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Abstract 

This paper investigates the effects of local financial development and quality of socio-institutional 

environment on firms productivity in Italy. We argue that social capital, judicial efficiency, and the 

presence of criminal organizations might impact the real economy through three channels: a) they have 

a direct impact through the creation of a business environment; b) they have an indirect impact, as they 

are among the main determinants of private credit development and lending risk conditions; c) they 

might act as constraints to the effects of financial development on the real economy through 

misallocation of credit to highly profitable investments. We study the Italian case, using firm level data 

for productivity and taking advantage of the variation in terms of banking sector development, judicial 

efficiency, and social capital among Italian provinces. After controlling for potential endogeneity, our 

empirical results confirm that the real effects of financial development are conditional on the quality of 

socio-institutional environment. In particular, we find that a) a larger local banking market has higher 

positive effects on firm productivity when the socio-institutional environment is sufficiently developed; 

b) an improvement of lending condition (reduction of lending rates) has higher effects when the socio-

institutional environment is not developed. These evidences highlight that an improvement of socio-

institutional environment might spur a virtuous cycle. 
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a
c
t
e
d
 
w
i
t
h
 
t
h
e
 
s
o
c
i
o
-
i
n
s
t
i
t
u
t
i
o
n
a
l
 
i
n
d
i
c
a
t
o
r
 
(
o
n
l
y
 
i
n
 
c
o
l
u
m
n
s
 
5
-
6
)
,
 
l
a
g
g
e
d
 
v
a
l
u
e
s
 
o
f

f
i
x
e
d
 
c
a
p
i
t
a
l
 
p
e
r
 
e
m
p
l
o
y
e
e
,
 
l
a
g
g
e
d
 
v
a
l
u
e
s
 
o
f
 
s
i
z
e
,
 
a
n
d
 
l
a
g
g
e
d
 
v
a
l
u
e
s
 
o
f
 
l
e
v
e
r
a
g
e
 
a
n
d
 
i
t
s
 
s
q
u
a
r
e
d
 
v
a
l
u
e
s
.
 
V
a
l
u
e
s
 
o
f
 
a
g
e
,
 
y
e
a
r
 
d
u
m
m
i
e
s
,
 
a
n
d
 
v
a
l
u
e
s
 
o
f
 
s
o
c
i
o
-

i
n
s
t
i
t
u
t
i
o
n
a
l
 
i
n
d
i
c
a
t
o
r
,
 
a
n
d
 
s
q
u
a
r
e
d
 
v
a
l
u
e
s
 
o
f
 
i
n
s
t
i
t
u
t
i
o
n
a
l
 
i
n
d
i
c
a
t
o
r
 
(
o
n
l
y
 
i
n
 
c
o
l
u
m
n
 
6
)
 
a
r
e
 
a
l
s
o
 
u
s
e
d
 
a
s
 
i
n
s
t
r
u
m
e
n
t
s
.
 

E
x
o
g
e
n
e
i
t
y
 
i
s
 
t
h
e
 
r
e
g
r
e
s
s
i
o
n
-
b
a
s
e
d
 
f
o
r
m
 
o
f
 
t
h
e
 
D
u
r
b
i
n
-
W
u
-
H
a
u
s
m
a
n
 
t
e
s
t
:
 
i
f
 
t
h
e
 
n
u
l
l
 
h
y
p
o
t
h
e
s
i
s
 
i
s
 
n
o
t
 
r
e
j
e
c
t
e
d
 
O
L
S
 
e
s
t
i
m
a
t
i
o
n
s
 
a
r
e
 
p
r
e
f
e
r
r
e
d
.
 
P
-
v
a
l
u
e
s
 
a
r
e

r
e
p
o
r
t
e
d
.

S
a
r
g
a
n
 
i
s
 
a
 
S
a
r
g
a
n
 
t
e
s
t
 
o
f
 
t
h
e
 
v
a
l
i
d
i
t
y
 
o
f
 
t
h
e
 
o
v
e
r
i
d
e
n
t
i
f
y
i
n
g
 
o
r
t
h
o
g
o
n
a
l
i
t
y
 
c
o
n
d
i
t
i
o
n
s
.
 

