the financial system stable has to be underlined. How should changes in
banking sector soundness affect economic development? More financial stability of the system
means that banks hold high level of capital and have high profitability, being able to use these
levels to ensure a greater distribution of loans to households and firms. In turn, higher borrowing
levels increase investment projects, with a wider dissemination of knowledge helping to ensure
higher growth levels. Therefore, one important channel is that of credit. Since Schumpeter,
research and development activities, likewise patents, could be considered as newideas and
pieces of knowledge that may turn into innovation when commercially exploited (Schumpeter,
1934, 1942). Entrepreneurs need credit to finance their innovations, and banks as well as financial
markets could facilitate this mechanism. Bank based systems (differently from marked based
systems) could create more stable relationships and convince entrepreneurs to invest in innovation
(Stiglitz, 1985).

In this prospect, the relationship between finance and growth may depend on the firm’s reliance on
external funds (De Serres et al. 2006; Guiso et al. 2005), on the ability of firms to better capture
growth opportunities thanks to the funding for investment (Fisman and Love, 2004) as well as on



the firm probabilty of entry and survival in the market (Beck et al. 2008; Aghion et al. 2007). An
improvement in the borrowing conditions due to more favourable credit standards could help the
realization of a more friendly environment for savers and investors and a more efficient allocation
of resources (Lown et al. 2000). A positive effect on economic development are expected in case
financial institutions keep their minimum credit standards balanced, making easier for borrowers to
get their funding. Another way through which financial stability can lead to an increasing economic
development is a decrease in cost for firms and households of financing spending. A more stable
banking system may help decreasing interest rates on business and consumer debt, leading firms
and households to favour their spending. Reversely, uncertainty due to financial instability of the
banking system make firms more careful about their investment as well as household decrease
their spending, since uncertainty affects the expected value of their future wealth. This negatively
affect the economic development (Bauducco et al. 2008; Carlson et al. 2009; Hakkio and Keeton,
2009). Financial intermediaries can promote economic development also by monitoring the
investment projects as borrowers need to be monitored in order to prevent moral hazard ex post.
There is evidence that in more concentrated markets, management efficiency generates a
decrease in risk-taking behaviour with respect to the partially competitive markets, consistently
with the idea that banks with less local competition are able to increase their profits by indulging
more freely in rent-seeking behaviour, minimizing their risk-taking and, consequently, improving
the quality of their assets through additional screening processes (Barra et al. 2016a).

2.2. The Relevance of a Intra-Regional Approach in Financial Market
Research: The Case of Italy

It is specifically at regional or even sub-regional level that factors related to the location of financial
intermediaries and economic actors may also affect the relationship between financial stability and
economic development. Financial intermediaries strategically open branches to offer services at
local level where they could better serve households and small business (Williams and Gardner,
2003; Dow and Rodriguez-Fuentes, 1997) and may even contribute more successfully to increase
the social level of territories (Fuller and Jonas, 2002). Borrowers might also be preferring local
solutions to build their borrowing relationship (Zazzaro, 1997) as local banks are better informed
on local economic conditions. Moreover, at this level, monetary, legal and cultural environments,
where not observed, could be more safely be assumed to be homogenous. Valverde and
Fernandez (2004) analyze financial deepening and banks dependence, taking into account banks’
lending specialization, and strongly suggest that this relationship is likely to be more adequately
evaluated at regional level. Usai and Vannini (2004), within the contex of Italy’s regional economic
growth, show that the financial sector has a weak impact on growth having cooperative banks and
special credit institutions, instead, an important role. Valverde et al. (2007) show that produce
service deliver innovations contribute positively to regional gross domestic product. Hasan et al.
(2009) show evidence of banks’ abilities to provide financial services and products efficiently from
cost and profit perspectives on regional growth. The nexus between financial development and
economic growth relying upon territorially disaggregated data has been also underline by
Destefanis et al. (2014) suggesting that both qualitative and quantitative proxies of financial
development have a positive and significant impact on gross domestic product per worker.

To take into account the importance of measuring the financial stability-economic development
relationship at sub-national level, we rely on labour market areas (LMAS) being sub-regional
geographical areas where the bulk of the labour force lives and works, and where establishments
can find the largest amount of the labour force necessary to occupy the offered jobs (see also
Destefanis et al. 2014). More specifically, LMAs stand for a group of municipalities - akin to the
UK’s Travel-to-Work-Areas - adjacent to each other, geographically and statistically comparable,



characterized by common commuting flows of the working population. According to the Italian
Statistical Office (ISTAT), they represent the place where the individuals live and work and, above
all, where their economic and social relationships take place. They respond to the need for
meaningfully comparable sub-regional labour market areas for the reporting and analysis of
statistics. LMAs are defined on a functional basis, the key criterion being the proportion of
commuters who cross the LMA boundary on their way to work. Nearly half of the LMAs (314, equal
to 47.7% of the total) stands in the size class from 10 up to 50 thousand inhabitants, whereas the
highest density of the population (3957.2 per square kilometer) lives in the LMAs of Naples. Rome
is the biggest LMA in ltaly; Sicilia is the region with the highest number of LMAs in Italy (77)
followed by Lombardia (58) and Campania (54). On the contrary, Molise and Valle d’Aosta,
showing 9 and 3 LMAs respectively, are those with the smallest number of areas. See Figure 1a
and Figure 1b for a graphical representation of the LMAS’ and regions’ territorial location in Italy,
respectively and Table 1 for some labour market areas characteristics by regions and territorial
loation.
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Individual

Individual living

Regions (NUTS 2 level) Labo:rregwsarket Municipalities P?)esu'g?ir:)tn working and working in
P in LMAs LMAs
Piemonte 37 1204 4223735 1462895 1448909
Valle d'Aosta 3 78 123803 44553 44906
Lombardia 58 1531 9003080 3284776 3298014
Trentino-Alto Adige 33 341 946446 334425 334678
Veneto 34 581 4502412 1613435 1609156
Friuli-Venezia Giulia 11 217 1196720 411966 412921
Liguria 16 237 1558790 462621 465877
Emilia-Romagna 41 356 4025358 1472306 1476901
Toscana 53 290 3512420 1174511 1172133
Umbria 17 90 823603 261501 256947
Marche 33 248 1467679 492586 492622
Lazio 25 381 5115887 1547496 1554765
Abruzzo 19 302 1255603 359708 359601
Molise 9 138 324175 83176 83709
Campania 54 548 5693038 1143501 1138064
Puglia 44 254 4016240 896000 890954
Basilicata 19 128 588476 142598 148761
Calabria 58 410 2017408 409916 408888
Sicilia 77 390 4968991 1014431 1014588
Sardegna 45 377 1631880 410411 410418
North-West 114 3050 1.49e+07 5254845 5257706
North-East 119 1495 1.07e+07 3832132 3833656
Centre 128 1009 1.09e+07 3476094 3476467
South 203 1780 1.39e+07 3034899 3029977
Island 122 767 6600871 1424842 1425006
Italy 686 8101 5.70e+07 1.70e+07 1.70e+07

Table 1 Labour market areas characteristics by regions and territorial location

To be more precise, in our dataset we cover almost half of the labour market areas of the country
as we concentrate the analysis only on the labour market areas where at least one bank branch is
present (see Section 4 for more details on the construction of the dataset). More specifically, in our
dataset we include almost 46% of the labour market areas of the North-West area of the country,
around 63%, 47% and around 28% of the labour market areas of the North-East, Centre and South
of Italy, respectively (see Table 2).

Labour market areas

Macro-areas covered in our sample Lab_our ma_rket areas Labour _market areas in Our coverage
of the country 2001-2012 in Italy in 2001 Italy in 2001-2012 (%)
North-West 626 114 1368 45.76%
North-East 898 119 1428 62.88%
Centre 726 128 1536 47.26%
South 1111 325 3900 28.49%
Italy 3361 686 8232 41.93%

Table 2 — Number of Labour market areas in the sample and in Italy by territorial location

The Iltalian financial context fits perfectly with our research question, as important differences
regarding the competitivness of the markets and the efficiency of the financial intermediaries are
present among different geographical areas. As a consequence, the quality of the credit provided
to firms and households may be consistently different according to the area where banks are
located (see Table 3 for some descriptives on credit market structural indicators for lItaly).
Interestingly, when it comes to a market concentration index - higher in the South than in the
North, descriptives show the present of a tight oligopoly in the former area and of loose oligopoly in
the latter.
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GDP Credits Deposits Branch Credits Deposits

Regions per per per Branph Credi_ts Depos_its per per per Market _
(NUTS 2) branch branch branch density  density density capita capita capita Concentration
Piemonte 33.502 22.218 14.374 0.119 3.320 2.116 0.0006 0.015 0.009 0.580
Valle d'Aosta 39.049 15.140 16.597 0.030 0.457 0.501 0.0006 0.009 0.010 0.583
Lombardia 34.605 32.235 15.456 0.277 17.305 7.432 0.0007 0.022 0.010 0.661
Trentino-Alto Adige 23.185 21.577 9.478 0.063 1.667 0.746 0.0011 0.021 0.009 0.551
Veneto 31.727 26.943 13.884 0.206 6.806 3.290 0.0007 0.020 0.010 0.599
Friuli-Venezia Giulia 31.012 22.454 16.594 0.238 5.865 5.804 0.0007 0.017 0.012 0.454
Liguria 37.875 24.024 16.989 0.229 6.229 4.392 0.0006 0.014 0.010 0.740
Emilia-Romagna 30.471 31.883 16.597 0.234 8.372 4.242 0.0008 0.026 0.013 0.427
Toscana 32.475 29.538 15.081 0.142 5.307 2.559 0.0007 0.020 0.010 0.763
Umbria 32.494 24.146 14.095 0.079 2.226 1.207 0.0006 0.015 0.008 0.651
Marche 28.664 25.334 13.216 0.183 5.617 2.776 0.0007 0.018 0.009 0.640
Lazio 42.887 20.823 16.526 0.088 4.092 2.704 0.0004 0.009 0.007 0.708
Abruzzo 34.400 21.375 15.384 0.086 2.365 1.438 0.0005 0.010 0.007 0.712
Molise 28.289 10.361 9.049 0.028 0.300 0.265 0.0004 0.004 0.003 0.904
Campania 41.611 17.328 16.839 0.185 5.236 5.077 0.0003 0.005 0.004 0.839
Puglia 42.547 19.164 19.048 0.087 1.980 1.758 0.0003 0.006 0.006 0.757
Basilicata 36.330 15.280 13.222 0.027 0.559 0.447 0.0004 0.006 0.005 0.871
Calabria 47.443 19.035 15.878 0.040 0.957 0.787 0.0002 0.005 0.004 0.786
Sicilia 31.328 15.246 13.034 0.083 2.034 1.541 0.0004 0.005 0.004 0.817
Sardegna 39.505 26.165 16.568 0.042 1.564 0.949 0.0004 0.009 0.005 0.682
North-West 33.518 27.697 15.250 0.214 11.102 5.173 0.0007 0.019 0.010 0.640
North-East 27.789 25.580 13.009 0.155 5.059 2.728 0.0009 0.021 0.010 0.527
Centre 34.232 25.968 14.891 0.130 4.731 2.480 0.0006 0.016 0.009 0.710
South 38.216 17.699 15.377 0.088 2.306 1.955 0.0003 0006 0.005 0.797
Italy 33.695 23.641 14.605 0.139 5.135 2911 0.0006 0.015 0.008 0.677

