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Abstract
This thesis investigates the social dimension of entrepreneurial activity, showing the importance of embeddedness with local communities
and institutions in affecting corporate strategies. The first two chapters contribute to the literature on family firms. The focus on family
businesses allows us to study the importance of non-pecuniary benefits and costs attached to control, which are tightly linked to the degree of personal accountability that shareholders have for the actions
of the company. The two chapters both use a difference-in-difference
identification strategy to study how employment policies, and access
to bank lending, differed between family and non-family firms during
the recent economic and financial crisis. In particular, the first chapter
looks at the geographical distribution of workforce adjustments, finding evidence of a systematic preference in family firms for job preservation and job creation close to their headquarters. The second chapter
shows how the presence of a family block-holder had a positive effect
in mitigating the adverse effects of the credit crunch. The third chapter of the thesis instead studies the importance of shared norms and
values arising at the level of local social networks in reducing the uncertainty involved in hiring new workers. Specifically, it shows that a
shared community of origin between employers and employees positively affects both the likelihood of retaining a job after a takeover and
the economic performance of the acquiring firm.
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Preface
Thirty-five years of effort, following the seminal work of Jensen and
Meckling (1976), have greatly contributed to our understanding of the
firm, and in particular, the agency costs that characterize the relationships between those inside, and those outside of its walls. However,
what is still largely missing, both theoretically and empirically, in the
economic literature is a systematic study of the social dimension of entrepreneurial activity. Conventional wisdom assumes that decisions
within the firm are taken ignoring the existence of institutions and
norms, which, as they concern the relationships between individuals and their communities of reference, are inherently social in nature.
The three papers that follow are meant to contribute in this respect, by
offering the reader a new perspective through which to look at firm
behavior.
The first two chapters are related to the recent literature on family businesses, and explore how employment policies and access to bank lending varied during the recent economic and financial crisis, depending
on the existence of a family block-holder within the firm. The focus on
family firms is relevant for the purpose of understanding the importance of embeddedness with local communities and institutions (using
the terminology of Granovetter, 1985) because the implied corporate
governance structure makes family owners directly identifiable at the
community level. Hence, their strategic decisions potentially affect not
only the economic return of the entrepreneurial activity but also the
social status of the family. On the other hand, when no individual per1
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son is particularly attached to the firm, the social consequences of the
entrepreneurial activity are less relevant. As Florentine bankers used
to say (in order to ethically justify their demand for interest payments
in exchange of loans) ”Usury is a sin when undertaken by single individuals that can blemish their souls, but a company has no soul and doesn’t go to
hell”1 . In essence, therefore, the difference in the objective functions of
family and non-family firms lies in the existence of non-pecuniary benefits and costs attached to control of the firm, which are tightly linked
to the degree of personal accountability the owners have for actions
undertaken by the company.
Chapter 1, entitled ”Family firms and the Great Recession: out of sight,
out of mind?”, exploits the exogenous nature of the shock represented
by the 2008 economic downturn in order to consistently estimate the
”close to home” bias of Italian family firms in their employment adjustments. In particular, a difference-in-difference approach is used, in
which the time dimension of the data and within-firm variation in the
workforce’s geographical distribution are combined to compare the
optimal responses of family and non-family firms to the shock. Family firms are found to systematically value job preservation (and even
job creation) around their headquarters more than comparable nonfamily firms. Further investigation also shows how the positive ”close
to home” family-firm effect varies with the characteristics of the local
community, namely its degree of social cohesion and the social visibility of the entrepreneur at the local level.
Chapter 2, entitled ”Family firms and the role of soft information during
a financial crisis” exploits the natural experimental setting represented
by the failure of Lehman Brothers in September 2008, to study whether
credit allocation by Italian banks systematically differed between family and non-family firms. The analysis reveals that family firms experienced a significantly smaller contraction in loans granted than non1

Montanelli and Gervaso (2010, pp. 138-139). The original text is in Italian.
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family firms. Results are robust to different specifications of the econometric model, which aimed to exclude from the analysis all plausible
confounding factors related to family firm status and to the change in
the number of loans granted. By further combining the heterogeneity in corporate ownership and the banks’ heterogeneity in lending
practices, it can be credibly argued that the presence of a family blockholder had a positive effect in mitigating the agency conflict in the
borrower-lender relationship during the crisis.
The third chapter looks at a different dimension of embeddedness,
studying how cultural proximity in the employer-employee relationship affects both labor market outcomes and firm performance. The
focus of the thesis therefore shifts to the investigation of the importance of shared norms and values arising at the level of local social
networks in reducing the uncertainty involved in hiring new workers.
Chapter 3, entitled ”Is there a preferential bias for locals in the labor market? Evidence from takeovers” studies how a shared community of origin between employers and employees affects both the likelihood of
retaining a job after a takeover and the economic performance of the
acquiring firm. The takeover generates an exogenous change in the
matching between the origins of the incumbent workers and that of the
employer, solving the identification problem of non-random sorting
of workers into firms. A positive and significant effect of employeeemployer matching is found: being from the same city of origin as
the new employer significantly increases the probability of job retention after the takeover. The effect varies substantially depending on
the size of the local community, the occupation of the worker, and the
size of the acquired firm, while it is constant with regard to the degree of market competition. Moreover, higher intensity of localism is
associated with lower exit rates for firms. Results are therefore consistent with preferential treatment for locals being caused by imperfect
information faced by the new employer about the ”quality” of the incumbent workers.
3
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It is important to notice that, as often happens when dealing with observational data, results can generally not be interpreted univocally in
terms of underlying causal forces, even if exogenous shocks can be isolated and consistency with theoretical predictions can be shown. This
is particularly true in those cases where the causal mechanism of interest involves variables that are not directly measurable because they are
related to the social dimension of individuals. Hence, this caveat certainly applies to the three papers presented here. Nevertheless, as Gibbons (2005, pag. 6) points out ”even where endogeneity and other concerns
are well founded, I think intellectual integrity demands a response like: Thank
you for alerting me to new dependent and independent variables, which suggest new empirical correlations and potential causal mechanisms”.

4
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Chapter 1
Family Firms and the Great
Recession: Out of Sight, Out
of Mind?
with Leandro D’Aurizio (Bank of Italy)

1.1

Introduction

Due to the remarkable importance that family businesses still have
all around the world (as recently underlined by Ellul et al. 2010), it
seems natural to investigate the determinants of family firm employment policies, and in particular how they react to economic fluctuations by adjusting their workforce levels. Despite the growing demand
for economic research on family firms (see Bertrand and Schoar 2006
and Bloom and Van Reenen 2010 for a review), this topic has received
little attention so far, except for the contributions of Sraer and Thesmar
(2007) and Bassanini et al. (2010). Interestingly, they both find lower responses of employment levels for family firms hit by a negative shock,
and both interpret these results as consistent with the “credible commitment hypothesis”. The idea is that family firms can credibly offer
7
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implicit contracts to their workforce with ex-post insurance protection
against negative shocks in exchange for ex-ante lower salaries because
of their commitment to the firm (due to their long-term investment
horizon). The higher reliability of the family owner tends to reduce
the level of industrial unrest (Muller and Philippon 2006), but at the
same time may also restrict the range of strategies available to family
firms (Bach and Serrano-Velarde 2009).
However, the observational unit in these studies is the firm as a
whole and it is accordingly impossible to establish whether the familyfirm effect applies uniformly to all workers or whether a difference
exists based on the geographical distribution of the workforce. Indeed, this information may be crucial, especially when looking at the
consequences of the Great Recession. By forcing firms to adjust their
strategies to the new macroeconomic environment, the huge economic
downturn has likely accelerated the ongoing process of production delocalization observed in most developed countries in the last decade.
Thus, it is relevant to study whether family and non-family firms behave differently when they choose to relocate their plant, and when
they form their subsequent investment strategies, as we can understand which local communities suffered the most in the crisis.
The purpose of this paper is to fill this gap, by adding plant location as a potential source of variability in the employment adjustments
of family and non-family firms. In particular, we compare the workforce variation close to the headquarters and the workforce variation
in plants far from the headquarters, during the 2008/2009 economic
crisis.
We use data collected by the Bank of Italy on a representative sample of Italian firms that allow us to define whether a firm is family
owned and the geographical distribution of its workforce before and
after 2008.
By exploiting the exogenous nature of the shock to the Italian economy represented by the Great Recession, we conduct a difference-indifference estimation that combines the time variation in the workforce
8
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levels with the geographical location of the employees, for family and
non-family firms. Despite the ex-ante similar characteristics of the two
groups of firms, the reactions to the shock were remarkably different.
Family firms tend to value employment levels “close to home” more
than non-family firms: the gap between workforce levels at headquarters and elsewhere increased by around 42 personnel units more in
family firms than in non-family firms. This result is statistically significant and economically relevant, accounting for 6% of the 2007 average
total workforce for family firms and 18% in terms of standard deviations of the geographical adjustment of the workforce. It is also robust
to different specifications of the econometric model.
Differences in the within-firm employment adjustments of family
and non-family firms may also reveal a difference in the objectives pursued by firms due to their corporate ownership structure. This could
offer an alternative interpretation to the credible commitment hypothesis previously mentioned.
We consider these results in a new theoretical framework, based on
”the social recognition motive”. The social recognition motive is built
on a well-established literature stressing the importance of the amenity
value attached by the family entrepreneur to firm control, in line with
contributions coming from sociology and behavioral economics. The
idea is based on the hypothesis that family firms are less (more) prone
to reduce (increase) the workforce levels ”close to home” relative to
non-family firms in times of economic difficulties, because they are
more easily pressured by the communities close to their headquarters.
The reason has to be found in the psychological relation linking the
entrepreneur and the territory were the firm is established, as the following quote by the former family owner of the Fiat group, Gianni
Agnelli, seems to suggest:
“The roots in a community, in its culture, in its values, are an integral part
of a firm’s identity. They induce an entrepreneur to incorporate in the actions
and decisions he takes an attention and a sense of responsibility towards the
9
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community ... (The) constant search for a balance between higher competitiveness and deeper integration with the local and national territory represents one of the constituent dimensions of the family firm.”1
The theory of social recognition provides a set of predictions that are
confirmed by the data. In particular, we find that the positive family firm effect at the headquarters holds true both for firms forced to
downsize and for those expanding their production. The effect is also
heterogeneous with respect to the characteristics of the community
surrounding the headquarters: it increases with the degree of social cohesion and the entrepreneur’s visibility at the local level. We also discuss the plausibility of alternative interpretations, including the credible commitment hypothesis, finding that they are inconsistent with all
of our results.
The layout of paper is as follows. Section 1.2 presents the theory
of social recognition and illustrates its main testable predictions. Section 2.2 presents the data used for the analysis. Section 1.4 describes
the econometric strategy adopted and presents the results. Section 5
discusses alternative interpretations for the results. Section 1.6 summarizes and concludes.