A
R
(
1
)
 
a
n
d
 
A
R
(
2
)
 
t
e
s
t
 
t
h
e
 
p
r
e
s
e
n
c
e
 
o
f
 
f
i
r
s
t
 
a
n
d
 
s
e
c
o
n
d
 
o
r
d
e
r
 
s
e
r
i
a
l
 
c
o
r
r
e
l
a
t
i
o
n
 
i
n
 
t
h
e
 
t
r
a
n
s
f
o
r
m
e
d
 
e
r
r
o
r
.
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A
B
L
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n
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p
r
e
a
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n
d
 
f
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r
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p
r
o
d
u
c
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i
v
i
t
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.
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o
o
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S
L
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o
l
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1
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i
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n
c
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G
M
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(
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o
l
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n
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4
-
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s
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i
m
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n
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a
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0
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1
1
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0
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0
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4
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-
-
-
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-
-
-
-
-
-
-
-
-
-
-
-
-
-

*
 
p
<
0
.
0
5
,
 
*
*
 
p
<
0
.
0
1
,
 
*
*
*
 
p
<
0
.
0
0
1

S
t
a
n
d
a
r
d
 
e
r
r
o
r
s
 
r
o
b
u
s
t
 
t
o
 
w
i
t
h
i
n
 
p
r
o
v
i
n
c
e
 
h
e
t
e
r
o
s
k
e
d
a
s
t
i
c
i
t
y
 
i
n
 
p
a
r
e
n
t
h
e
s
e
s
.

E
q
u
a
t
i
o
n
s
 
i
n
 
c
o
l
u
m
n
s
 
(
1
-
3
)
 
i
n
c
l
u
d
e
 
r
e
g
i
o
n
,
 
i
n
d
u
s
t
r
y
,
 
a
n
d
 
t
i
m
e
 
d
u
m
m
i
e
s
.
 
E
q
u
a
t
i
o
n
s
 
i
n
 
c
o
l
u
m
n
s
 
(
4
-
6
)
 
i
n
c
l
u
d
e
 
t
i
m
e
 
d
u
m
m
i
e
s
.

I
n
 
c
o
l
u
m
n
s
 
(
1
-
3
)
 
t
h
e
 
1
9
3
6
 
v
a
l
u
e
s
 
o
f
 
b
r
a
n
c
h
e
s
 
p
e
r
 
i
n
h
a
b
i
t
a
n
t
,
 
t
h
e
 
s
h
a
r
e
 
o
f
 
b
a
n
k
 
b
r
a
n
c
h
e
s
 
o
w
n
e
d
 
b
y
 
l
o
c
a
l
 
b
a
n
k
s
 
o
v
e
r
 
t
o
t
a
l
 
b
r
a
n
c
h
e
s
,
 
t
h
e
 
n
u
m
b
e
r
 
o
f
 
s
a
v
i
n
g
 
b
a
n
k
s
,
 
a
n
d

t
h
e
 
n
u
m
b
e
r
 
o
f
 
c
o
o
p
e
r
a
t
i
v
e
 
b
a
n
k
s
 
p
e
r
 
c
a
p
i
t
a
,
 
a
l
l
 
i
n
t
e
r
a
c
t
e
d
 
w
i
t
h
 
t
i
m
e
 
d
u
m
m
i
e
s
,
 
a
r
e
 
u
s
e
d
 
a
s
 
i
n
s
t
r
u
m
e
n
t
s
 
f
o
r
 
t
h
e
 
v
a
l
u
e
s
 
o
f
 
b
a
n
k
 
s
p
r
e
a
d
;
 
t
h
e
 
s
a
m
e
 
s
e
t
 
o
f
 
i
n
s
t
r
u
m
e
n
t
s

i
n
t
e
r
a
c
t
e
d
 
w
i
t
h
 
t
h
e
 
s
o
c
i
o
-
i
n
s
t
i
t
u
t
i
o
n
a
l
 
i
n
d
i
c
a
t
o
r
 
a
r
e
 
u
s
e
d
 
a
s
 
i
n
s
t
r
u
m
e
n
t
s
 
f
o
r
 
t
h
e
 
v
a
l
u
e
s
 
o
f
 
t
h
e
 
i
n
t
e
r
a
c
t
i
o
n
 
t
e
r
m
s
 
b
e
t
w
e
e
n
 
 
b
a
n
k
 
s
p
r
e
a
d
 
a
n
d
 
t
h
e
 
s
o
c
i
o
-
i
n
s
t
i
t
u
t
i
o
n
a
l

i
n
d
i
c
a
t
o
r
.