Table 3 Credit market structural indicators in Italy

Notes Our elaboration; GDP per branch: grosso domestic product/number of branches; Credits per branch; aggregate credits/number of branches; Deposits per branch;
aggregate deposits/number of branches; Branches density; number of branches/square kilometre; Credits density; aggregate credits/square kilometre;
Deposits density; aggregate deposits/square kilometre; Branches per capita: number of branches/total population at LMA level; Credits per capita: aggregate credits/total
population at LMA level; Deposits per capita: aggregate deposits/total population at LMA level; Market concentration: loans/total loans at LMA level, where total loans refer
to total bank loans grouped at LMA level because it is reasonable that banks compete with other intermediaries operating in the surrounding areas as indeed might be the
municipality (see, for more details about the market concentration measurement, Barra and Zotti 2017a, 2017b).
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3. Empirical Strategy and Data

3.1 Investigating Stability-Growth Nexus: The Advantage of a Sub-Regional
Approach

In order to analyse the relationship between the stability of financial system and local economic
development, we specify the following dynamic panel model:

ln GDPCl,t = allnGDPCi,t_l + ﬁl lnFSl't + Y1LGi,t + )/ZlnTPClrt + )/3lnBDl't+)/4TIMEt + I"ll + Si,t (l)

where [n is the natural logarithm, GDPC is gross domestic product per capita (measured as the
sum of the gross values added of all units divided by workers)' explained by GDPC,_; (its lagged
value), FS is the financial stability indicator (see Section 4.2 for more details on the variables used
to proxy bank distress); LG is the labour growth defined as the number of employed individual at
time t minus the number of employed individual at time t —1); TPC is the technology proxy
controlling for local state of technology and industry structure measured as the ratio between
service workers and the sum of industry plus service workers all divided by the population in each
area); BD is the branch density controlling for distribution of banks on the territory measured as the
ratio between branches and square kilometre; TIME is time variable controlling for time-specific
effects or unobservable shocks; u is the unobserved area-specific effect and finally € are the
disturbance errors. Subscripts i and t refer to the area of our analysis (LMA) and time periods
(years), respectively. In order to take into account the characteristics of banks, the percentage of
cooperative and commercial banks are included (popular banks as benchmark group); macro
areas are also included (southern region used as benchmark group) to control for geographic
effects. As already specified above, we have a highly detailed spatial stratification allowing us to
capture the differences between local territories and to obtain more accurate estimates. Indeed,
the analysis is fully conducted on a local basis to accurately capture the contribution of banks to
the economic development of a small geographic area. Moreover, working at local level means
also that legal and regulatory exogenous factors on financial development are more likely to be
similar.

To eliminate y;, the unobserved area-specific effect, in the dynamic panel specification of the
model (where the areas’ effects can change over time), we use the two-step system GMM
estimator with Windmeijer (2005) corrected standard error in dynamic panel specification
developed by Arellano and Bond (1991), Arellano and Bover (1995) and Blundell and Bond (1998).
Moreover, in order to deal with suspected endogeneity problem between the stability of the
financial system and economic development (i.e. for instance changes in the economic conditions
could lead to an increase in the demand or supply of loans) we instrument FS including lagged
levels and differences. As usual, we check the correctness of the model through the Sargan test of
over-identifying restrictions for validity of the instruments, while the Arellano-Bond test is, instead,
used for testing the autocorrelation between the errors terms over-time. See Table 4 for a
description of the variables. In estimating the GMM model we rely on STATA 13.

' GppP per worker is constructed by updating the LMA value-added data from ISTAT through the period of 2006 to 2012
with data from the Bureau van Dijk AIDA data set (AIDA is a database providing balance sheets and other information
about ltalian firms with a turnover of at least one million euro. See for further information: http://aida.bvdep.com/). (see
also Destefanis et al. 2014; Barra et al. 2016a, 2016b).
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Variables Symbol Description

Dependent variable

Local economic development GDPC Sum of the gross values added of all units divided by workers

Measures of Financial Stability- Z-score ROA

Bank distress ZROA (Ratio of total equity to total assets+ Equity to total assets ratio)/ Standard deviation of profitability measured by the return on assets
Capitalisation ETA Equity to total assets ratio

Return on average assets ROA Ratio of total equity to total assets

Standard deviation of return on average assets SDroa Standard deviation of profitability measured by the return on assets

Measures of Financial Stability - Z-score ROE

Bank distress ZROE (1+Ratio of total equity to total assets)/ Standard deviation of profitability measured by the return on equity
Return on average equity ROE Ratio of profit to total equity
Standard deviation of return on average equity SDroE Standard deviation of profitability measured by the return on equity

Measures of Financial Stability - CAMELS

Capitalisation ETA Equity to total assets ratio
Asset quality NPLL Non performing loans to total loans ratio
Management CTA Cost to total asset ratio
Earning (1) ROA Ratio of total equity to total assets
Earning (2) ROE Ratio of profit to total equity
Liquidity LD Loans to deposit ratio
Sensitivity SR Services to revenue ratio
Controls
Labour growth LG Number of employed individuals at time t minus the number of employed individuals at time t-1
Technological progress TPC Ratio between service workers and the sum of industry plus service workers divided by the population in each area
Branch density BD Number of branches per square kilometre
Timing TIME Time trend

Table 4 Description of the variables

Notes Our elaboration
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3.2. Measure of Financial Stability

A widely used indicator of bank soundness and financial instability is the Z-score (see among
others Laeven and Levine, 2009; Hesse and Cihak, 2007; Unde and Heimeshoff, 2009;
Chiaramonte et al. 2015). More specifically, in order to proxy bank insolvency risk, we use two
types of Z-score measures based on either the return on assets or the return on equity,
represented by ZROA or ZROE, respectively. For each bank i and time t, ZROA and ZROE are
defined as follows:

ETA;, + ROA;, (2
ZROA;, = ’ :
bt oROA;,
1+ ROE;, )
ZROE;, = ———=
Y GROE;,

where ETA is the level of capitalisation of the bank (i.e. Equity to Total Assets), ROA denotes the
ratio between profit and total assets (i.e. Return on Assets), ROE indicates the ratio between profit
and total equity (i.e. Return on Equity), cROA and gROE are the standard deviation of the ROA and
ROE, respectively, in the period analysed?. Following Agoraki et al. (2011) and Soedarmono et al.
(2013), cROA and ocROE at time t are both calculated on the basis of observations of ROA and
ROE, respectively, from time t to t — 2 (a three period-based rolling window). Both the measures
are considered as good proxies of bank’s distance to the defaults (Rojas-Suarez, 2001) and they
do not require strong assumptions about the distribution of the return on assets (Strobel, 2011).
Both combine banks’ buffers (capital and profits) with the risks they face (measured by the
standard deviation of returns); more specifically, they reflects the number of standard deviation by
which returns would have to fall from the mean in order to wipe out equity. A higher value of Z-
score implies a lower probability of insolvency risk (Unde and Heimeshoff, 2009) and greater
stability (e.g. inverse of the probability of defaults), providing a direct measure of the banking
system stability. The Z-score will then increase with the banks’ profitability and capital ratio and,
instead, decrease with increases in the conditional volatility. Therefore, we expect a positive sign
for the relationship between Z-scores (ZROA and ZROE) and economic development.

As alternative to the Z-score, in order to capture financial vulnerability of banks and to predict their
distress, we use CAMELS variables (see for instance Poghosyan and Cihak, 2011; Chiaramonte et
al. 2015) which are related to specific bank characteristics such as Capital, Assett quality,
Management; Earning, Liquidity and Sensitivity to market risk. It is an indicator of bank soundness
dependent of financial accounting values, assuming that accounting data are a good proxy of bank
quality as well as, of bank’s financial vulnerability. The first component of the CAMELS variable is
a proxy of bank’s capital measured by the ratio of total equity to total assets (ETA). Higher values
of ETA means that banks are more resilient to shocks (e.g. low leverage); so we expect a positive
sign for the relation between ETA and economic development. A proxy of asset quality is the
second covariate inside the CAMELS variable, being the ratio of non-performing loans to total
loans (NPLL). The higher is the ratio, the lower is the quality of the bank’s loan portfolio and the
higher is the probability of bank distress. Therefore, we expect a negative sign between NPLL and
economic development. Managerial quality (third component) is proxied by the ratio of cost to total
assets (CTA). Higher values of this ratio indicate low managerial quality and a higher probability of
distress. We expect a negative sign between CTA and economic development. As for Earning, the
fourth component, it is measureed through either the return on average assets (ROA) or the return
on average equity (ROE). An increase in profitability reduces the likelihood of a distress event,

% Due to its skewness, we use a log transformation of the z-score.
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therefore we expect a positive sign between both ROA and ROE and economic development.
Liquidity, the fifth component, is measured by the net loans to deposit ratio (LD). Higher liquidity
may better satisfy firms and households demand for financial services. On the other hand higher
liquidity may also lead to a higher probability of distress as banks that finance large portions of
their loan portfolios with short term liabilities are more exposed to refinancing problems in adverse
scenarios. We expect a positive sign between LD and economic development in the former case
and a negative sign in the latter. Finally, the sixth component of the CAMELS variable corresponds
to the sensitivity to market risk proxied by the services to revenue ratio (SR). Diversification could
lead to a reduction of risks and therefore to a lower probability of insolvency and to a greater bank
stability. It is also true that a higher dependence from the market related income may, instead,
decrease bank’s stability especially in time of financial market crises. Therefore, we expect a
positive sign between SR and economic development in the former case and, instead, a negative
sign in the latter case.

3.3. Data

Data on financial intermediaries were collected from BilBank 2000 database distributed by ABI
(Associazione Bancaria Italiana) having a large time extension and being rich of information on
bank balance sheets over the 2001-2012 period (see Table 4 for more details on the definition of
the variables)®. We focus on the Italian context being a promising field of analysis, especially in the
European landscape, due to the territorially highly disaggregated data availability, the financial
reforms (privatization and Second Banking Directive) occurred after 1990 and the integration of
markets.

The sample of banks consists on cooperative, commercial and popular banks, a less than other
branches of banks located abroad. In particular, we use a sample of Italian banks classified by the
Bank of Italy as: major (average funds intermediated more than 65 billion euro), large (average
funds intermediated between 27 and 65 billion euro), medium (average funds intermediated
between 9 and 27 billion euro), small (average funds intermediated between 1.3 and 9 billion euro)
and minor (average funds intermediated less than 1.3 billion euro). We can account on a highly
disaggregated spatial stratification than enables us to capture the differences between
geographical areas, obtaining more accurate estimates (LMAS). For comparison check, notice that
there are nowadays in Italy 110 province (the NUTS3 category) while 686 LMAs have been
identified by the Italian Statistical Office (ISTAT, 2005) highlighting remarkable differences in
economic performance across the lItalian territory. All monetary aggregates are in thousands of
deflated 2005 Euros.