1.2

Theoretical framework: the social recognition motive

In this section we define what we have called “the social recognition
motive”, in order to have a conceptual framework with which to look
at the data. In particular, we want to be able to answer the following question: if we take two ex-ante comparable firms, one familyowned and the other not family-owned, both with plants far from
their headquarters, what happens when the two have to decide to in1

Translation from Italian. The original text can be found in Corbetta (2010), page
27.

10
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crease/decrease their workforce levels as a consequence of a shock induced by the market?
We weave together two existing strands of economic literature: one
concerns the behaviors of local communities in shaping group members’ decisions, while the other looks at the peculiarity of the familyfirm objective function. Our theory is based on two crucial assumptions. The first is that job preservation is valuable for local communities, especially in times of economic crisis. The second is that social
pressure is more effective when directed towards family firms. We will
discuss these two assumptions in the remainder of the section.

1.2.1

Work preservation as a social objective in times
of crisis

The starting point our analysis is the assumption that job preservation
is a social objective, especially in times of economic difficulty. If we
refer to Coleman (1990), this appears to be both reasonable and in line
with sociological studies, because of a set of externalities linked to the
employment decisions of firms.
These externalities include the psychological consequences for those
who actually lose their job and for their families, as well as the stress
generated by those who keep their jobs but feel the risk of being fired
themselves, as pointed out by Clark et al. (2008). Moreover, firm employment and the investment decisions have often important consequences for the local economy. Larger firms are typically linked to a
number of ancillary businesses created near the plants, to supply components or distribution services. The closure or downsizing of a plant
may also harm these interlinked economic businesses, with significant
economic effects on the local community.
Furthermore, we can expect that the social value attached to job
preservation increases if the likelihood decreases for the fired worker
to easily find another occupation. Thus, the phenomenon probably
plays an important role in countries with significant entry barriers to
11
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the labor market. Moreover, as figure 1.1 seems to suggest, its relevance is amplified during economic downturns, when the rate of job
creation shrinks and that of job destruction increases.
Figure 1.1: Occurrences of the word unemployment in the top 12 Italian
newspapers’ headlines (times/year)
140
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Source: on-line archive of the Italian Parliament

1.2.2

Social pressure and firm’s objective function:
family vs non-family firms

It is a social objective of communities to induce firms to keep or even
increase their employment levels, in order to internalize (at least partially) the externalities mentioned earlier. Communities can pursue
this objective through social means, such as “reputation, personal pride,
respect, vengeance,... among others” (Bowles and Gintis 2002, pag. 424)2
However, from a theoretical point of view, we can expect social pressure to act differently for a family firm, with respect to a non-family
one. In particular, it effectively constraints the strategies of the former,
but it is less influential on the latter.
2

See also Fehr and Fischbacher (2002) for a detailed analysis of the relation between
individual behavior and the enforcement of social rules.
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The reason is that family firms’ owners and their heirs are directly
identifiable as responsible for the actions undertaken by the company
and are thus potentially exposed to social recognition or disapproval.
The social pressure exerted towards non-family firms is less powerful
in shaping their strategies because no individual person is particularly
attached to the firm3 . This assumption is in line with the idea, first
discussed by Demsetz and Lehn (1985), and recently formalized by
Bandiera et al. (2010), that the objective function V for family firms
contains both a non-monetary component Γ (referred to as the amenity
value) and a monetary return from investment Π (up to a scaling factor
s) such that:
V = Π + sΓ

(1.1)

The amenity value represents the utility gained by control per se. In
our framework it can be interpreted as a recognition value, as it is related to the personal/family prestige gained at the community level.
It follows that a departure from the standard profit-maximization may
be observed if firms’s employment policies affect the social status of
the family owner.4 In other words, family entrepreneurs may optimally decide to cut or increase employment levels respectively less or
more than the maximization of the monetary return of the investment
would require, in order to increase their social status.

1.2.3

Social pressure and behavior of multiplant firms

Our theory offers a prediction of where family-firm workforce adjustments are more likely to occur, as a result of the crisis. In particular, we expect that family firms value employment levels at the headquarters more than those at other firm locations because family-firm
entrepreneurs belong to the community where their headquarters are
3
4

We follow again the insights of Coleman (1990) on this point.
If we denote by L the employment levels, we can rewrite equation 1.1 as V (L) =
Π(L) + sΓ(L)
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settled and are thus more exposed to social pressure.
Undeniably, social concerns are also expressed by the communities
surrounding the plants far from the headquarters, but the lack of a
direct identification between them and the family makes social pressure ineffective (or at least less effective) at influencing employment
policies.
We similarly expect that social concerns are less likely to shape the
optimal strategies of non-family firms (V = Π in equation 1.1). They
too might prefer keeping employment levels relatively higher at the
headquarters with respect to other plants, but this preference should
be ceteris paribus significantly lower because the effect induced by social pressure at the headquarters is either missing or attenuated.

1.2.4

Testable implications

The theory of social recognition yields a set of statistically testable
comparisons. First of all, a family-firm positive effect at the headquarters may be observed not only for firms forced to downsize their overall employment levels but also for those willing to expand them5 . This
differs substantially from the predictions of the credible commitment
hypothesis that only focuses on the insurance mechanism offered to
workers hit by a negative shock.
Furthermore, our theory implicitly posits that social recognition
needs underlying social networks connecting members of the community to make social pressure possible. Thus, we expect the strength
of the positive family-firm effect at the headquarters to grow with the
degree of cohesiveness in the local community.
Finally, the effects of social pressure on the social status of familyfirm owners should be stronger the larger is the number of individuals
potentially affected by the decisions of the firm. Thus, we expect the
strength of the positive family-firm effect at the headquarters to grow
5

This may occur, for instance, if a firm receives a positive idiosyncratic shock to its
demand for products that is expected to be permanent.
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with the economic relevance of the firm at the local level.

1.3

Data sources and descriptive statistics

We use firm micro-data to perform our analysis. They are taken from
the Survey of Industrial and Service Firms (Invind hereafter), conducted yearly by the Bank of Italy on a representative sample of Italian
firms and we build a balanced sample of firms for the period 20072009. The dataset contains quantitative data on the most relevant variables concerning firm activities such as investment, employment levels, wages and revenues, together with many categorical variables indicating headquarters location, economic sector and (crucial for our
analysis) whether the firm is family owned. More specifically, the following question was asked for three consecutive survey waves in the
first months of 2007, 2008 and 2009:
“Is the firm controlled (directly or indirectly) by an individual or a group of
persons linked by family relationships?”6
A positive answer to this question is the basis to identify a family firm.
This variable was observed only from 2007, so we focus on the 20072009 period, going back to 2005 only for the firms present for the whole
2005-2009 period. Limiting the analysis to this short time span is not
a big concern, since the aim of our research is to capture the structural
change in firm behavior induced by the current economic recession.
The ability to classify firms as family or non-family firms through
an explicit question about their ultimate control has an advantage compared to the standard use of proxies, based on the percentage of shares
owned by the majority shareholder. The reason is that the thresholds
(5%, 25%, or even more of the voting rights), commonly used in the
literature to define control, are rather arbitrary and very difficult to
6