I
n
 
c
o
l
u
m
n
s
 
(
4
-
6
)
,
 
r
e
s
u
l
t
s
 
a
r
e
 
o
b
t
a
i
n
e
d
 
w
i
t
h
 
t
h
e
 
o
n
e
 
s
t
e
p
 
f
i
r
s
t
 
d
i
f
f
e
r
e
n
c
e
 
G
M
M
 
e
s
t
i
m
a
t
o
r
 
w
i
t
h
 
r
o
b
u
s
t
 
s
t
a
n
d
a
r
d
 
e
r
r
o
r
s
.
 
I
n
s
t
r
u
m
e
n
t
 
s
e
t
s
 
i
n
c
l
u
d
e
 
l
a
g
g
e
d
 
v
a
l
u
e
s
 
o
f
 
b
a
n
k

s
p
r
e
a
d
,
 
l
a
g
g
e
d
 
v
a
l
u
e
s
 
o
f
 
b
a
n
k
 
s
p
r
e
a
d
 
i
n
t
e
r
a
c
t
e
d
 
w
i
t
h
 
t
h
e
 
s
o
c
i
o
-
i
n
s
t
i
t
u
t
i
o
n
a
l
 
i
n
d
i
c
a
t
o
r
 
(
o
n
l
y
 
i
n
 
c
o
l
u
m
n
s
 
5
-
6
)
,
 
l
a
g
g
e
d
 
v
a
l
u
e
s
 
o
f
 
f
i
x
e
d
 
c
a
p
i
t
a
l
 
p
e
r
 
e
m
p
l
o
y
e
e
,
 
l
a
g
g
e
d

v
a
l
u
e
s
 
o
f
 
s
i
z
e
,
 
a
n
d
 
l
a
g
g
e
d
 
v
a
l
u
e
s
 
o
f
 
l
e
v
e
r
a
g
e
 
a
n
d
 
i
t
s
 
s
q
u
a
r
e
d
 
v
a
l
u
e
.
 
V
a
l
u
e
s
 
o
f
 
a
g
e
,
 
y
e
a
r
 
d
u
m
m
i
e
s
,
 
a
n
d
 
v
a
l
u
e
s
 
o
f
 
s
o
c
i
o
-
i
n
s
t
i
t
u
t
i
o
n
a
l
 
i
n
d
i
c
a
t
o
r
,
 
a
n
d
 
s
q
u
a
r
e
d
 
v
a
l
u
e
s

o
f
 
i
n
s
t
i
t
u
t
i
o
n
a
l
 
i
n
d
i
c
a
t
o
r
 
(
o
n
l
y
 
i
n
 
c
o
l
u
m
n
 
6
)
 
a
r
e
 
a
l
s
o
 
u
s
e
d
 
a
s
 
i
n
s
t
r
u
m
e
n
t
s
.
 

E
x
o
g
e
n
e
i
t
y
 
i
s
 
t
h
e
 
r
e
g
r
e
s
s
i
o
n
-
b
a
s
e
d
 
f
o
r
m
 
o
f
 
t
h
e
 
D
u
r
b
i
n
-
W
u
-
H
a
u
s
m
a
n
 
t
e
s
t
:
 
i
f
 
t
h
e
 
n
u
l
l
 
h
y
p
o
t
h
e
s
i
s
 
i
s
 
n
o
t
 
r
e
j
e
c
t
e
d
 
O
L
S
 
e
s
t
i
m
a
t
i
o
n
s
 
a
r
e
 
p
r
e
f
e
r
r
e
d
.
 
P
-
v
a
l
u
e
s
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