Employment is from the ISTAT LMA data set. Also the technology proxy (the ratio between service
workers and the sum of industry plus service workers) comes from that data set. GDP per worker
is constructed by updating the LMA value-added data from ISTAT through the period of 2006 to
2012 with data from the Bureau van Dijk AIDA data set (AIDA is a database providing balance
sheets and other information about Italian firms with a turnover of at least one million euro. See for
further information: http://aida.bvdep.com/) (see also Destefanis et al. 2014; Barra et al. 2016a,
2016b; Barra and Zotti 2017a, 2017b). LMA-level data for branches, deposits and loans are from
the Bank of Italy data set (Bollettino Statistico). Table 5 describes the sample used in the analysis
by year and geographical location, taking the average of variables for LMA-level.

¥We do not have information on some of the variables used in the analysis at LMA level for years before 2001 and after
2012.
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GDPC ZROA ETA ROA SDroa ZROE ROE SDgroe NPLL CTA LD SR LG TPC BD

North-West 0.050 23.454 0.131 0.010 0.008 19.505 0.092 0.067 0.013 0.038 1.547 0.231 0.008 0.663 0.158
(29 %) 0.007 9.723 0.034 0.005 0.006 6.258 0.050 0.038 0.010 0.010 0.370 0.092 0.024 0.114 0.176

North-East 0.051 18.295 0.121 0.010 0.011 16.277 0.101 0.088 0.016 0.041 1.465 0.252 0.004 0.650 0.205

(15 %) 0.008 9.504 0.034 0.007 0.008 7.119 0.007 0.055 0.013 0.013 0.394 0.088 0.650 0.137 0.257
Centre 0.047 19.739 0.120 0.011 0.010 18.444 0.106 0.078 0.018 0.042 1.315 0.235 0.007 0.705 0.123
(21 %) 0.007 9.389 0.030 0.007 0.008 7.283 0.065 0.052 0.013 0.010 0.393 0.058 0.029 0.108 0.116
South 0.044 23.296 0.132 0.010 0.008 19.575 0.091 0.067 0.024 0.041 0.965 0.218 0.001 0.705 0.130
(35 %) 0.009 11.107 0.043 0.008 0.006 6.420 0.066 0.042 0.017 0.010 0.396 0.074 0.031 0.111 0.200
Italy 0.047 22.182 0.128 0.011 0.009 0.071 0.096 0.071 0.018 0.040 1.283 0.227 0.005 0.683 0.139

(N=3361) 0.008 10.520 0.038 0.007 0.007 0.046 0.060 0.046 0.015 0.010 0.468 0.079 0.029 0.121 0.169

Table 5 Descriptive Statistics of Variables used in the Analysis

Notes  Our elaboration (mean values on 2001-2012 period)

4. Empirical Evidence

4.1 Financial Stability-Economic Development Nexus at Labour Market
Areas Level

The GMM estimates of the local economic growth model are presented in Table 6 (Models 1-9). All
estimates are carried out on the full sample period (2001-2012). The results of the Arellano-Bond
test confirm the appropriateness of the 2™ order autoregressive specification while the Sargan test
is always insignificant, corroborating the validity of instruments and the correctness of the model.
First of all, the lagged value of GDP per capita (GDPC) has a significant coefficient with positive
sign in all the models. The log of the Z-score is positive and statistically significant, as predicted,
both when the ZROA (Table 3, Column 1) and when the ZROE is used (Table 6, Column 2). The
positive relationship between the Z-score and local economic development means that greater
bank stability (lower probability of insolvency risk as proxied by higher values of Z-scores) fosters
economic development of labour market areas, through a direct channel of influence. The higher is
the stability of the system in term of risk (capitalization and profitability in order to cover possible
risks) and ability to allocate resources into good investments or projects, the higher is the rate of
economic performance of a certain labour market area. To take into account whether the socio-
economic environment plays a role in shaping the relationship between bank stability and
economic development, we control for a measure of the job market (LG), for the local state of
technological and industry structure (TPC) and for a measure of the bank presence on the territory
(BD). Estimates, for all models, show a positive and significant relationship between both
technology and bank presence on the market and local economic development. Indeed, a high
level of technology in the industry sector brings up local economic development. The higher
density of branches means meeting more customers and also more operations that bring more
profit, burdening a positive effect on economic development.
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1) ) ©) (4) (®) (6) @) (8) )

In(GDPC) __ In(GDPC) _ In(GDPC)  In(GDPC)  In(GDPC)  In(GDPC)  In(GDPC) In(GDPC) In(GDPC)
IN(GDPC)y.1 0.850** 0.863*+ 0.859+ 0.787++ 0.860** 0.797++ 0.863** 0.793* 0.798*+
(0.0301) (0.0297) (0.0330) (0.0447) (0.0296) (0.0438) (0.0298) (0.0433) (0.0428)
In(ZROA) 0.0121%
(0.00350)
In(ZROE) 0.0130%*
(0.00399)
In(ETA) 0.00687 -0.00988
(0.00928) (0.00843)
In(ROA) 0.0153%* 0.0163%*
(0.00315) (0.00316)
IN(SDron) -0.00494*+* -0.00545++
(0.00168) (0.00162)
In(ROE) 0.0157** 0.0158%**
(0.00310) (0.00309)
In(SDrok) -0.00279 -0.00501**
(0.00215) (0.00217)
LG -0.0613* -0.0700%*  -0.0802%*  -0.0946** -0.0676* -0.0991%*  -0.0735* -0.0768* -0.0808**
(0.0347) (0.0351) (0.0353) (0.0367) (0.0349) (0.0364) (0.0359) (0.0373) (0.0369)
In(TPC) 0.0202%*  0.0214**  0.0258**  0.0276**  0.0207**  0.0263**  0.0238** 0.0234%+ 0.0250%+*
(0.00566)  (0.00532)  (0.00532)  (0.00627)  (0.00538)  (0.00617)  (0.00546) (0.00648) (0.00619)
In(BD) 0.0225%*  0.0195%*  0.0213**  0.0285**  0.0208**  0.0258**  0.0208** 0.0253%** 0.0245%+
(0.00529)  (0.00504)  (0.00561)  (0.00729)  (0.00505)  (0.00693)  (0.00520) (0.00708) (0.00696)
CONST -0.407% -0.378** -0.332%+ -0.482%+ -0.394%* -0.488** -0.349** -0.542%* -0.515%**
(0.0880) (0.0870) (0.0913) (0.117) (0.0856) (0.120) (0.0841) (0.117) (0.118)
TIME Yes Yes Yes Yes Yes Yes Yes Yes Yes
AB(2) 0.620 0.890 0.907 0.909 0.730 0.884 0.982 0.794 0.968
Sargan 0.371 0.345 0.345 0.371 0.339 0.393 0.349 0.139 0.249
Period 2001-2012  2001-2012  2001-2012  2001-2012  2001-2012  2001-2012  2001-2012  2001-2012  2001-2012
Obs 2984 2984 2984 2955 2984 2955 2984 2955 2955

Table 6 Effect of financial stability on local economic development — Using Z-score and its components as a measure of financial stability
Standard errors in brackets; * p < 0.1, ** p < 0.05, *** p < 0.01;

Notes AB(2): test for autocorrelation (second order) between error terms over time (HO: no autocorrelation); Sargan: test of over-identifying restrictions for validity of instruments
(HO: validity of instruments); p-value reported for AB(2) and Sargan test; percentage of cooperative and commercial banks included in all models (popular banks as
benchmark group); macro areas included in all models (south region used as benchmark group); See Tables 1 and 2 for the description of the variables used in the
analysis.
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In order to explore whether different sources of financial stability contribute the most to economic
development, we decompose the financial stability indicator and regress, individually, the variable
for economic development on the three components of the ZROA such as such as profitability
(return on assets), capitalization (equity of total assets) and volatility of profitability (standard
deviation of return on assets) and on the two components of the ZROE such as the ratio between
profit and total equity (return on equity) and volatility of profitability (standard deviation of return on
equity). When using the components of ZROA, results, presented in Table 6, Columns 3, 4 and 5)
show that the positive relationship between bank stability and economic development of labour
market areas is largely explained by the bank’s return on average assets (ROA). The empirical
evidence shows the same pattern also when we decompose the ZROE where return on equity
(ROE) seems to be the only variable explaining the relationship between stability and GDP per
capita (Table 6, Columns 6-7). Results are also confirmed when the individual components of both
ZROA and ZROE are jointly used (see Table 6, Columns 8-9).

4.2. Do CAMELS Related Covariates Influence Economic Development of
Labour Market Areas?

Although the Z-score is a recognized measure of bank stabilty in the literature (see among other
Houston et al. 2010; Beck et al. 2012; Fiordelisi and Mare, 2014; Chiaromonte et al. 2015), it has
also been criticized due to its high dependence on the quality of the accounting framework. Indeed,
as banks may smooth the accounting data, the Z-score turns out to be as positively overlook of
bank financial stability (Leaven and Majnemi, 2003) as well as a poor measure of bank distress
(Poghsoy and Cihak, 2011). Therefore, we also present the results by using CAMELS variables as
a measure of bank financial stability.

Table 7, Columns 1-7, shows that the asset quality measure (NPLL), the proxy for managerial
quality (CTA) and the earnings variables (ROA and ROE) are statistically significant with the
expected sign. The ratio of non-performing loans to toal loans (NPLL) is negative, confirming that
the higher is the ratio, the lower is the quality of the bank’s portfolio and the higher is the probability
of bank distress, having negative effects on local economic development. The cost to total assets
ratio (CTA) is also negative, confirming that part of the financial stability-economic development
nexus goes through the managerial quality of the banks. Indeed, financial institutions with a higher
value of cost to total asset ratio have a low managerial quality and a higher probability of distress,
having a negative effect on local economic development. The return on average assets (ROA) is
positive; as expected, the relationship between financial stability and economic development
seems to be related to the level of bank profitability. Indeed, an increase in profitability reduces the
likelihood of distress having a positive effect on local economic development. The same positive
relationship has also been found when the return on equity has been used (ROE). The proxy for
liquidity, loans to deposit ratio (LD), has a positive sign, meaning that higher liquidity leads to more
investments and therefore to a higher local economic development. With regard to the last
CAMELS variable, the proxy for the sensitivity to market ratio (SR), the empirical evidence shows
that services to market ratio is positive and statistically significant, confirming that the relationship
between financial stability and local economic development also depends on the bank
diversification of risk which could lead to a lower probability of insolvency and to a greater bank
stability, having positive effects on local economic development. The results are confirmed when
the CAMELS variables are jointly used (see Table 7, Columns 8-9). Finally, as for the socio-
economic environmental characteristics, results confirm a positive and significant relationship
between technology (TPC) and bank presence on the market (BD) and local economic
development.
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(1) (2 (3) (4) (5) 0 (7) (8) 9)
In(GDPC) _ In(GDPC) _ In(GDPC) _ In(GDPC)  In(GDPC)  In(GDPC)  In(GDPC) In(GDPC) In(GDPC)
In(GDPC)y.. 0.859%** 0.802%** 0.845%+* 0.787%* 0.797** 0.841++ 0.857** 0.792% 0.798*+
(0.0330) (0.0424) (0.0308) (0.0447) (0.0438) (0.0343) (0.0411) (0.0408) (0.0412)
In(ETA) 0.00687 -0.00712 0.00286
(0.00928) (0.00864) (0.00876)
In(NPLL) -0.0120%* -0.00751%*  -0.00782%**
(0.00354) (0.00240) (0.00232)
In(CTA) -0.0284%** -0.0247% -0.0253*+
(0.00564) (0.00597) (0.00605)
In(ROA) 0.0153% 0.0143%+
(0.00315) (0.00294)
In(ROE) 0.0157% 0.0138%**
(0.00310) (0.00290)
In(LD) 0.0422%+ 0.0253%+ 0.0237%+
(0.0112) (0.00767) (0.00750)
In(SR) 0.00448 0.0188* 0.0183%
(0.00666) (0.00574) (0.00560)
LG -0.0802** -0.0662* -0.0498 -0.0946%*  -0.0991**  -0.0862**  -0.0695* -0.0556 -0.0562
(0.0353) (0.0339) (0.0366) (0.0367) (0.0364) (0.0358) (0.0352) (0.0377) (0.0377)
In(TPC) 0.0258%*  0.0244**  0.0203**  0.0276%*  0.0263%*  0.0293**  0.0259%* 0.0204%+ 0.0193%**
(0.00532)  (0.00568)  (0.00562)  (0.00627)  (0.00617)  (0.00553)  (0.00526) (0.00646) (0.00630)
In(BD) 0.0213**  0.0274**  0.0216%*  0.0285%*  0.0258**  0.0174**  0.0200%** 0.0191% 0.0181%*
(0.00561)  (0.00658)  (0.00515)  (0.00729)  (0.00693)  (0.00523)  (0.00594) (0.00591) (0.00613)
CONST -0.332% -0.565*+ -0.476%+ -0.482%* -0.488* -0.400%* -0.351 -0.585%** -0.586%**
(0.0913) (0.134) (0.0835) (0.117) (0.120) (0.0994) (0.126) (0.121) (0.123)
TIME Yes Yes Yes Yes Yes Yes Yes Yes Yes
AB(2) 0.907 0.994 0.913 0.909 0.884 0.969 0.809 0.976 0.966
Sargan 0.345 0.327 0.370 0.371 0.393 0,349 0.352 0.479 0.513
Period 2001-2012  2001-2012  2001-2012  2001-2012  2001-2012  2001-2012  2001-2012  2001-2012 2001-2012
Obs 2984 2973 2984 2955 2955 2984 2984 2947 2947