Our translation from Italian
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track with multiple classes of shares, pyramidal structures, holdings
through multiple control chains, and cross-holdings.7 Besides that, our
crucial distinction is whether a family blockholder exists, as this implies that a single individual or a group of family members can be held
directly responsible for the strategic decisions of the firm. Non-family
firms in our analysis are profit-maximizing private firms (controlled
either by a non-family blockholder or widely-held), and do not include
state-owned and cooperative firms. Therefore all our non-family firms
share the feature that an individual or a family-related group of persons cannot be identified at the head of the company, regardless of the
concentration of ownership.
Invind disaggregates the workforce levels into geographic areas,
since the Italian territory is divided into 4 macroareas (North-East,
North-West, Center and South, including Sardinia), with a separate
indication for the region of the firm’s headquarters. This crucial information will be exploited in the econometric analysis because it adds
a source of variation not commonly available in the empirical literature about family firms. From now on, the term ”headquarters” will
indicate the region in which a firm’s headquarters is located. Since the
analysis is restricted to multiplant firms (i.e. firms with plants located
in more than one region of Italy), the 2007-2009 panel is reduced from
3340 to 712. Furthermore, given that we compare firms with multiple
production sites (the concept is broadly defined, since we also consider service firms), we excluded firms with less than five employees
in 2007 either at the headquarters or at other sites. We assumed these
cases to be administrative or commercial offices of the firm, rather than
production sites. The Invind information about the family nature of
the firms was integrated and sometimes revised by using information
from financial databases.8
7

8

The existence of such control mechanisms in Italy has been documented by Faccio
and Lang (2002)
We used Amadeus (https://amadeus.bvdinfo.com), a pan-European financial
database providing detailed accounting information, together with a full structure
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The data cleaning left 461 private multiplant firms: 246 are classified as family, 215 as private and non-family.9 Finally, for each firm we
have 5 observations, one from the the headquarters and four from the
previously specified macroareas. Table 1.1 provides a concise description of the main variables of interest for the sample of multiplant firms
used.
Insert Table 1.1 here
The two groups of firms do not differ significantly prior to the Great
Recession (upper part of table 1.1). In particular, the average number
of employees is more than 700 and more than half work in the headquarters. Most headquarters are in northern Italy, but they are also
present in the South, both in terms of employees and investment. The
majority of firms is active in the manufacturing sector and their average ROE is 7%.
The bottom of table 1.1 shows that family and non-family firms
were similarly hit by the shock, in terms of revenues, per capita hours
worked and short-time working allowance (CIG in Italian) over total hours worked. The average unemployment rate in the province
(an administrative division of the region) of firm headquarters went
up by more than 1.7 % for the two groups of firms. However, clear
differences between family and non-family firms emerge in terms of
workforce adjustments. Employment variations, both in total and at
the headquarters, go in opposite directions for the two groups: they
of the governance and ownership of the firms, when available. Company web sites
sometimes provided additonal information. We modified the classification for the few
anomalies found with these checks. This happened when Invind classified a firm,
known to be clearly in the hands of a family, as non-family, or when a company
9

under public control was labeled as privately-owned.
We did not consider in the analysis 33 state-controlled firms and 35 cooperatives. We
also dropped 3 non-family firms with number of employees bigger that the largest
family firm in 2007, in order to guarantee the maximum degree of comparability
between the two groups.
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are negative for non-family firms and positive for family ones. Additionally, it seems that employment adjustment in the headquarters’s
region, relative to the overall adjustment, is larger (and positive) for
family firms than for non-family ones. We are chiefly interested in this
potential source of geographical discrimination of the workforce, that
will be explored in detail in the rest of the paper.

1.4
1.4.1

Econometric analysis
Identification

We must exploit the time dimension of the data and the within-firm
variation in the workforce’s geographical distribution (in terms of its
proximity to the headquarters), to test for differential workforce adjustments of family and non-family firms at the geographical level.
The time difference controls for time-invariant fixed effects, whereas
the within-firm employment breakdown gets rid of fixed effects that
are time-varying but firm-invariant. Clearly, this implies that we can
estimate only the differential effect of family ownership on the relative
workforce adjustment at the headquarters.
We can identify the causal effect of the 2008 economic shock on the
employment decisions made by family and non family firms by relying on two types of assumptions. Firstly, we assume that the familyfirm status is independent of the shock. If, on the contrary, the crisis had been expected, resulting in a transition from family-firm to
non-family firm or viceversa, a problem of self-selection would have
arisen.10 In such a case, the assumption that the economic shock is exogenous, with respect to whether or not firms are family owned, does
not hold. However, we can confidently assert that the exogeneity assumption is satisfied, given the exceptionality of the event and the fact
that the economic recession hitting the Italian economy was imported
10

For instance, this would have occurred if some family owners unwilling to internalize
the expected social pressure had decided to optimally sell their stakes in the firm.
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from the US.
The second assumption for the identification of the causal effect is
the pre-crisis common trend, expressed at the within-firm difference
level. The assumption of a common trend prior to the shock is necessary when exploiting a time-break in the observations, in order to
attribute the ex-post effect to the shock itself and not to other existing
factors. We check the validity of this assumption by looking at the
within-firm trends for the period 2005-2007. We start by estimating
the following regression:

4t Emplih = α0 + α1 Headih + α2 (Headih · F amilyi ) + fi + Xih β + 4t ih
(1.2)
where ∆t Emplih is the time difference in the workforce levels for firm
i, observed at the headquarters or in other plants (denoted by the subscript h); Headih is a geographical dummy equal to one if the firm is
observed at the headquarters and zero otherwise, F amilyi is a dummy
equal to one if the firm is a family firm and zero otherwise; fi is the
firm fixed-effect, capturing any unobserved time-varying but plantinvariant characteristic; Xih includes three geographical dummies for
the macro-areas of Italy, the size of the workforce and the investment
level at the end of 2007, both expressed in logs11 . Their inclusion controls respectively for geographic specific shocks, scale effects and geographical differences in productivity12 , which may vary systematically
between family and non-family firms.
The coefficient of interest in the analysis is associated with the interaction term (Headih ·F amilyif ) in equation 1.2, capturing any differential effect on the relative employment adjustment at the headquarters, for family firms. For instance, a positive coefficient may imply
that, relative to non-family firms, the disparity between the workforce
11
12

When the observation is zero, we replace it with one.
We also tried to replace the 2007 per capita investments with their 2005-2007 averages and results are qualitatively the same. However, by doing so we loose a
non-negligible fractions of firms due to attrition.
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levels at the headquarters and the workforce levels in other plants increased for family firms. This can be due either to a larger increase or
to smaller decrease in the headquarters’ workforce, compared to other
plants. Both cases would suggest that family firms value employment
levels “close to home” more than non-family firms do.
Before looking at the results, it is important to stress that the econometric strategy adopted justifies our choice of using changes in workforce levels instead of log changes. By looking at within-firm differences in the geographical changes of the workforce, a significant
number of zeros (plant closures) is observed. In particular, they represent 683 out of 2.274 observations. The use of log changes would
imply either the loss of a significant amount of relevant information
or the choice of arbitrary re-coding values13 . The alternative strategy
adopted by Landier et al. (2009) of estimating a probability model for
layoffs poses serious concerns too. Without imposing restrictions on
the magnitudes of layoffs, changes of 1 unit or of 1,000 units would
count the same, though they differ hugely in economic terms. However, fixing the minimum size of a layoff to circumvent this problem is
problematic because the number chosen is arbitrary, and conditional
on the dependent variable. On the contrary, the use of changes in the
number of workers does not impose any restriction on the data and
has a clear economic interpretation, after conditioning for the initial
size to control for scale effects.

1.4.2

Baseline results

Table 1.2 presents the results of the econometric estimation of equation 1.2. Columns (1) to (2) refer to the entire sample of firms observed
in 2007-2009, with column (2) restricting the sample to just manufacturing firms. Columns (3) to (4) refer only to the sample of firms appearing in the entire period 2005-2009 (balanced panel); column (3)
13

Depending on the values used to re-code the zeros, the log variation in the employment levels can vary significantly.
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estimates equation 1.2 for the period 2007-2009, while column (4) repeats the same exercise for the period 2005-2007 in order to test for the
common trend assumption.

Insert Table 1.2 here

The results indicate that the coefficient α2 is always positive and statistically significant when looking at the effects of the Great Recession.
Following the crisis, the disparity between employment levels at the
headquarters and elsewhere was more than 40 workers larger in family firms than in non-family firms. The results are also economically
relevant: the magnitude of the coefficient α2 represents around 6%
of the total workforce in 2007 for family firms, and around 18% of
the standard deviation of the geographical workforce adjustment observed in the data.
The common trend assumption, necessary to attribute the results
to the 2008 negative economic shock, is justified by the evidence of
column (4), in which family and non-family firms have statistically
equivalent within-firm workforce adjustment paths in the pre-crisis
period (2005-2007).
These figures therefore confirm that the 2008 economic shock was
an exogenous shock that hit the Italian firms, causing a divergence in
the employment policies of family and non-family firms. The positive
coefficient of α2 , can be either the result of a larger increase or of a
smaller decrease in the workforce at the headquarters relative to other
plants for family firms, and in both cases suggests that family firms
value the employment levels “close to home” relatively more than
non-family firms do. This is in line with the social recognition motive previously explained, even if at this stage we have not yet tested
its main theoretical predictions.
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1.4.3

Robustness checks

The previous results have been interpreted under the implicit assumption that, after controlling for some relevant variables used in the analysis (including the per capita investments), there are no systematic differences in the plants due to differences in the firms’ ownership structure. In particular, our estimation strategy controls for the fact that
headquarters might have more skilled workers than plants in other
regions, as long as this heterogeneity is common to both family and
non-family firms.
This reasonable assumption might not hold if domestic firms are
compared to firms under foreign control, which have a different workforce composition. For example, Italian headquarters of foreign multinationals might be subsidiaries of a true headquarters located abroad,
and might not be systematically different from other Italian plants. As
a robustness check, we re-estimated equation 1.2 and controlled explicitly for foreign firms. As the first column of table 1.3 shows, our
results are still valid. We also tested the hypothesis that the coefficient
α2 is statistically not different from the corresponding coefficient in the
baseline regression of table 1.2. The null cannot be rejected at conventional levels.