Table 7 Effect of financial stability on local economic development — Using CAMELS variables as a measure of financial stability

Standard errors in brackets; * p < 0.1, ** p < 0.05, *** p < 0.01;

Notes AB(2): test for autocorrelation (second order) between error terms over time (HO: no autocorrelation); Sargan: test of over-identifying restrictions for validity of instruments
(HO: validity of instruments); p-value reported for AB(2) and Sargan test; percentage of cooperative and commercial banks included in all models (popular banks as
benchmark group); macro areas included in all models (south region used as benchmark group); See Tables 1 and 2 for the description of the variables used in the

analysis.
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4.3 A Further Exploration of the Results

We performed a number of tests to further explore the results. Firstly, we examine whether the
results depend on the distribution of the financial stability by focusing on the banks above and
below the median value of the financial distress proxy used in the analysis. The idea is to verify
whether the main results are driven by banks with a high or low level of stability. More specifically,
we repeat the analysis firstly by using the ZROA and its components such a measure of financial
stability (see Table 8, Columns 1-10), for the banks with a value of financial distress above the
median (Table 8, Columns 1, 3, 5, 7 and 9) and for those below (Table 8, Columns 2, 4, 6, 8 and
10). Results are generally confirmed, and starting from the models when the ZROA is taken into
account (see Table 8, Columns 1-2), we still find that the proxy of financial stability of banks has a
direct positive and significant effect on local economic development especially when those with a
value of stability below the median have been considerd (Table 8, Column 2). When the ZROA is
decomposed and each of its components is jointly used, the empirical evidence confirms that the
positive relationship between bank stability and local economic development is largely explained
by the bank’s return on average assets when banks with a value of stability both above and below
the median have been considered (Table 8, Columns 9-10). We also repeat the analysis by using
the ZROE and its components such a measure of financial stability (see Table 9, Columns 1-8), for
the banks with a value of financial distress above the median (Table 9, Columns 1, 3, 5 and 7) and
for those below (Table 9, Columns 2, 4, 6).

20



@

@)

©)

(4)

©)

(6)

@)

(8)

9)

(10)

In(GDPC) In(GDPCQC) In(GDPC) In(GDPC) In(GDPC) In(GDPC) In(GDPC) In(GDPC) In(GDPC) In(GDPCQC)
In(GDPC)t.1 0.795*** 0.895*** 0.863*** 0.834*** 0.937*** 0.734*** 0.880*** 0.781*** 0.741** 0.917%**
(0.0508) (0.0348) (0.0320) (0.0536) (0.0266) (0.0690) (0.0334) (0.0586) (0.0614) (0.0326)
In(ZROA) -0.00764 0.0191***
(0.00714) (0.00435)
In(ETA) 0.0170 -0.00853 -0.0127 0.00808
(0.0145) (0.0134) (0.0123) (0.0100)
In(ROA) 0.0110*** 0.00341 0.0175%** 0.00751**
(0.00302) (0.00318) (0.00400) (0.00294)
In(SDron) -0.0118*** 0.00255 0.00160 -0.00687***
(0.00216) (0.00296) (0.00340) (0.00230)
LG -0.0588 -0.0598 -0.0160 -0.118** -0.0885* -0.0863 -0.0961 -0.0560 -0.0657 -0.0885
(0.0467) (0.0551) (0.0449) (0.0583) (0.0479) (0.0646) (0.0628) (0.0465) (0.0515) (0.0552)
In(TPC) 0.0395*** 0.00925* 0.0484*** 0.0191*** 0.0150* 0.0201** 0.0114 0.0266*** 0.0422*** 0.00804
(0.0101) (0.00538) (0.0116) (0.00663) (0.00831) (0.00907) (0.00783) (0.00952) (0.0117) (0.00533)
In(BD) 0.0301*** 0.0130*** 0.0260*** 0.0289*** -0.000647 0.0296*** 0.00759 0.0296*** 0.0340*** 0.00844*
(0.00964) (0.00497) (0.00702) (0.00858) (0.00423) (0.0102) (0.00536) (0.0101) (0.0116) (0.00491)
CONST -0.496*** -0.318*** -0.288*** -0.419*** -0.0925 -0.722%** -0.443*** -0.540*** -0.608*** -0.216**
(0.133) (0.106) (0.0890) (0.152) (0.0780) (0.195) (0.106) (0.152) (0.154) (0.0978)
TIME Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes
AB(2) 0.681 0.354 0.597 0.140 0.249 0.100 0.887 0.696 0.681 0.420
Sargan 0.297 0.627 0.745 0.557 0.526 0.517 0.676 0.201 0.121 0.344
Period 2001-2012 2001-2012 2001-2012 2001-2012 2001-2012 2001-2012 2001-2012 2001-2012 2001-2012 2001-2012
Obs 1586 1398 1447 1537 1561 1394 1367 1617 1570 1385

Table 8 Effect of financial stability on local economic development — Using values below and above the median of financial distress variable (ZROA) and its components

Standard errors in brackets; * p < 0.1, ** p < 0.05, *** p < 0.01;

Notes AB(2): test for autocorrelation (second order) between error terms over time (HO: no autocorrelation); Sargan: test of over-identifying restrictions for validity of instruments
(HO: validity of instruments); p-value reported for AB(2) and Sargan test; percentage of cooperative and commercial banks included in all models (popular banks as
benchmark group); macro areas included in all models (south region used as benchmark group); See Tables 1 and 2 for the description of the variables used in the

analysis.

Columns (1), (3), (5), (7), (9) are associated to banks with a level of financial distress proxy above the median. Columns (2), (4), (6), (8), (10) are associated to banks with
a level of financial distress proxy below the median.
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@ @) @) (4) ®) (6) () ®

In(GDPC) In(GDPC) In(GDPC) In(GDPC) In(GDPC) In(GDPC) In(GDPC) In(GDPC)
In(GDPC)t.1 0.764*** 0.797*** 0.888*** 0.717%** 0.810*** 0.695*** 0.753*** 0.801***
(0.0664) (0.0349) (0.0331) (0.0707) (0.0366) (0.0722) (0.0658) (0.0362)
In(ZROE) -0.0517*** 0.0480***
(0.0185) (0.00486)
In(ROE) 0.0130*** 0.00715** 0.0117*** 0.00267
(0.00311) (0.00329) (0.00360) (0.00301)
In(SDroE) -0.0254*** 0.0297*** 0.00751 -0.0255***
(0.00248) (0.00773) (0.00781) (0.00246)
LG -0.0878 -0.0621 -0.101** -0.0288 -0.0953** -0.0668 -0.0783 -0.0532
(0.0583) (0.0427) (0.0464) (0.0497) (0.0434) (0.0591) (0.0658) (0.0430)
In(TPC) -0.0169 0.0161** 0.0250*** 0.0168* 0.0145** 0.00309 0.0198 0.0156**
(0.0443) (0.00642) (0.00763) (0.00998) (0.00640) (0.0599) (0.0433) (0.00639)
In(BD) 0.0230** 0.0213*** 0.0131*** 0.0268*** 0.0208*** 0.0288*** 0.0228** 0.0204***
(0.00929) (0.00524) (0.00506) (0.00976) (0.00485) (0.0110) (0.00987) (0.00551)
CONST -0.516*** -0.665*** -0.224** -0.787*** -0.624*** -0.698*** -0.616*** -0.649%**
(0.177) (0.104) (0.0938) (0.205) (0.112) (0.198) (0.187) (0.103)
TIME Yes Yes Yes Yes Yes Yes Yes Yes
AB(2) 0.513 0.431 0.580 0.289 0.549 0.788 0.652 0.454
Sargan 0.443 0.255 0.591 0.758 0.715 0.152 0.111 0.411
Period 2001-2012 2001-2012 2001-2012 2001-2012 2001-2012 2001-2012 2001-2012 2001-2012
Obs 1497 1487 1581 1374 1491 1493 1484 1471

Table 9 Effect of financial stability on local economic development — Using values below and above the median of financial distress variable (ZROE) and its components
Standard errors in brackets; * p < 0.1, ** p < 0.05, *** p < 0.01;

Notes AB(2): test for autocorrelation (second order) between error terms over time (HO: no autocorrelation); Sargan: test of over-identifying restrictions for validity of instruments
(HO: validity of instruments); p-value reported for AB(2) and Sargan test; percentage of cooperative and commercial banks included in all models (popular banks as
benchmark group); macro areas included in all models (south region used as benchmark group); See Tables 1 and 2 for the description of the variables used in the
analysis.

Columns (1), (3), (5), (7) are associated to banks with a level of financial distress proxy above the median. Columns (2), (4), (6), (8) are associated to banks with a level of
financial distress proxy below the median.
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Secondly, we examine whether the results depend on the distribution of the measure of the
economic development used in the analysis by dividing the areas according to the gross domestic
product per capita (GDPC) in values above and below the median (see Tables 10-11). The idea is
to further explore whether the main results are driven by the fact that some banks are located in
area characterized by a high level of economic development while other are positioned in areas
with a low level of economic development. Specifically, we repeat the analysis first using the sub-
sample of banks in areas with a GDP per capita above the median value, that is, taking into
consideration the areas which grow the most (see Table 10, Columns 1, 3, 5, 7, 9; Table 11,
Columns 1, 3, 5, 7) and then we use those with a GDP per capita below the median value, that is,
taking into account those areas with low economic development (see Table 10, Columns 2, 4, 6, 8,
10; Table 11, Columns 2, 4, 6, 8). Results show that financial stability of banks has a direct positive
and significant effect on local economic development, especially when banks located in area
characterized by a high level of economic development have been taken into account (Table 10,
Clumn 1; Table 11, Column 1). This reveals the presence of virtuous circles characterized by
stable banks, located in the territories that grow more, which in turn stimulate to reach higher levels
of operations. Again, when the financial stability proxies have been decomposed, the positive
relationship between bank stability and local economic development is largely explained by the
bank’s return on average assets (or bank’s return on equity) for banks located in area
characterized by both a high and a low level of economic development (Table 10, Columns 9 and
10; Table 11, Columns 7 and 8).
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@ @ @) (4) ®) (6) @) ®) © (10)

In(GDPC) In(GDPC) In(GDPC) In(GDPC) In(GDPC) In(GDPC) In(GDPC) In(GDPC) In(GDPC) In(GDPC)
In(GDPC)t1 0.550*** 0.879*** 0.577*** 0.884*** 0.503*** 0.832*** 0.561*** 0.877** 0.495** 0.858***
(0.0531) (0.0321) (0.0562) (0.0290) (0.0641) (0.0338) (0.0539) (0.0289) (0.0580) (0.0304)
In(ZROA) 0.0152*** 0.00674
(0.00355) (0.00659)
In(ETA) -0.00138 0.00840 -0.00712 -0.00836
(0.00943) (0.0127) (0.0102) (0.0108)
In(ROA) 0.0151*** 0.0141%** 0.0156*** 0.0150***
(0.00462) (0.00216) (0.00444) (0.00225)
IN(SDRroa) -0.00643*** -0.00256 -0.00641*** -0.00427
(0.00173) (0.00290) (0.00180) (0.00285)
LG 0.0111 -0.0557 -0.00651 -0.0722 -0.0569 -0.0725 0.0000396 -0.0558 -0.0527 -0.0815*
(0.0464) (0.0517) (0.0507) (0.0488) (0.0529) (0.0468) (0.0475) (0.0489) (0.0569) (0.0486)
In(TPC) 0.0304*** 0.0132* 0.0363*** 0.0160** 0.0385*** 0.0126* 0.0327*** 0.0116 0.0351*** 0.00895
(0.00948) (0.00738) (0.00864) (0.00662) (0.0105) (0.00750) (0.00955) (0.00708) (0.0109) (0.00747)
In(BD) 0.0114** 0.00702 0.0117** 0.00915* 0.0124* 0.0135** 0.0117** 0.00520 0.0120* 0.00879
(0.00563) (0.00526) (0.00545) (0.00514) (0.00651) (0.00612) (0.00489) (0.00545) (0.00635) (0.00549)
CONST -1.319%** -0.359*** -1.190%** -0.300%*** -1.336*+* -0.407*** -1.304*+* -0.376*** -1.437*+* -0.387**
(0.158) (0.102) (0.160) (0.0952) (0.172) (0.102) (0.160) (0.0915) (0.158) (0.1000)
TIME Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes
AB(2) 0.857 0.464 0.369 0.522 0.586 0.432 0.903 0.469 0.913 0.368
Sargan 0.395 0.310 0.386 0.357 0.382 0.494 0.415 0.507 0.774 0.616
Period 2001-2012 2001-2012 2001-2012 2001-2012 2001-2012 2001-2012 2001-2012 2001-2012 2001-2012 2001-2012
Obs 1567 1417 1567 1417 1562 1393 1567 1417 1562 1393
Table 10 Effect of financial stability on local economic development — Using Z-Score variables as a measure of financial stability (ZROA) and values of GDPC below and

above the median
Standard errors in brackets; * p < 0.10, ** p < 0.05, *** p < 0.01;

Notes AB(2): test for autocorrelation (second order) between error terms over time (HO: no autocorrelation); Sargan: test of over-identifying restrictions for validity of instruments
(HO: validity of instruments); p-value reported for AB(2) and Sargan test; percentage of cooperative and commercial banks included in all models (popular banks as
benchmark group); macro areas included in all models (south region used as benchmark group); See Tables 1 and 2 for the description of the variables used in the
analysis.

Columns (1), (3), (5), (7), (9) are associated to banks with a level of GDPC above the median. Columns (2), (4), (6), (8), (10) are associated to banks with a level of GDPC
below the median.
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@ @ ®3) 4) ®) (6) 7 ®
In(GDPC) In(GDPC) In(GDPC) In(GDPC) In(GDPC) In(GDPC) In(GDPC) In(GDPC)
IN(GDPC)1 0.548*** 0.884*** 0.501*** 0.845*** 0.561*** 0.881*** 0.490%*** 0.863***
(0.0549) (0.0298) (0.0611) (0.0335) (0.0553) (0.0307) (0.0547) (0.0311)
In(ZROE) 0.0279*** 0.00280
(0.00495) (0.00633)
In(ROE) 0.0151*** 0.0142%** 0.0157*** 0.0147***
(0.00468) (0.00227) (0.00454) (0.00241)
In(SDrok) -0.00962*** 0.00193 -0.0110*** -0.000853
(0.00269) (0.00311) (0.00284) (0.00278)
LG 0.00238 -0.0582 -0.0635 -0.0851* -0.000386 -0.0652 -0.0444 -0.0928**
(0.0467) (0.0484) (0.0531) (0.0486) (0.0477) (0.0484) (0.0558) (0.0455)
In(TPC) 0.0305*** 0.0151* 0.0372%* 0.0128 0.0328*** 0.0152* 0.0333*** 0.0126*
(0.00941) (0.00675) (0.0108) (0.00777) (0.00945) (0.00685) (0.0106) (0.00709)
In(BD) 0.0106** 0.00756 0.0112* 0.0115* 0.0115* 0.00639 0.0101* 0.00911
(0.00523) (0.00514) (0.00665) (0.00621) (0.00545) (0.00512) (0.00597) (0.00563)
CONST -1.365*** -0.329*** -1.374%* -0.395*** -1.293*** -0.323*** -1.477%* -0.348***
(0.164) (0.0909) (0.169) (0.100) (0.160) (0.0929) (0.151) (0.0959)
TIME Yes Yes Yes Yes Yes Yes Yes Yes
AB(2) 0.768 0.501 0.547 0.420 0.610 0.553 0.752 0.402
Sargan 0.435 0.464 0.357 0.507 0.440 0.484 0.221 0.330
Period 2001-2012 2001-2012 2001-2012 2001-2012 2001-2012 2001-2012 2001-2012 2001-2012
Observations 1567 1417 1562 1393 1567 1417 1562 1393
Table 11 Effect of financial stability on local economic development — Using Z-Score variables as a measure of financial stability (ZROE) and values of GDPC below and

above the median

Standard errors in brackets; * p < 0.1, ** p < 0.05, *** p < 0.01;

Notes

AB(2): test for autocorrelation (second order) between error terms over time (HO: no autocorrelation); Sargan: test of over-identifying restrictions for validity of instruments
(HO: validity of instruments); p-value reported for AB(2) and Sargan test; percentage of cooperative and commercial banks included in all models (popular banks as
benchmark group); macro areas included in all models (south region used as benchmark group); See Tables 1 and 2 for the description of the variables used in the
analysis.

Columns (1), (3), (5), (7) are associated to banks with a level of GDPC above the median. Columns (2), (4), (6), (8) are associated to banks with a level of GDPC below
the median.
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5. Summary and Concluding Remarks

Since financial markets are more properly defined at local level as well as legal and institutional
information are more homogenous when the analysis is performed within the territories of one
country, the paper empirically addresses the relationship between financial stability of the banking
system and economic development of labour market areas in Italy. Although the idea that the
financial system could contribute to the social economic and cultural development of the area in
which banks are located has been discussed in the literature, only a few quantitative estimates
regarding the impact of the banking system’s level of distress on the community are present and,
to the best of our knowledge, our study is the first to explore the finance stability—growth nexus at a
territorially very disaggregated level such as labour market areas.

We justify our approach by considering that more stable banks can exert a positive role in the
territory in several ways such as improving the efficiency in the allocation of savings across
investment loans, producing better information through long and strong lending relationship,
financing entrepreneurs engaging in research and development activities and decreasing the costs
for firms and households of financing spending. To shed more light upon this relevant topic, we
have focused on the Italian experience and tried to quantify the impact of the financial stability of
banks on local economic development, using sub-regional geographical areas where the bulk of
the labour force lives and works.

Based on a rich sample of Italian banks over the 2001-2012 period, and using a two-step system
GMM estimator, our empirical results highlight that a higher degree of stability in the banking
system is associated with an increase in economic development of labour market areas and
therefore promotes and positive predicts high level of economic performance. Results are stable to
different indicators of bank soundness and financial instability; the positive relationship between
bank stability and local economic development is mainly and largely explained by the bank’s return
on average assets. A higher ratio between profit and total assets is related to a higher level of
capitalization and therefore of economic development. Moreover, a higher level of bank’s return on
average assets increase the ability to allocate resources into good investments or projects (e.g.
helping firms and households in financing spending), positively affecting the rate of economic
development of a certain area. Several components capturing banks’ financial stability such as
asset quality (non-performing loans to total loans ratio), managerial quality (cost to total assets), a
measure of earnings (return on average assets), liquidity (loans to total deposit ratio) and the
sensitivity to market risk (services to revenue ratio) have important effects on local economic
development.

Financial stability, occurring when the banking system works in terms of health and governance,
may ensure social welfare and promote regional and sub-regional development. When the
financial system is healthy and stable, financial intermediaries can grant loans to households and
businesses more easily in order to increase investments in the area, producing an increase in the
volume of goods and services that, in turn, improves economic development. Financial stability
may indeed be considered as a public good, having a negative effect on social welfare and
economic growth when risks are not regularly checked; this leads to the conclusion that it won’t be
provided if left solely to the market and that policy makers and regulators need to ensure the
smooth functioning of the banking system in order to promote local economic development. This
suggests that an effort is a necessary step towards the regulation of the financial institutions, to
monitor systematic risks and to make the stability of the banking system an important prerequisite
for sustainable economic growth.

26



References

Aghion P., Fally, T. and Scarpetta, S. (2007). Credit constraints as a barrier to the entry and post-
entry growth of firms. Economic Policy, 22, 731-779.

Agoraki, M.E.K., Delis, M.D. and Pasiouras, F. (2011). Regulations, competition and bank risk-
taking in transition countries. Journal of Financial Stability, 7 (1), 38—48.

Allen, F. and Gale, D. (2004). Competition and financial stability. Journal of Money, Credit and
Banking, 36 (3), 453—480.

Antzoulatos A. and Thanopoulos, J. (2008). Financial system structure and change - 1986-2005
Evidence from the OECD Countries. Journal of Economic Integration, 23, 977-1001.

Arellano, M. and Bover, O. (1995). Another look at the instrumental-variable estimation of error-
components models. Journal of Econometrics, 68, 29-51.

Arellano, M. and Bond, S. (1991). Some tests of specification for panel data: Monte Carlo evidence
and an application to employment equations. Review of Economic Studies, 58, 277-97.