Insert Table 1.3 here

Another potential threat to the validity of our estimates comes from
the possibility that some registered head offices might not coincide
with the true core of the business organization. Therefore, we reestimated equation 1.2 using only firms in which 2007 employment
levels were higher at the headquarters than in other regions. The second column of table 1.3 shows that our results are also confirmed in
this case.
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1.4.4

Testing the social recognition motive

Our previous estimates have been obtained averaging across different
firms and different local communities. In this subsection we investigate whether the predictions of the social recognition motive of section 1.2 are confirmed or not by the data. A positive outcome would
strongly support our theoretical prior that the different responses of
family and non-family firms derive from the relationship between familyfirm owners and their local communities of reference.
Preferential treatment at the headquarters and firm-specific
shocks
First of all, we split our sample depending on whether or not firms
experienced a contraction in revenues between 2007 and 2009: by doing so, we can see if the family-firm positive effect at the headquarters
holds true for both positive and negative firm-specific shocks.14 As
the upper part of table 1.4 shows, the sign of the revenue change is
a good predictor of the overall workforce adjustment for family and
non-family firms alike. In particular, firms with contracting revenues
reduce their overall workforce significantly, while the opposite happens for firms with stable or increasing revenues. Moreover, family
firms hit by a negative shock tend to cut their overall workforce less
than non-family firms, but no differences emerge when firms perform
relatively well. This also explains why, on average, the overall workforce went up for family firms, but shrunk for non-family ones (see
table 1.1).
Insert Table 1.4 here
If we re-estimate equation 1.2 for the two sub-samples, the coefficient
α2 is still positive and statistically significant in the two cases. For
firms hit by a negative shock (column (1)), the optimal reaction for
14

We use changes in revenues instead of profits because the former can be reasonably
assumed to be driven by demand shocks in the short run.
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both groups seems to be a concentration of the workforce around the
headquarters (coefficients Headih and (Headih · F amilyif ) both positive), possibly because the core production is located there. This effect
is systematically stronger for family firms, ceteris paribus. On the other
hand, when companies do not experience a contraction in revenues,
non-family firms tend to increase their total workforce mainly outside the headquarters (coefficient Headih negative), while family firms
adjust their workforce more evenly (sum of the coefficients (Headih ·
F amilyif ) and Headih slightly positive). In line with our theory, a preferential treatment for workers close to the headquarters exists both
when family firms cut overall employment levels (to a lesser extent at
the headquarters) and when they expand their overall workforce (to a
greater extent at the headquarters), relative to non-family firms.

Preferential treatment at the headquarters and social pressure
We now investigate how the previous results change once the intensity
of social pressure exerted at headquarters is taken explicitly into account. Indeed, our theory posits that, as social pressure increases, family entrepreneurs attribute more value to job protection at the headquarters than in distant plants.
We cannot directly measure social pressure to test this hypothesis;
however, we can construct headquarters-specific variables that relate
to the ease with which social pressure can be exerted. These variables
should capture both density and the cohesion of social networks, as
suggested by Granovetter (2005).
The first variable measures social cohesion by using blood donation levels measured for the Italian provinces in 1995 as a proxy .15 The
intuition is that without strong social links and common aims, communities cannot exert social pressure effectively. Therefore, we could
reasonably expect that firms with headquarters in areas with relatively
15

This variable is well known in the literature on social capital and was introduced
by Guiso et al. (2004).
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high levels of social cohesion are also exposed to relatively high levels
of social pressure during an economic downturn.16
Our second variable is the firms’s economic importance at the local
level, measured in terms of the number of working opportunities offered to the community. We construct this variable as the ratio between
the size of the headquarters’ workforce Employmenti,HQ2006 and the
population of the local community around the headquarters in 2006:
Social V isibilityi,1 =

Employmenti,HQ2006
P opulationi

(1.3)

where P opulationi refers either to the province or the municipality
where firm i has its main offices.17 The intuition is that the larger is
the ratio, the higher is the entrepreneur’s social visibility at the local
level.
Using these measures of social cohesion and of social visibility at
the local level and assuming a positive relation between them and social pressure, we construct a sample distribution for social pressure
and split the observations into two groups, corresponding to firms
with headquarters in areas with social pressure levels above or below
the median of the distribution. Equation 1.2 can be re-estimated within
each group to check whether the results change in accordance to our
theoretical prediction. Table 1.5 shows the results.
Insert Table 1.5 here
Again, as predicted by the theory of social recognition, the family-firm
positive effect at the headquarters, captured by α2 in equation 1.2, is
16

17

See technical appendix for details on how we obtained the low/high levels of social
pressure.
We use two different scaling factors because we don’t know the exact distribution of
workers within the region of the headquarters. In this way we control for cases where
firms have separate plants within the headquarters region (we implicitly assume that
the visibility spreads at the province or the municipality level, depending on the
choice of the denominator).
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statistically significant with high levels of social pressure, and is negligible when social pressure is low. We conclude that our results are
robust to the different specifications of social pressure.

1.5

Discussion of alternative explanations

The previous results are consistent with the idea that social pressure
exerted towards family firms’ owners induces them to protect the headquarters’ workforce in times of economic crisis. However, other possible reasons might drive asymmetric workforce adjustments within
different plants of the same firm.

1.5.1

The credible commitment hypothesis

The standard explanation in the literature for the different (and lower)
employment adjustments of family firms to negative shocks is that
family firms can credibly sign implicit contracts that offer ex-post insurance schemes to their workforce, in exchange for ex-ante lower salaries.
The reason is that family control over the firm is more stable across
time, implying that there is a lower risk of a family firm breaking the
implicit contracts. However, if this were the only mechanism at work
during the Great Recession, it would hardly explain why a differential effect is observed depending on the geographical distribution of
the workforce, since all plants are under the same control. This effect would be absorbed in the firm fixed effect, being time-varying but
plant-invariant.
Alternatively, one could argue that such implicit contracts are more
likely to be signed at the headquarters and would not uniformly apply to the other sites. The reason could be that incumbent workers
around the headquarters trust the family-firm owner more because of
the physical proximity of the two parties involved in the transaction.
Although theoretically plausible, this explanation is at odds with our
previous results.
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First of all, this explanation could not rationalize why the observed
family-firm effect at the headquarters is invariant with respect to the
firm’s decision to expand or reduce overall workforce levels (table 1.4).
In fact, even this modified version of the credible commitment hypothesis refers to ex-ante agreements between family-firm owners and
headquarters employees and applies to incumbent workers only, and
not to new hires.
At the same time, the theory would be inconsistent with table 1.5,
which shows that the family-firm positive effect at the headquarters
is relevant only when the entrepreneur’s visibility is high, unless we
further assume that social pressure makes the family-firm owner less
willing to break ex-post the ex-ante implicit contracts already signed.18
However, this would imply that it is the existence of social pressure
that drives a different response from family firms at the headquarters,
and not the implicit contracts per se.

1.5.2

Political connections

Bertrand and Schoar (2006) argued that family firms, because of their
long term horizon, can create lasting political connections that benefit them with favorable legislation or preferential access to public resources. Therefore, family firms might be willing to preserve their
workforce levels more than non-family firms in exchange for public
resources. This hypothesis cannot be rejected outright by our results,
and seems to be supported by recent evidence presented by Cingano
and Pinotti (forthcoming). In particular, the authors find that politically connected firms in Italy have higher-than-average profits. Corruption is widespread, especially in southern Italy, and plays a crucial
role in explaining their results.
Political connections would be relevant in our setting only if they
were headquarters-specific. This would imply that public resources
18

On the relation between social norms and moral hazard see also Dufwenberg and
Lundholm (2001).
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diverted to family firms would mainly come from local governments
and that political favors would be more effective when exerted close
to the headquarters. Two reasons suggest that this explanation is not
driving the family-firm positive effect at the headquarters. Firstly, as
shown in figure 1.2, most headquarters are in northern and central
Italy, where corruption has never been documented on a large scale.
Figure 1.2: Location of firm’s headquarters

Secondly, corruption would be expected to influence our results in areas of low levels of social cooperation and active citizenship (proxied
by our measure of blood donation). Instead, the results in table 5 indicate the opposite.