Arestis, P., Demetriades, P. and Luintel, K. (2001). Financial development and economic growth:
the role of stock markets. Journal of Money Credit Bank, 33 (1), 16—-41.

Barra, C., Bimonte, G. and Zotti, R. (2016a). On the relationship among efficiency, capitalization
and risk: does management matter in local banking market? Applied Economics, 48 (41), 3912-3934.

Barra, C., Destefanis, S. and Lubrano Lavadera, G. (2016b). Risk and regulation: A difference-in-
differences analysis for Italian local banks, Finance Research Letters, 17 (41), 25-32.

Barra, C. and Zotti, R. (2017a). Bank Performance, Financial Stability and Market Competition: do
Cooperative and Non-Cooperative Banks Behave Differently?. CELPE Discussion Papers 143, CELPE
- Centre of Labour Economics and Economic Policy, University of Salerno, Italy.

Barra, C. and Zotti, R. (2017b). On the relationship between bank market concentration and stability
of financial institutions: Evidence from the Italian banking sector, MPRA paper 79900.

Bauducco, S., Bulir, A. and Cihak, M. (2011). Monetary policy rules with financial instability. Czech
Journal of Economics and Finance, 61 (6), 545-565.

Beck, T., Demirguco-Kunt, A., Laeven, L. and Levine, R. (2008). Finance, firm size and growth.
Journal of Money, Credit and Banking, 40 (7), 1379-1405.

Beck, T. and Levine, R. (2004). Stock markets, banks, and growth: panel evidence. Journal of
Banking and Finance, 28, 423—-442.

Beck, T., Demirguc-Kunt, A. and Levine, R. (2006). Bank concentration, competition, and crises:
First results. Journal of Banking and Finance, 30, 1581-1603.

Beck, T., Buyukkarabacak, B., Rioja, F. and Valev, N. (2012). Who gets the credit? And does it
matter? Household vs. Firm lending across countries. The B.E. Journal of Macroeconomics, 12 (1),
Article 2.

Berger, AN. and DeYoung, R. (1997). Problem loans and cost efficiency in commercial banks.
Journal of Banking and Finance, 32, 849-870.

Blundell, R. and Bond, S. 1998. Initial conditions and moment restrictions in dynamic panel data
models. Journal of Econometrics, 87, 115-43.

Boyd, J. and De Nicold, G. (2005). The theory of bank risk-taking and competition revisited. Journal
of Finance, 60, 1329-1343.

Bumann, S., Hermes, N. and Lensink, R. (2013). Financial liberalization and economic growth: a
meta-analysis. Journal of International Money Finance, 33 C, 255-281.

Carlson, M.A,, King, T. and Lewis, K. (2011). Distress in the financial sector and economic activity.
The B.E. Journal of Economic Analysis & Policy, 11 (1), (Contributions), Article 35.

27



Chiaromonte, L., Croci, E., and Poli, F. (2015). Should we trust the Z-score? Evidence from
European banking system. Global Finance Journal, 28, 111-131.

Creel, J. Hubert, P., and Labondance, F. (2015). Financial stability and economic performance.
Economic Modelling, 48, 25.40.

De Serres A., S. Kobayakawa, S. Torsten and L. Vartia (2006). Regulation of Financial Systems
and Economic Growth. OECD Economic Studies, 43.

Dow, S.C. and Rodriguez Fuentes, C.J. (1997). Regional finance: a survey. Regional Studies, 31,
903-920.

Dudley, W. (2011). Remarks on Financial Stability and Economic Growth at the Bretton Woods
Committee International Council Meeting.

Demetriades P. O. and Hussein, K.A. (1996). Does financial development cause economic growth?
Time-series evidence from 16 countries. Journal of Development Economics, 51(2), 387-411.

Destefanis, S., Barra, C. and Lubrano Lavadera, G. (2014). Financial development and local
growth: evidence from highly disaggregated Italian data. Applied Financial Economics, 24 (24), 1605-
1615.

European Central Bank (2012). Financial stability review. What is financial stability? Frankfurt:
European Central Bank. http://www.ecb.europa.eu/pub/fsr/html/index.en.html (accessed 04 December
2017).

Fiordelisi, F. and Mare, D.S. (2014). Competition and financial stability in European cooperative
banks. Journal of International Money and Finance, 45, 1-16.

Fisman R. and Love, I. (2004). Financial development and growth in the short and long run.” NBER
Working Paper Series 10236.

Fuller, D. and Jonas, A.E.G. (2002). Institutionalising future geographies of financial inclusion:
national legitimacy versus local autonomy in the British credit union movement. Antipode, 34, 85-110.

Guiso L., Jappelli, T. Padula, M. and Pagano, M. (2005). Financial market integration and economic
growth in the EU. Economic Policy, 19 (40), 523-577.

Hakkio, C. S., & Keeton, W. R. (2009). Financial stress: what is it, how can it be measured, and why
does it matter? Economic Review, 5-50. Federal Reserve Bank of Kansas City.

Hasan, |., Koetter, M., and Wedow, M. (2009). Regional growth and finance in Europe: is there a
quality effect of bank efficiency? Journal of Banking and Finance, 33, 1446-1453.

Hesse, H. and Cihak, M. (2007). Cooperative banks and financial stability. International monetary
fund working paper, 2.

Houston, J., Lin, C., Lin, P., and Ma, Y. (2010). Creditor rights, information sharing, and bank risk
taking. Journal of Financial Economics, 96, 485-512.

Huang Y. (2005). Determinants of Financial Development. Palgrave Macmillan UK.

King, R.G. and Levine, R. (1993). Finance and Growth: Schumpeter Might Be Right. The Quarterly
Journal of Economics, 108 (3), 717-37.

Leaven, L., and Majnoni, G. (2003). Loan loss provisioning and economic slowdowns: Too much,
too late? Journal of Financial Intermediation ,12, 178-197.

Laeven, L. and Levine, R. (2009). Bank governance, regulation and risk taking. Journal of Financial
Economics, 93, 259-75.

Lown, C., Morgan, D. and Rohatgi, S. (2000). Listening to loan officers: the impact of commercial
credit standards on lending and output. Federal Reserve Bank of New York Economic Policy Review, 6
(2), 1-16.

Poghosyan, T. and Cihék, M. (2011). Distress in European banks: An analysis based on a new
dataset. Journal of Financial Services Research, 40, 163—-184.

28



Saci K. and Holden, K. (2008). Evidence on growth and financial development using principal
components. Applied Financial Economics, 18 (19), 1549-1560.

Schinasi, G.J. (2004). Defining Financial Stability. International Monetary Fund, W. P. 187.

Schumpeter, J. A. (1934), The Theory of Economic Development, Harvard University Press,
Cambridge, MA.

Schumpeter, J. A.(1942), Capitalism, Socialism and Democracy, Harvard University Press,
Cambridge, MA.

Soedarmono, W. Machrouh, F. and Tarazi, A. (2013). Bank competition, crisis and risk taking:
evidence from emerging markets in Asia. Journal of International Financial Markets, Institutions And
Money, 23, 196-221.

Stiglitz J.E. (1985). Credit Markets and the Control of Capital. Journal of Money, Credit and
Banking, 17 (2), 133-52.

Strobel, F. (2011). Bank insolvency risk and Z-score measures with unimodal returns. Applied
Economics Letters, 18, 1683—-1685.

Uhde, A. and Heimeshoff, U. (2009). Consolidation in banking and financial stability in Europe:
empirical evidence. Journal of Banking and Finance, 33, 1299-1311.

Usai, S. and Vannini, M. (2005). Banking structure and regional economic growth: lessons from
Italy. The Annals of Regional Science, 39, 691-714.

Valverde, S. C. and Fernandez, F.R. (2004). The Finance—growth nexus - A regional perspective.
European Urban and Regional Studies, 11 (4), 339-354.

Valverde, S.C.. Del Paso, R.L. and Fernandez, F.R. (2007). Financial innovations in banking:
impact on regional growth. Regional Studies, 41 (3), 311-326.

WEF, 2012, The Financial Development Report 2012. World Economic Forum, New York: USA Inc.

Williams, J. and Gardener, E.P.M. (2003). The efficiency of European regional banking. Regional
Studies, 37, 321-330.

Windmeijer, F. (2005). A finite sample correction for the variance of linear efficient two-step GMM
estimators. Journal of Econometrics, 126, 25-51.

Zazzaro, A. (1997) Regional banking systems, credit allocation and regional economic
development. Economie Appliquée, 1,51-74.

Zhu, J. 2004, “Quantitative models for performance Evaluation and benchmarking - Data
Envelopment Analysis with spreadsheets and DEA excel solver”. Kluwer Academic Publishers, Second
Printing.

29



CELPE’s Discussion Papers

2017, 153
2017, 152

2017, 151

2017, 150
2017, 149
2017, 148
2017, 147
2017, 146
2017, 145

2017, 144

2017, 143

2016, 142
2016, 141
2016, 140
2016, 139
2016, 138
2015, 137
2015, 136
2015, 135
2014, 134
2014, 133

2014, 132

2014, 131
2014, 130
2014, 129
2013, 128
2013, 127
2013, 126
2013, 125
2013, 124
2012, 123

2012, 122

Adalgiso AMENDOLA, Mario DI SERIO, Matteo FRAGETTA

The Government Spending Multiplier at the Zero Lower Bound: Evidence from the Euro Area
Anna Maria FERRAGINA, Fernanda MAZZOTTA

Firm Employment Resilience and FDI: Evidence from Italy

Fernanda MAZZOTTA, Lavinia PARISI

What are the Role of Economic Factors in Determining Leaving and Returning to the Parental Home in
Europe During the Crisis? Technical Details

Mario DI SERIO, Matteo FRAGETTA, Emanuel GASTEIGER

The Government Spending Multiplier at the Zero Lower Bound: Evidence from the United States
Giorgia IOVINO

Il Consumo di Suolo. Un Focus sull’Europa

Giorgia IOVINO

Waterfront Urbani: Approcci Rigenerativi e Visioni di Citta

Giorgia IOVINO

The Mezzogiorno Problem to be. Territorial Implications of the Reform of Tertiary Education in Italy
Adriana BARONE, Annamaria NESE

Investment in Education, Obesity and Health Behaviours

Annamaria NESE, Roberta TROISI

lllegal Behavior in the Public Administration

Rosamaria D'’AMORE, Roberto IORIO, Giuseppe LUBRANO LAVADERA

Exploring the Relationship Between Human Capital and Innovation at the Firm Level: A study on a Sample
of European Firms

Cristian BARRA, Roberto ZOTTI

Bank Performance, Financial Stability and Market Competition: do Cooperative and Non-Cooperative Banks
Behave Differently?