1.6

Conclusions

The economic recession hit the Italian economy in 2008, resulting in
a sharp increase in the unemployment rate at the national level, and
consequently a growing uncertainty about the future, especially for
workers not protected by public insurance mechanisms or unemployment benefits. The crisis affected both family and non-family firms.
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However, the economic downturn has generated divergent paths of
adjustment for employment levels within firms, depending on the geographical location of the plants. Whereas in the pre-crisis period 20052007 family and non-family firms showed equivalent trends in the distribution of their workforce, either close to or far from the headquarters, a significant difference emerges between the two types of firms
in the years 2007-2009: family firms systematically preferred to preserve workforce levels close to their headquarters, when compared to
non-family firms. This effect is true both for firms forced to downsize
and for those able to expand their production, despite the aggregate
downturn. Moreover, the effect is stronger the higher the degree of social cohesion and the higher the firm visibility in the local communities
surrounding the headquarters.
These findings are all consistent with the idea that the psychological links existing between family owners and their native territories
(where headquarters are typically established), induce them to pursue employment policies beneficial to the local community in order to
gain non-pecuniary benefits, such as an accrued social status accorded
(what we called social recognition). This empathy is not so strong for
plants distant from the headquarters, since physical and psychological
distance prevent an effective enforcing of social norms, through social
pressure. Preferences for specific plant locations are negligible for nonfamily companies, because decisions and responsibilities are divided
between unrelated shareholders and professional managers.
In spite of the limited amount of observations available for the analysis and the lack of plant-level information, we believe that our paper
is grounded on a robust econometric strategy. Moreover, the results
shed some light not only on the consequences of the Great Recession
on the geography of job adjustments, but imply more generally that
firm anonymization through ownership dilution reduces the ability of
local communities to steer shareholders choices. They also show that
strong social ties play a role not only in promoting business creation
by local entrepreneurs (as suggested by Michelacci and Silva 2007) but
29
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also in retaining the entrepreneurial activity at the local level in times
of crisis.
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5.443
0.516
0.208
0.608
0.623
7.249
606.900
16.596
0.208

(log) Headquarters employees

Headquarters employees (,000)

Share southern regions employees

Share north-established headquarters

Share manifacturing firms

Roe (%)

Per capita revenues (,000)

Per capita investments (,000)

Share south investments

b

0.918

Employees (,000)

p < 0.10,

∗∗

p < 0.05,

212

0.406

0.279

1.055

0.259

18.641

0.400

0.349

29.540

2020.003

8.323

0.486

0.489

0.310

0.781

1.290

1.474

1.232

St. Dev.

-0.019

-0.019

1.596

-0.055

6.033

-0.132

0.000

7.177

291.942

5.420

1.000

1.000

0.050

0.233

5.450

0.345

5.842

Median

7.673

0.468

0.500

0.347

0.773

1.204

1.306

1.163

St. Dev.

6.070

1.000

1.000

0.0455

0.200

5.297

0.301

5.705

Median

0.041

0.021

1.718

-0.064

9.314

-0.106

.254

17.461

246

0.347

0.181

1.178

0.164

24.422

0.335

.391

45.537

-0.002

-0.004

1.596

-0.041

2.690

-0.081

0.000

6.880

469.169 1586.166 260.982

7.533

0.679

0.537

0.246

0.463

5.360

0.735

5.822

Mean

Family firms

-0.067*

-0.052**

0.045

-0.021

1.153

-0.055

-0.045

-0.865

137.731

-0.284

-0.056

0.072

-0.038

0.053

0.084

0.183

0.184

Mean Diff.

b

a

Unemployment rate in the province where firm’s headquarters are established.

p < 0.01. Sources: Italian Chambers of Commerce’s archives (Cerved) for Roe, Invind survey for the other indicators.

Short-time working allowance (CIG in Italian) over total worked hours.

∗

∗∗∗

-0.026

(log) Headquarters employees

Observations

-0.031

(log) Per capita worked hours

(log) Employees

-0.085

Hours of CIG (%)

1.763

10.467

a

Unemployment rate around the headquarters (%)

-0.161

(log) Revenues

2009/2007 changes

6.006

(log) Employees

Pre-crisis characteristics (2007)

Mean

Non-Family firms

Table 1.1: Summary Statistics for multiplant firms

Table 1.2: Employment adjustments and corporate ownership structure
Dependent variable: 4t Emplif h , eq. 1.2
2007-2009

2007-2009

2007-2009

2005-2007

(1)

(2)

(3)

(4)

-8.06

0.25

-9.97

10.014

(11.60)

(17.00)

(14.03)

(10.63)

43.06∗∗∗

52.31∗∗

44.54∗∗

10.07

(14.81)

(21.00)

(18.29)

(14.24)

8.71∗

6.60

12.44∗∗

6.30

(4.69)

(5.52)

(4.90)

(5.21)

Control variables

Yes

Yes

Yes

Yes

Manufacturing sector only:

No

Yes

No

No

2,274

1,483

1,613

1,406

Head

Family x Head

Intercept

N

Robust standard errors in parentheses, clustered at the firm level.
0.10,

∗∗

: p − value < 0.05,

∗∗∗

∗

: p − value <

: p − value < 0.01. Estimates are computed controlling

for firm fixed effects. Additional controls include 3 dummies for the geographical
location of the plants, the number of employees and the size of investments in the
different geographical areas in 2007, expressed in logs. Columns (1) to (2) refer to
the entire sample of firms observed in the period 2007-2009. Columns (3) to (4)
refer only to the sample of firms appearing in the entire period 2005-2007 (balanced
panel).
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Table 1.3: Robustness checks
Dependent variable: 4t Emplif h (2007-2009, eq. 1.2)
(1)

(2)

10.06

-14.40

(11.92)

(13.84)

24.42∗

50.35∗∗∗

(13.05)

(18.74)

9.14∗

0.015

(4.72)

(4.42)

Control variables

Yes

Yes

If Occi,2007f HQ < Occi,2007f OU T HQ

Yes

No

2,274

1,702

Head

Family x Head

Intercept

N

Robust standard errors in parentheses, clustered at the
firm level.
∗∗∗

∗

: p − value < 0.10,

∗∗

: p − value < 0.05,

: p − value < 0.01. Estimates are computed controlling

for firm fixed effects. Additional controls include 3 dummies for the geographical location of the plants, the number
of employees and the size of investments in the different
geographical areas in 2007, expressed in logs. Column (1)
controls for firms under foreign control. Column (2) refers
only to firms with number of headquarters employees bigger
than that at all other plants.
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Table 1.4: Preferential treatment and firm-specific shocks
Dependent variable: 4t Emplif h (2007-2009, eq. 1.2)
∆t log Revenues< 0

∆t log Revenues≥0

(1)

(2)

Family firms

-0.041∗∗∗

0.119∗∗∗

Non-Family firms

-0.106∗∗∗

0.119∗∗∗

11.69

-41.40∗∗

(14.73)

(17.08)

38.40∗

48.72∗∗

(20.13)

(19.23)

7.08

6.22

(5.80)

(7.21)

Yes

Yes

1,444

830

Head

Family x Head

Intercept

Control variables
N

Robust standard errors in parentheses, clustered at the firm level.
∗

: p − value < 0.10,

∗∗

: p − value < 0.05,

∗∗∗

: p − value < 0.01.

Estimates are computed controlling for firm fixed-effects. Additional controls include 3 dummies for the geographical location of
the plants, the number of employees and the size of investments in
the different geographical areas in 2007, expressed in logs. Column
(1) refers to firms whose ∆t log Revenues< 0. Column (2) refers to
firms whose ∆t log Revenues≥0
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(15.79)

(23.42)

1,001

1,273

N

Above

1,135

Yes

(7.427)

1.458

(27.89)

83.60∗∗∗

(21.19)

-29.47

the median

Below

Above

Below

1,139

Yes

1,135

Yes

(7.164)

5.554

14.44∗∗
(5.644)

(27.13)

83.00∗∗∗

(20.36)

-31.29

(9.18)

3.302

(12.66)

8.639

1,139

Yes

(5.939)

12.36∗∗

(12.73)

2.809

(13.88)

11.13

the median the median the median

(3)

Municipal Ratio

∗∗

: p − value < 0.05,

: p − value < 0.01. Estimates are computed controlling for firm fixed-effects. Additional controls include 3

: p − value < 0.10,

p-value: 0.007

Population at the provincial and municipal levels collected by ISTAT.

blood donation collected by Associazione Italiana Volontari Sangue (AVIS) and elaborated in Guiso et al. (2004).

of firm’s headquarters in 2006 relative to the provincial and municipal size of the population respectively. Levels of

donation, computed with respect to the population of Italian provinces in 1995. Columns (2)-(3) refer to the size

different geographical areas in 2007, expressed in logs. Columns (1) refer to the median of the distribution for blood

dummies for the geographical location of the plants, the number of employees and the size of investments in the

∗∗∗

∗

p-value: 0.006

Robust standard errors in parentheses, clustered at the firm level.

p-value: 0.039

H0: Family x Head x (Median Split)= 0

T-test for the significance of the difference between the coefficients of the Family x Head terms, above and below the median:

Yes

Yes

(4.198)

9.481

69.11∗∗∗

(7.576)

(13.74)

(18.09)

3.983

-2.638

-11.29

11.41

Below
the median

Above

(2)

(1)
the median

Provincial Ratio

Blood Donation

Control variables

Intercept

Family x Head

Head

Proxy for Social Pressure:

Dependent variable: 4t Emplif h (2007-2009, eq. 1.2)

Table 1.5: Preferential treatment and social pressure heterogeneity

1.8
1.8.1

Appendix
Construction of the sample distribution for
measuring social cohesion

We did not use the level of blood donations directly to construct the
sample distribution of the level of social cohesion. Two types of concerns justified our strategy. First of all, there could be a problem of
sample bias with respect to the geographical distribution of the observations, given that firms are unevenly distributed throughout Italy. In
other words, it may be that the median level of social cohesion measured in our sample is skewed towards the upper part of the distribution. Additionally, we wanted to avoid a situation in which the split
around the median merely reflected the historical gap between northern and southern Italy.
The problems outlined above were tackled by first regressing the
level of blood donation, BloodDonationk , for all the k Italian provinces
on a geographical dummy N orthk , equal to 1 if the province is located
in northern Italy and zero otherwise.
BloodDonationk = α + βN orthk + k

(1.4)

We then calculated the median of the distribution of the residuals obtained from equation 1.4, and divided the Italian provinces according
to whether they were located above or below this value. This procedure produced a split in the sample of firms, according to the blood
donation levels of the provinces where their headquarters are located,
net of the north/south gap effect. We finally re-estimated equation 1.2
for each group of observations.
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Chapter 2
Family firms and the role of
soft information during a
financial crisis
with Leandro D’Aurizio (Bank of Italy) and
Tommaso Oliviero (European University Institute)

2.1

Introduction

It is well established in the economic literature that financial frictions
play an important role in determining business cycle fluctuations1 .
In particular, an increase in asymmetric information problems in the
borrower-lender relationship can amplify negative shocks, by disproportionately affecting some types of firms more than others. Problems
of moral hazard (Holmstrom and Tirole 1997) and adverse selection
(Stiglitz and Weiss 1981) make lenders hit by an adverse shock less
willing to supply credit to firms facing high agency costs (Bernanke et
al. 1996).
Information asymmetry in the borrower-lender relationship is typ1

See Quadrini (2011) for instance
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ically lower for banks than for public debt-holders; while the latter
must rely mostly, if not exclusively, on publicly available information
(balance-sheets, ratings, etc., the so-called hard information), the former have access to “inside” information, which is transmitted through
repeated interactions between the loan officer and the firm’s manager
(Fama 1985; Diamond 1989; Petersen and Rajan 1994). Such information relates to the lending officer’s subjective opinion of the firm’s
creditworthiness and is commonly labeled as soft (Berger and Udell
2002; Petersen 2004). Soft information is an important determinant of
corporate lending, especially for small businesses (Appendini 2012).
In addition, it has been recently shown that it helps to mitigate the adverse consequences of aggregate credit contractions (Jiangli et al. 2008;
De Mitri et al. 2010). The reason is that hard information, such as past
results and standardized risk measures, are less powerful in predicting firms’risk profiles during a crisis. Soft information about a firm’s
pending results and future plans can reduce this uncertainty, as it is
continuously updated and more targeted to the characteristics of the
borrower.
However, despite the interest of scholars in examining the importance of soft information in banks’ lending decisions, it is still unclear
which types of firms can benefit most from an established relation with
a bank. In this paper, we address this issue by focussing on firms’
heterogeneity in corporate ownership structure, namely the existence
of a family block-holder within the company. In particular, we address the following empirical question: does the existence of a family block-holder mitigate bank-firm agency conflicts during a financial
crisis? The answer is strongly related to differences in the incentive
structures of family and non-family firms, and thus to the problem of
risk-shifting potentially faced by banks (Jensen and Meckling 1976).
Burkart et al. (2003), and more recently Bandiera et al. (2012), highlighted the fact that family block-holders attach a value to firm control
which is not only represented by the monetary return of their investment, but also includes an amenity component, that is, utility gained
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though control per se. This amenity component can be thought as
the personal status acquired thanks to the identification of the family
name with the firm’s success, or as the desire to transfer the firm to descendants. It translates into higher non-monetary costs of default that
lowers the incentive to strategically default (Anderson et al. 2003). On
the other hand, as pointed out by Villalonga and Amit (2005), Ellul et
al. (2009) and Linz et al. (2012), family block-holders may have a higher
incentive to extract private benefits from the firm at the expenses of the
other shareholders and of the stakeholders. In fact, in contrast to the
case with non-family block-holders, the gains from misbehavior are
concentrated in the hands of a single family group.
In a financial crisis, a lower expected return to investments can exacerbate the incentive to divert resources out of the company, thus reducing a family firm’s investment in the future, and lowering the probability that it will repay its loans. On the other side, family firms may
be perceived as more creditworthy by banks because of the lower incentive to default in the future. The evaluation of the overall impact of
family ownership on credit allocation will depend on the distribution
of “good” and “bad” family firms relative to non-family ones. Therefore, even if the family status of firms is observable to all banks, only
soft information, collected through personal interactions with firms’
managers, can enable a loan officer to assess whether the “positive”
side of the firm overcomes the “dark” side. In other words, soft information complements hard information by revealing the different
objective functions of family and non-family firms.
We answer our research question by using highly detailed data
from the Credit Register (CR), which covers all loans granted to nonfinancial firms by the universe of banks operating in Italy. This information is matched with firm-specific data, including the identification
of family status. In our analysis we are able to include family firms of
different sizes, including SMEs (small and medium sized enterprises),
for which detailed information on corporate structure is not typically
available. We cover the 2007-2009 period, which enables to compare
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results before and after the Lehman Brothers bankruptcy. The choice
of October 2008 as the identifying date of the financial crisis is driven
by the nature of the shock represented by the Lehman Brothers failure.
This event was exogenous to the Italian financial sector and largely unexpected (Albertazzi and Marchetti 2010). In addition, it dramatically
increased the down-side risks on banks’ liabilities, and reduced their
propensity to lend (Del Giovane et al. 2011).
For the purpose of our analysis, Italy represents an ideal laboratory.
Firstly, bank lending represents the most important category of debt
for firms in the sample (85% of total debts) both for family and nonfamily firms. Moreover, there was substantial heterogeneity in the use
of soft information by Italian banks following the crisis. By exploiting
the information provided by a special survey conducted by the Bank of
Italy in 2009, we find that about 35% of surveyed banks (representing
about 36% of total aggregate credit) increased the relative weight given
to qualitative information and direct knowledge of the borrower in the
lending decision, as a result of the financial crisis.
The empirical analysis reveals that both family and non-family firms,
one year after the failure of Lehman Brothers, experienced a decline in
the aggregate growth rate of loans. However, the contraction was statistically significantly lower for family firms by around 5 percentage
points. This result is robust to the inclusion of a rich set of observable
characteristics aimed at excluding the correlation of family-ownership
with other firm characteristics. By exploiting the presence of multiple lending relationships, we also control for time varying bank fixed
effects. We show that this differential effect is not driven by the controlling shareholder’s nationality, nor by firms’ group affiliation, nor
by different concentrations of share ownership. We find no differences
between family and non-family firms in the interest rates on their loans
and in the amount of physical collateral provided by the companies
(these two results are shown in section 2.7 - Appendix). The economic
interpretation of these findings is that the existence of a family blockholder in the firm reduced the expected risk of default borne by banks,
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all other things being equal. Given that family firms are, on average, of
smaller size, this alternative flight to quality mechanism towards family firms is consistent with recent findings by Presbitero et al. (2012)
who show that, in Italy, in the 2007-2009 financial crisis, smaller firms
experienced lower contractions in loan availability relative to larger
ones.
By exploiting the information on bank lending practices provided
by the special survey by the Bank of Italy (previously mentioned), we
show that the banks that increased the role of soft information accounted for the observed difference between family and non-family
firms. Starting from this finding, we estimate a time varying firm
fixed-effect model in which a family firm dummy interacts with an
identifier of those banks that increased the use of personal information
in their lending practices. This empirical strategy enables us to control
for unobserved heterogeneity between firms (e.g. demand shocks Khwaja and Mian 2008) and validate the hypothesis that results are
driven by changes in credit supply. The results suggest that banks,
conditional on having increased the relative weight given to soft information, re-allocated credit towards family firms.
The relevance of our results is twofold. Firstly, family firms are a
widespread all around the world, among SMEs and also among big
listed companies2 (Bertrand and Schoar 2006). Consequently, their
ability to access financial markets has a potentially significant impact
on the real economy. Secondly, in the last two decades, hard information has had an increasingly important role in lending practices due
both to regulatory pressure and to the diffusion of information technologies in the financial sector. However, this paper shows that soft
information can mitigate the negative effects of an aggregate credit
contraction, being a valuable resource for banks in times of increased
uncertainty.
The rest of the paper is organized as follow: section 2.2 presents
2

In our representative sample of Italian firms, family firms represent about 60% of
the total population and about 40% of total sales in 2008.
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the data used for the analysis and provides some descriptive statistics of the sample of firms under investigation; section 2.3 analyzes the
trends in aggregate granted loans, showing how they differ depending on firm corporate structure; section 2.4 looks at bank-firm relationship, focusing on the interaction between bank lending technologies
and family firm status; section 2.5 concludes.