Adalgiso AMENDOLA

Riforma del terzo settore e ruolo delle associazioni di servizio per lo sviluppo

Cristian BARRA, Giovanna BIMONTE, Luigi SENATORE

Innovation Processes and Environmental Safety

Damiano FIORILLO, Luigi SENATORE

Self Image and Environmental Attitude and Behavior

Maria Rosaria GAROFALO

Oltre il conflitto tra efficienza ed equita: regole e misure di policy per 'uguaglianza di genere
Adalgiso AMENDOLA

Economia ed etica: razionalita economica, mercato e impresa

Antonella BELLINO, Giuseppe CELI

The Migration-Trade Nexus in the Presence of Vertical and Horizontal Product Differentiation
Adalgiso AMENDOLA, Roberto DELL’ANNO, Lavinia PARISI

Happiness, Inequality and Relative Concerns in European Countries

Giuseppina TESTA

The Effect of the Euro Competition Over Innovation Decisions and Labor Productivity

Antonio CARDONE

Capitale e Ricchezza

Giovanna BIMONTE, Luigi SENATORE

An Overview on the Application of the Coalitional. Games in Cancer Diagnosis

Domenico MADDALONI

The Warfare-Welfare Nexus. An Ecological-Evolutionary Conceptual Framework for the Analysis of the Rise
and Decline of National Public Welfare Systems

Massimiliano BENCARDINO, Giorgia IOVINO

Analysing and Managing Urban Sprawl and Land Take

Carmen AINA, Fernanda MAZZOTTA, Lavinia PARISI

Bargaining or Efficiency within the Household? The Case of Italy

Adriana BARONE, Annamaria NESE

Body Weight and Academic Performance: Gender and Peer Effects

Adriana BARONE, Annamaria NESE

Family Structure, Children and Night Work: Italy vs. Sweden

Annamaria FERRAGINA

The Impact of FDI on Firm Survival and Employment: A Comparative Analysis for Turkey and Italy
Adalgiso AMENDOLA, Roberto DELL’ANNO

Social Exclusion and Economic Growth: An Empirical Investigation in European Economies

Anna PAPACCIO

Bilateralism and Multilateralism: a Network Approach

Claudio PINTO

Complexity of Treatment, and Changes in Efficiency and Productivity for Directly Managed Italian Hospitals
Giorgia IOVINO

Il Mezzogiorno e la sfida delle energia rinnovabili

Roberto DELL’ANNO, Stefania VILLA

Growth in Transition Countries: Big Bang versus Gradualism

30


http://www3.unisa.it/uploads/2551/133.pdf
http://www3.unisa.it/uploads/2551/dp_131.pdf
http://www3.unisa.it/uploads/2551/dp_130.pdf
http://www3.unisa.it/uploads/2551/dp_129.pdf

2012, 121 Lavinia PARISI
The Determinants of First and Second Marital Dissolution. Evidence from Britain
2010, 120 Salvatore FARACE, Fernanda MAZZOTTA
Bivariate Probit Models for Analysing how “Knowledge” Affects Innovation and Performance in Small and
Medium Sized Firms
2010, 119 Marcello D’AMATO, Christian DI PIETRO
The Evolution of Wealth Distribution in a Model of Educational Investment with Heterogenous Agents
2010, 118 Paolo COCCORESE
Banks as 'fat cats": Branching and Price Decisions in a Two-Stage Model of Competition
2010, 117 Sergio DESTEFANIS, Giovanni PICA
The Wage Curve an ltalian Perspective
2010, 116 Adalgiso AMENDOLA, Joshy EASAW, Antonio SAVOIA
Inequality in Developing Economies: The Role of Institutional Development
2010 115 Gianluigi COPPOLA
Health, Lifestyle and Growth
2010 114 Teresa AMODIO
Methods of Analysis of Local Tourist Systems
2009 113 Fernanda MAZZOTTA
The Effect of Parental Background on Youth Duration of Unemployment
2009 112 Matteo FRAGETTA
Identification in Structural Vector Autoregressions Through Graphical Modelling and Monetary Policy: A
Cross-Country Analysis
2009 111  Bruna BRUNO, Damiano FIORILLO
Why without Pay? The Intrinsic Motivation between Investment and Consumption in Unpaid Labour Supply
2009 110 Maria Rosaria GAROFALO, Annamaria NESE
Social Preferences and the Third Sector: Looking for a Microeconomic Foundation of the Local Development
Path
2008 109 Giorgia IOVINO
Gis, ricerca geografica e pianificazione urbanistica: un’applicazione sul centro storico di Benevento
2008 108 Bruna BRUNO
La donna flessibile e il lavoro opportuno
2008 107 Damiano FIORILLO
Offerta di Attivita Gratuita in Italia: una analisi micro-econometrica
2007, 106 Shane Niall O'HIGGINS, Marcello D'AMATO, Floro Ernesto CAROLEO, Adriana BARONE
Gone for Good? Determinants of School Dropout in Southern Italy
2007,105 Ugo COLOMBINO, Annamaria NESE
Preference Heterogeneity in Relation to Museum Services
2007,104 Giuseppe CELI, Mario SPORTELLI
Harrod’s Dynamics and the Kaldor-Thirlwall Export-led Growth
2007, 103 Francesca BETTIO, Fernanda MAZZOTTA, Giovanni SOLINAS
Costs and prospects for home based Long Term Care in Northern Italy: the Galca survey
2007, 102 Lisa CROSATO, Sergio DESTEFANIS, Piero GANUGI
Technology and Firm Size Distribution: Evidence from lItalian Manufacturing
2007,101 Guglielmo Maria CAPORALE, Alexandros KONTONIKAS
The Euro and Inflation Uncertainty in the european Monetary Union
2006, 100 Francesco Paolo VOLPE
Principio democratico e giustizia nell'amministrazione
2006,99 Niall O'HIGGINS
Still With Us After All of These Years: Trends in Youth Labour Market Entry, Home-Leaving And Human
Capital Accumulation in Italy 1993-2003
2005, 98 Floro Ernesto CAROLEO, Gianluigi COPPOLA
The Impact of the Institutions on Regional Unemployment Disparities
2005, 97 Carlo ALTAVILLA, Antonio GAROFALO, Concetto Paolo VINCI
Is the Discouraged Worker Effect Time-Varying?
2005, 96 F. BUSATO, B. CHIARINI, P. DE ANGELIS, E. MARZANO
Capital Subsidies and Underground Production
2005,95 Lucio Valerio SPAGNOLO, Mario CERRATO
No euro please, We're British!
2005,94 Roberto BASILE, Mauro COSTANTINI, Sergio DESTEFANIS
Unit root and cointegration tests for cross-sectionally correlated panels. Estimating regional production
functions
2005,93  Sergio DESTEFANIS, Raquel FONSECA
Matching Efficiency and Labour Market Reform in Italy. A Macroeconometric Assessment
2005,92  Cesare IMBRIANI, Antonio LOPES
Banking System Efficiency and the Dualistic Development of the Italian Economy in the Nineties
2005,91  Carlo ALTAVILLA, Antonio GAROFALO, Concetto Paolo VINCI
Designing the Optimal Lenght of Working Time
2005,90 Marco MANACORDA, Barbara PETRONGOLO
Regional Mismatch and Unemployment: Theory and Evidence from Italy, 1977-1998

31


http://www3.unisa.it/uploads/2551/119_dp.pdf
http://www3.unisa.it/uploads/2551/118_dp.pdf
http://www.unisa.it/download/75_359_1459161641_107_dp.pdf
http://www.unisa.it/download/75_359_1459161641_107_dp.pdf
http://www.unisa.it/download/75_359_1856963147_106_dp.pdf
http://www.unisa.it/download/75_359_2058059707_103_dp.pdf
http://www.unisa.it/download/75_359_875563709_101_dp.pdf
http://www.celpe.unisa.it/DP/dp99.pdf
http://www.celpe.unisa.it/DP/dp98.pdf
http://www.celpe.unisa.it/DP/dp97.pdf
http://www.celpe.unisa.it/DP/dp96.pdf
http://www.celpe.unisa.it/DP/dp95.pdf
http://www.celpe.unisa.it/DP/dp94.pdf
http://www.celpe.unisa.it/DP/dp94.pdf
http://www.celpe.unisa.it/DP/dp93.pdf
http://www.celpe.unisa.it/DP/dp92.pdf
http://www.celpe.unisa.it/DP/dp91.pdf
http://www.celpe.unisa.it/DP/dp90.pdf

2004, 89
2004, 88
2004, 87
2004, 86
2004, 85
2004, 84

2004, 83

2004, 82
2004, 81
2004, 80
2004, 79
2004, 78
2003, 77

2003, 76

2003, 74
2003, 73
2003, 72
2003, 71

2002, 70

2002, 69
2002, 68

2002, 67

2002, 65
2001, 64
2001, 63
2001, 62
2001, 61
2001, 60
2001, 59
2001, 58
2001, 57
2000, 56

2000, 55

Roberta TROISI

Teoria dellimpresa e responsabilita parapenale: le implicazioni organizzativo-gestional

Roberta TROISI

Enti non profit: tipologie ed opzioni organizzative

Lavinia PARISI

La poverta: una rassegna sul confronto tra due approcci. Capability vs. Unidimensionalita
Giuseppe CELI

Quality Differentiation, Vertical Disintegration and the Labour Market Effetcs of Intra-Industry Trade
Niall O'HIGGINS

Recent Trends in Youth Labour Martkets and Employment Policy in Europe and Central Asia
Carlo ALTAVILLA, Floro Ernesto CAROLEO

Evaluating Asimmetries in Active Labour Policies: The Case of Italy

Floro Ernesto CAROLEO, Francesco PASTORE

La disoccupazione giovanile in Italia. La riforma dei sistemi d'istruzione e di formazione professionale come
alternativa alla flessibilita numerica per accrescere l'occupabilita

Francesco PASTORE, Izabela MARCINKOWSKA

The Gender Wage Gap among Young People in Italy

Elisabetta MARZANO

Dual Labour Market Theories And Irregular Jobs: IsThere a Dualism Even in The Irregular Sector?
Corrado ANDINI

Unemployment and Welfare Partecipation in a Structural VAR: Rethinking the 1990s in the United States
Floro Ernesto CAROLEO

Fondamenti teorici della rigidita salariale nell'ambito dei "Non Market clearing Models"

Adalgiso AMENDOLA, Floro Ernesto CAROLEO, Gianluigi COPPOLA

Regional Disparities in Europe

Fernanda MAZZOTTA

Flessibilita, poverta e istruzione: un approccio Sen — istituzionale

Adalgiso AMENDOLA, Annamaria NESE

Mobilita intergenerale nel livello d'istruzione nella societa femminile italiana ed endogenita del titolo di studio
in un modello di partecipazione alla Forza Lavoro.

Antonio LOPES

Innovazione nel Sistema Creditizio del Mezzogiorno negli Anni Novanta

Sergio DESTEFANIS, Vania SENA

Public Capital and Total Factor Productivity New Evidence from the Italian Regions

Giuseppina AUTIERO, Bruna BRUNO

Social Preferences in Wage Bargaining: a Neocorporatist Approach

Gianluigi COPPOLA, Maria Rosaria GAROFALO, Fernanda MAZZOTTA

Industrial Localisation and Economic Development. A Case Study

Francesco GIORDANO, Fernanda MAZZOTTA

Salario di Riserva, Probabilita di Occupazione ed Efficacia dell’'lstruzione Universitaria: un’Analisi sugli
Studenti dell'Universita di Salerno

Giuseppe RUSSO

Istituzioni del Mercato del Lavoro e Occupazione: dai Costi di Aggiustamento all’Appropriabilita
Floro Ernesto CAROLEO, Francesco PASTORE

Training Policy for Youth Unemployed in a Sample of European Countries

Maria Rosaria GAROFALO, Maria Rosaria SUPINO

Il Disegno Normativo del Welfare Municipale in Italia come Strumento per lo Sviluppo Economico e
I’Allargamento delle Opportunita Occupazionali. Una Lettura Neoistituzionale della L. 328/00
Pietro SENESI

Cyclical dynamics under continuous time equilibrium

Marcello D'AMATO, Vincenzo GALASSO

E' la Riforma Dini Politicamente Sostenibile?