2.2

Data sources and descriptive statistics

In this paper we exploit information about bank-firm relationships,
firm corporate governance, firm balance-sheet data and bank organization. Accordingly, our dataset comes from four main databases: Invind, Cerved, Centrale dei Rischi (CR) and a special survey on the Italian banks, that was run by the Bank of Italy in 2009. Each observation
is therefore a firm-quarter-bank triplet, for the years 2007-2009.
The Invind survey is conducted yearly by the Bank of Italy (Bank
of Italy 2011), on a representative sample of Italian non-financial companies with 20 employees or more. It collected information on the
variables concerning the family status of the firms for three consecutive waves in the years 2007-20093 . The family firm status is attributed
on the basis of the following question:
“Is the firm controlled (directly or indirectly) by a single individual or a
group of persons linked by family relationships?”4
This approach to the definition of family firms relies on self-reported
information and can overcome the typical identification problem in
which the stake of each shareholder must be measured in order to
3

When the information for a firm was not available in all the waves of the survey, we
check the information from previous years, using Amadeus and on-line search from
the company’s websites. Amadeus is a European database that provides qualitative

4

and quantitative information on firm ownership structure.
Translated from Italian.

46

Romano, Livio, (2013), Putting firms in context : the role of embeddedness in shaping corporate strategies
European University Institute
DOI: 10.2870/64998

determine who controls the firm (see Ellul et al. 2010). Additionally,
for a sub-sample of observations (industrial firms with at least 50 employees) we are also able to assess the stakes of controlling shareholders quantitatively. In order to recover balance-sheet data (total assets,
leverage, and ROE among others), we used the local Italian Chambers
of Commerce’s official information collected in the CERVED archives.
We match our firm-level information with the Centrale dei Rischi
(CR) database, containing observations on all loans granted by the Italian banking system to firms, with quarterly frequency. These data enable us to construct unique variables based on each bank-firm relationship, for each quarter. In the empirical analysis, we focus on revocable
credit lines. This choice is due to the homogeneity underlying this
type of contract and because this form of credit can be renegotiated
unilaterally by banks.5 Thus, the loans under scrutiny exclude longterm, collateralized loans. As argued by Sapienza (2004), borrowers
may have contemporaneous relations (deposits, personal loans) with
their bank that could affect the lending decision and for which we can’t
control by using the credit lines6 .
Finally, we integrated the above firm-year-bank observations with
the information provided by a special survey conducted by the Bank
of Italy’s regional branches in 2009 on about 400 banks, accounting for
80% of outstanding bank credit to Italian firms. This survey contains
5

The CR database distinguishes between call loans and term loans. When call loans
are granted, banks can call them unilaterally at any moment in time, while with term
loans the bank typically has to wait until the end of term before renegotiation occurs.
Thus, when using the term “revocable credit lines”, we are implicitly referring to call
loans only, because lines of credit within the term loans group are not considered.
However, in order to be sure that results are not driven by the specific nature of
the financial instrument considered, we also re-estimated all of the empirical models
with the call and term loan data summed together. Results are qualitatively the
same, and statistically significant, even if the inclusion of term loans naturally alters
the value of the parameters of interest, due to the existing differences between these

6

types of contracts.
Unfortunately, this information is never observable, and all the results must be interpreted under this caveat.
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a variable referred to the relative change in the use of soft information
in the lending decision as a result of the financial crisis. In particular,
banks were asked the following question:
“Starting from October 2008, as a result of the economic and financial crisis, indicate whether the importance accorded to qualitative information and
direct knowledge of the borrower increased, decreased or remained the same”7
After removing state-owned companies and those firms for which we
were unable to recover the structure of the corporate ownership, we
were left with 1,808 family firms and 1,101 non-family firms. Panel
A of table 2.1 provides a summary description of the characteristics
of our sample, with family and non-family firms presented separately.
We notice that family firms were much smaller on average at the end
of 2008 (a result well known in the literature), slightly older and had a
lower penetration in the North of Italy (and conversely a higher penetration in the South) compared to non-family firms. Moreover, family firms were more indebted on average prior to the crisis, suffered
slightly more from the contraction in sales relative to non-family firms
and generated less cash-flow for each euro earned (the last two differences are weakly significant). Family and non-family firms, on the
contrary, did not differ significantly in terms of profitability as measured by the ROE.
Panel B of table 2.1 provides summary statistics regarding firmbank relationships. We notice that family and non-family firms had
similar risk profiles, as measured by the Altman Z-score8 (the difference in rating is statistically significant but economically negligible).
In line with other works using Italian data (Detragiache et al. 2000 and
Ongena and Smith 2000), multiple lending is a common phenomenon
within our sample, with more than 87% of firms having relations with
7
8

Translated from Italian.
This index, built on balance-sheet figures, can take values between 1 and 9. Higher
values imply a higher probability of default.
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at least three different banks. Family firms have a higher average number of relationships with banks than non-family firms, a result which
is in line with with recent findings by Guiso and Minetti (2010)9 . This
finding explains a different degree of loan concentration for family
firms, as measured by the Herfindal index and also by the relative
share of each bank financing the firms’ activity (in particular the first
bank).
Insert Table 2.1 here

2.3

Bank lending and corporate ownership

In this section we establish whether the degree to which firms suffered
a contraction in bank lending was affected by their corporate ownership structure. In order to address this empirical question, we first
look at the overall exposure of the firms to the banking sector, in terms
of the total amount of credit lines they have been granted. In particular, we aggregate data from each firm’s banking relationships into a
single observation.

2.3.1

Graphical inspection

Figure 2.1 examines the bank lending channel non parametrically by
plotting the dynamics of average granted loans for F and NFFs separately. Specifically, we take the mean of the logarithm of the outstanding loans granted to family and non-family firms in each quarter, from
September 2007 up to September 200910 , and we normalize to zero the
9

The authors use concentrated ownership as a proxy for the degree of informational
opacity and the debt restructuring costs for banks in case of corporate reorganization. With both types of interpretation, ownership concentration predicts a positive
probability of engaging in multiple lending.
In each quarter we excluded the first and last percentile of the distribution of the

10

relative change in the logarithm of loans, in order to control for extreme observations.
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observations, using the end of the third quarter of 2008 as a base. The
y-axis can then be interpreted as the growth rate of outstanding loans
relative to that quarter.
Figure 2.1:

Bank lending before and after the Lehman Brothers’

bankruptcy: overall adjustments

The figure confirms that the choice of Lehman Brothers’ bankruptcy
for the identifying date of the credit shock in Italy is reasonable, as the
average growth rates in outstanding loans started to decline during
the third quarter 2008. Moreover, the figure shows that, before and
immediately after the sudden drop occurred in October 2008, there
was no significant difference in the dynamics of loans granted between
family and non-family firms. An important divergence between the
two types of firms began after the first quarter of 2009.

2.3.2

Econometric analysis

In this subsection we test whether the different patterns observed in
figure 2.1 can be rationalized by differences in ex-ante characteristics
between family and non-family firms. Given the nature of the exogenous shock we are analyzing in this paper, we estimate the following
model:
50

Romano, Livio, (2013), Putting firms in context : the role of embeddedness in shaping corporate strategies
European University Institute
DOI: 10.2870/64998

4t logLoansi = α + β0 F amilyi + β1 Xi + i

(2.1)