Sergio DESTEFANIS, Ornella Wanda MAIETTA

Assessing the Productive Efficiency of Non-Profit Organisations: a Comparative Analysis

Floro Ernesto CAROLEO, Francesco PASTORE

How fine targeted is ALMP to the youth long term unemployed in Italy?

Paolo COCCORESE

Strategic Advertising for Entry Deterrence Purposes

Alessandra AMENDOLA

Modelling Asymmetries in Unemployment Rate

Sergio DESTEFANIS

Differenziali Territoriali di Produttivita ed Efficienza negli Anni '90: i Livelli e 'Andamento
Giuseppina AUTIERO, Fernanda MAZZOTTA

Job Search Methods: the Choice between the Public and the Private Sector

Giuseppina AUTIERO, Bruna BRUNO, Fernanda MAZZOTTA

A Correspondence Analysis of Labour Market Institutions

Giuseppina AUTIERO

Governmental Organized Learning and Coordination Problems: The case of Japan in1950s
Giuseppina AUTIERO, Fernanda MAZZOTTA

The Choice of Search Methods: Some Empirical Evidence from Italy

32


http://www.celpe.unisa.it/DP/dp89.pdf
http://www.celpe.unisa.it/DP/dp88.pdf
http://www.celpe.unisa.it/DP/dp87.pdf
http://www.celpe.unisa.it/DP/dp84.pdf
http://www.celpe.unisa.it/DP/dp83.pdf
http://www.celpe.unisa.it/DP/dp83.pdf
http://www.celpe.unisa.it/DP/dp82.pdf
http://www.celpe.unisa.it/DP/dp81.pdf
http://www.celpe.unisa.it/DP/dp80.pdf
http://www.celpe.unisa.it/DP/dp79.pdf
http://www.celpe.unisa.it/DP/dp78.pdf
http://www.celpe.unisa.it/DP/dp74.pdf
http://www.celpe.unisa.it/DP/dp74.pdf
http://www.celpe.unisa.it/DP/dp73.pdf
http://www.celpe.unisa.it/DP/dp71.pdf
http://www.celpe.unisa.it/DP/dp71.pdf
http://www.celpe.unisa.it/DP/dp70.pdf
http://www.celpe.unisa.it/DP/dp70.pdf
http://www.celpe.unisa.it/DP/dp69.pdf
http://www.celpe.unisa.it/DP/dp68.pdf
http://www.celpe.unisa.it/DP/dp67.pdf
http://www.celpe.unisa.it/DP/dp67.pdf
http://www.celpe.unisa.it/DP/dp65.pdf
http://www.celpe.unisa.it/DP/DP64.pdf
http://www.celpe.unisa.it/DP/DP63.pdf
http://www.celpe.unisa.it/DP/DP62.pdf
http://www.celpe.unisa.it/DP/DP61.pdf
http://www.celpe.unisa.it/DP/DP60.pdf
http://www.celpe.unisa.it/DP/DP59.pdf
http://www.celpe.unisa.it/DP/DP58.pdf
http://www.celpe.unisa.it/DP/DP57.pdf
http://www.celpe.unisa.it/DP/DP56.pdf
http://www.celpe.unisa.it/DP/DP55.PDF

2000, 54

2000, 53

2000, 52
2000, 51
1999, 50
1999, 49
1999, 48
1999, 47
1998, 46
1998, 45
1997, 44
1997, 43
1997, 42
1997, 41
1997, 40
1997, 39
1997, 38

1997, 37

1997, 36
1996, 35
1996, 33
1996, 32
1996, 31
1996, 30
1996, 29

1996, 28

1996, 27
1996, 26
1995, 25
1995, 24
1995, 23
1995, 22

1995, 21

Giuseppe CELI

The Impact of International Trade on Labour Markets. The Case of Outward Processing. Traffic between the
European Union and Central Eastern European Countries.

Giuseppe RUSSO, David VEREDAS

Institutional Rigidities and Employment on the Italian Labour Market: the Dynamic of the Employment in the
Large Industrial Firms

Floro Ernesto CAROLEO

Le Politiche per I'Occupazione in Europa: una Tassonomia Istituzionale

Andrew NEWELL, Francesco PASTORE

Regional Unemployment and Industrial Restructuring in Poland

Giuseppe CELI, Alasdair SMITH

Quality Differentiation and the Labour Market Effects of International Trade.

Giuseppe CELI

Vertical and Horizontal Intra-Industry Trade: What is the Empirical Evidence for the UK?
Cesare IMBRIANI, Filippo REGANATI

Productivity spillovers and regional differences: some evidence on the italian manufacturing sector
Adalgiso AMENDOLA, Annamaria NESE

L’impatto del background familiare sul livello d’istruzione dei figli.

Adalgiso AMENDOLA, Annamaria NESE

Mobilita intergenerazionale nella societa femminile italiana.

Floro Ernesto CAROLEO, Fernanda MAZZOTTA

Youth Unemployment and youth employment policies in Italy

Annamaria NESE

Mobilita intergenerazionale in Italia

Adriana BARONE, Concetto Paolo VINCI

Fairness: un concetto relativo nell’analisi del mercato del lavoro

Adriana BARONE, Concetto Paolo VINCI

Wage differentials and factor intensity reversals

Rosa CAPOLUPO

L’ipotesi di convergenza nel recente dibattito sulle teorie della crescita

Rosa CAPOLUPO

Endogenous Vs exogenous models of growth: the convergenze debate

Fernanda MAZZOTTA, Annamaria NESE

Transizioni "In and Out" il mercato del lavoro in Italia: un’analisi microeconometrica
Fernanda MAZZOTTA

Disoccupazione e probabilita di occupazione in Italia: un’analisi su microdati

Maria Rosaria GAROFALO, Bruna BRUNO

Equivalenza istituzionale" dei modelli di contrattazione sul salario: oltre il dibattito tra
centralizzazione e decentramento

Adalgiso AMENDOLA, Floro Ernesto CAROLEO, Gianluigi COPPOLA

Differenziali territoriali nel mercato del lavoro e sviluppo in ltalia

Adalgiso AMENDOLA

Istituzioni e mercato del lavoro. Deregolazione, occupazione e paradigma istituzionale
Annamaria NESE

Modelli microeconometrici per I'analisi della domanda abitativa

Annamaria NESE

Test semiparametrici per modelli parametrici

Giuseppe CELI

Vertical intra-industry trade and skill intensity in Europe: a cross sector analysis
Sergio DESTEFANIS

Nominal rigidities and real activity. A cross-industry analysis for Italy, 1951-93

Cesare IMBRIANI, Filippo REGANATI

International technology transfer into the italian manufacturing sector

Stefania di SERAFINO, Alberto GANDOLFI

The choice of the Government optimal procurement mechanism: the first-price sealed bid auction with one
and/or two winners.

Raul de LUZENBERGER

Redistribution, and public debt with liquidity constraints

Bruno CHIARINI

Un modello VAR per la domanda di lavoro

Maria Rosaria CARILLO, Alberto ZAZZARO

Innovazione tecnologica e distruzione di capitale umano in un modello neo- shumpeteriano di crescita
Raul de LUZENBERGER

Macroeconomia e politiche redistributive: il caso di vincoli di liquidita

Annamaria NESE

Tenure choice and demand for housing in Italy

Filippo REGANATI

La struttura delle preferenze per prodotti orizzontalmente differenziati.

Sergio DESTEFANIS, Michele LA ROCCA, Cosimo VITALE

Forecasting train ticket sales with linear model-based approaches and with edats

33


http://www.celpe.unisa.it/DP/DP54.PDF
http://www.celpe.unisa.it/DP/DP54.PDF
http://www.celpe.unisa.it/DP/DP53.PDF
http://www.celpe.unisa.it/DP/DP53.PDF
http://www.celpe.unisa.it/DP/dp52.pdf
http://www.celpe.unisa.it/DP/dp51.pdf
http://www.celpe.unisa.it/DP/dp50.pdf
http://www.celpe.unisa.it/DP/dp49.pdf
http://www.celpe.unisa.it/DP/dp48.pdf
http://www.celpe.unisa.it/DP/dp45.pdf

1995, 20
1995, 19

1995, 18

1994, 17
1994, 16

1994, 15

1994, 14
1994, 13
1994, 12
1993, 11
1993, 10

1993, 9

1993, 8
1992, 7

1992, 6

1992, 5
1992, 4
1991, 3
1991, 2

1991, 1

Stefania di SERAFINO

Bounded rationality and incomplete contracts

Adalgiso AMENDOLA, Floro E. CAROLEO, Maria Rosaria GAROFALO

Istituzioni, mercato del lavoro e decentramento delle decisioni.

Niall O'HIGGINS

Why did the youth training scheme reduce the wages of young people? A story of human capital formation,
reservation wages and job offers.

Antonio CARDONE

Misure di efficienza: alcuni aspetti teorici

Maria Rosaria GAROFALO, Luisa ZANCHI

Neo-corporativismo, centralizzazione e dispersione inter-settoriale dei salari.

Sergio DESTEFANIS

Allowing for frequency of negotiation in the aggregate wage equation. A study for Italian manufacturing,
1973/92.

Marcello D'AMATO

Tariffs for a foreign industry with market power under incomplete information on demand

Raul DE LUZENBERGER, Cesare IMBRIANI, Giancarlo MARINI

Sustainability Issues in the process of European Integration

Riccardo MARSELLI, Antonio CARDONE

Interdipendenza tra regioni: un'analisi su dati di Panel

Adriana BARONE, Concetto Paolo VINCI

Dilemma del prigioniero e persistenza della disoccupazione involontaria

Maria Rosaria CARILLO

Mutamenti strutturali ed offerta di lavoro.

Niall O'HIGGINS

The effectiveness of YTS in Britain: an analysis of sample selection in the determination of employment and
earnings

Giuseppe CELI

Politiche valutarie ed integrazione commerciale: I'esperienza dello SME negli anni ‘80

Paolo COCCORESE

Attivita innovativa e configurazione industriale

Maria Rosaria GAROFALO, Gian Luigi CORINTO

La Razionalita dell'Allocazione del Tempo di Lavoro in Agricoltura. Con un'Applicazione Empirica ad un
Sistema Locale attraverso la PL.

Adalgiso AMENDOLA, Maria SCATTAGLIA

Disoccupazione e Tassi di Attivita nel Mezzogiorno

Floro Ernesto CAROLEO

La Disoccupazione Strutturale

Giovanni URGA

Dynamic Models of Labour Demand in the Italian Industrial Sector: Theories and Evidence from Panel Data
Adalgiso AMENDOLA

Teoria dei Contratti Impliciti. Rigidita del Salario e Disoccupazione

Guido CELLA

Sulla Integrazione Produttiva Interregionale: il Caso del Mezzogiorno

34



CELPE - Centro di Ricerca in Economia del Lavoro e di Politica Economica
Universita degli Studi di Salerno
ISSN 1970-4259

Depositato ai sensi di Legge

35