where subscript i refers to the firm, and Xi is a vector of controls. The
set of control variables captures possible channels which have been
identified in the literature as determinants of bank lending behavior,
and that could be correlated with the family-firm status. Given that
family firms are, on average, smaller than non-family ones, we include the firm size (expressed by the log of the number of employees)
at the end of 2008, as this characteristic may explain a difference in access to the credit market. We also control for the geographical area of
the firm’s headquarters by using three geographical dummies, corresponding to the North, the Center and the South of Italy. This is justified by the uneven geographical diffusion of family and non-family
firms: a factor that could result in different demand shocks, and in
different conditions for the access to credit, due to differences in the
distances between firms’ headquarters and their financing banks.
We also include the share of credit granted by the first bank (evaluated at the third quarter of 2008), as it can potentially affect the capability of a company to substitute across banks and, consequently, to
hedge bank-specific shocks. For each firm, we construct the weighted
average length of the relationship with its financing banks (up until
October 2008), weighted by the share of each banking relationship in
total borrowing. In such a way, we control for the average intensity
of the bank-firm relationships, which may not be fully captured by
the share of credit granted by the first bank. Firm’s year of foundation,
sector of activity, level of total leverage, cash-flow over sales, risk (captured by the Z-score being greater than 5) are also included as natural
controls. Finally, we include the change in sales that occurred between
2008 and 2009 to control for any different change in the demand for
loans resulting from differences in the impact of the crisis on family
and non-family firms.
Our dependent variable is the log difference of average granted
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loans between two time windows: the 1st of October 2007 - 30th of
September 2008 and the 1st of October 2008 - 30th of September 2009.
Within the ’pre-crisis’ and a ’post-crisis’ windows, we summed up
each firm’s loans. The two time windows have the same length in
order to avoid problems of seasonality, as loan applications may vary
during the year for economic and fiscal reasons. We have selected the
last quarter of 2008 as the beginning of the post-crisis period both because Lehman Brothers’ default occurred at the very end of the third
quarter of 2008, and because we avoid an arbitrary choice of the time
windows to compare. An observation period immediately “after the
Lehman Brothers event” helps us capture mostly supply-side effects
in the dynamics of granted loans, since credit lines respond rapidly to
a change in bank portfolio composition. Our results are derived after
excluding the top and the bottom percentiles of the distribution of the
dependent variable, in order to control for outliers and to increase the
accuracy of the estimations. Summary statistics of the change in log of
loans are reported in the first line of table 2.2
Insert Table 2.2 here
Column (1) estimates the basic model without controls; column (2) includes the basic set of controls; column (3) adds the share of the first
bank as a bank-firm characteristic. Results are shown in table 2.3.
Insert Table 2.3 here
Table 2.3 shows that family firms experienced a 5 percentage points
lower decline in the growth rate of loans than non-family firms. The
coefficient is robust to different specifications of the model, and is both
highly statistically significant and economically relevant. We notice
that the β0 estimates in column (1), without controls, and column (3),
with the complete set of controls, are close. This confirms that the
observed differences in the amount of granted loans for family and
non-family firms cannot be fully explained by standard mechanisms
and require further investigation.
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A higher risk (measured by the Z-score) is associated with a lower
amount of granted loans, as theory predicts. Moreover, the growth
of loans is lower when borrowing is more concentrated in the first
bank. The negative sign of this coefficient, as previously discussed,
may be explained by the fact the higher concentration of borrowing in
the first bank negatively affects the firm’s ability to hedge bank specific shocks11 . Size has a negative effect on the change in granted
loans, seemingly contradicting the standard flight to quality mechanism. However, we cannot conclude that big firms are perceived as
riskier by banks. Firm size may capture other differences: big firms
could find alternative sources of financing more easily or be simply
ex-ante matched with larger banks.
We argue that the estimated difference between family and nonfamily firms is mostly driven by a change in the supply of credit. It
is true that the change in outstanding loans derived from the financial crisis cannot be directly interpreted as the effect of a credit supply contraction, but the coefficient β0 of the regression model captures
any additional difference on top of that observed for non-family firms.
Therefore, we could interpret the difference between family and nonfamily firms as a supply-driven effect, assuming that the rich set of
observable characteristics included in the analysis captures firms’ demand for credit.

2.3.3

Robustness checks

We have documented so far the existence of divergent patterns in the
aggregate dynamics of credit for family and non-family firms. We have
also controlled for a set of observable characteristics, potentially correlated with the existence of a family block-holder, able to influence the
dynamics of credit. However, some concerns must still be addressed.
11

It is also consistent with the empirical evidence that the first financial institution
more frequently belongs to the major five Italian banking groups, which cut their
credit, on average, more than the other banks (see Albertazzi and Marchetti 2010).
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Foreign firms
The first relates to the foreign status of the firm. In fact, the large majority of foreign firms (they account for around 8% of our sample) are
controlled by non-family block-holders and could follow patterns of
credit different from those observed for Italian companies. Foreign
firms may in principle substitute domestic credit with foreign credit
by exploiting their multinational group affiliation, or may be systematically discriminated against by local banks. In order to be sure that
our results are not driven by a difference in the nationalities of the
companies, column (1) of table 2.4 adds a dummy for the firm’s foreign
status to the full specification in column (3) in table 2.3. Reassuringly,
our family dummy is still statistically significant, even if the magnitude of the coefficient is slightly lower than before (the foreign status
is negatively correlated with the change in loans, but the difference is
not significant).

Insert Table 2.4 here

Group affiliation
A second concern, partially related to the first one, arises because of
the possibility that firms could substitute bank credit with intra-group
financing transactions. If group affiliation is negatively correlated with
family firms status, then our results could be explained by a lower
demand for bank loans by non-family firms. In order to control for
that, column (2) of table 2.4 adds to the full specification of column (3)
in table 2.3 a dummy to distinguish group-affiliated and independent
firms. Again, our previous results are robust to this additional control
and the group dummy has the expected negative sign, which is also
statistically significant.
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Ownership concentration
Furthermore, we want to be sure that our results are not driven by
a difference in the ownership concentration of the controlling shareholder, which has been found to play an adverse effect on the risk of
default (see Aslan and Kumar 2012) and may vary between family and
non-family firms. The cleanest available information is the fraction of
shares held by the first shareholder; unfortunately this information is
only available for relatively large firms (with 50 employees or more).
This reduces the number of observations by more than half. Column
(3) of table 2.4 adds the ownership concentration of the first shareholder to the full specification in column (3) in table 2.3. In line with
theory, higher degrees of ownership concentration in the dominant
shareholder reduce the amount of loans granted (even if the coefficient
is only weakly significant), but the existence of a family block-holder
(ceteris paribus) significantly reduces this negative effect (the coefficient
associated with family firm status is positive and around 6 percentage
points).

Lock-in effects
The last hypothesis we want to test is whether the observed difference
between family and non-family firms can be simply explained by exante matching with different types of financial institutions. In other
words, because it is costly to switch banks, and the switching costs
may be proportional to loans concentration, non-family firms might
have been “locked-in” with those banks that cut down more during
the crisis. In order to address this issue, we need to check whether
family and non-family firms have been treated differently by the same
bank. By exploiting information at the level of individual bank-firm relationships we can compare the change in log loans for family and nonfamily firms, controlling for bank fixed-effects (thus for time-varying
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bank fixed effects)12 . We estimate the following model:
4t logLoansij = α + β0 F amilyi + γXij + fj + ij

(2.2)

where 4t logLoansij is the log difference in the average value of loans
granted (the averaging procedure is identical to the one used before)
for firm i, by bank j. Xij includes not only the firm-specific characteristics used in the previous analysis, but also the share of loans from bank
j to firm i, relative to total loans for firm i and the length of the bankfirm relationship, both measured at the third quarter of 2008. The addition of these two variables is important, as they control for very large
percentage variations in the dependent variable, induced by loans of
a small size. Finally, fj represents the bank j fixed effect. Results are
reported in column (4) and (5) of table 2.4. In column (4), we report
the analog of the aggregate results presented in column (3) of table 2.3
at the individual bank-firm level. Column (5) adds bank fixed effects.
The estimates of β0 in the specifications with and without bank
fixed-effects are almost identical and very similar to those obtained at
the aggregate level. They confirm that divergent trends in the amount
of loans granted for family and non-family firms are not driven by
“lock-in” effects induced by an ex-ante sorting of family firms with particular banks.

2.4

Heterogeneity among banks in lending
practices

In the previous section we observed that, following October 2008, the
credit contraction faced by Italian companies was, on average, lower
for family firms. This finding is consistent with the idea that soft information, acquired through the personal interaction of the firms’ man12

Summary statistics of the change in log loans at the individual bank-firm level are
reported in the second line of table 2.2.
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agers with loan officers, allowed an attenuation of agency problems
between the family firms and their banks.
However, the importance and relevance of soft information in determining the lending decision varies across banks. Berger et al. (2005)
show that larger banks prefer to reduce the delegation power of loan
officers, due to the complexity of their internal structures and the cost
of monitoring. This makes them opt for “transactions-based” lending, which relies on the use of verifiable and transmittable information
(hard information). On the contrary, smaller banks may find it optimal to specialize in “relationship lending”, which is primarily based
on the use of soft information. Regulatory interventions also play a
role in shaping the optimal mix of hard and soft information adopted
by banks; for instance, the Basel II reform in 2004 recommended, in
order to increase the transparency and comparability of national banking sectors, an expansion in the use of standardized criteria for company default risk evaluation. Interestingly, Albareto et al. (2008) show
that for the Italian case, hard-information based practices were consequently adopted by almost all larger Italian banks, and by the majority
of all other banks.
Finally, and most importantly for our purposes, the relative importance of soft information changes over time as a result of the economic
cycle. In particular, following an adverse shock soft information acquired at the branch level can partially alleviate the problem of correctly assessing borrower risk, as it is based on frequent contacts with
firms. This pattern is confirmed by our data on Italian banks, where
we find an increase in the relative importance of soft information following October 2008 for around 35% of surveyed banks (representing
about 36% of total aggregate credit), while it decreased in less than
5% of the cases. The degree of such change depends strictly on the
bank’s organizational structure, and also on its past practices (in the
extreme case, a bank that only processed hard information before the
crisis would probably find it too costly to switch to soft information).
By splitting the sample of surveyed banks between those that in57
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creased their use of soft information and those that did not, we replicate the graphical analysis of figure 2.1. This is shown in figure 2.2; the
dashed line refers to non-family firms, the other to family firms.
Figure 2.2: Bank lending and heterogeneity in screening technologies

The growth rate of credit for these two types of bank appears very
different before and after the crisis; this implies that the decision to
change lending technology is likely correlated with the severity of the
shock suffered by those banks. While the credit granted by “non-soft”
banks was already declining in the period preceding October 2008, the
growth rate of credit granted by “soft” banks was increasing until the
end of 2008 and then, at the onset of the recession, started shrinking. In
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particular we can observe that for the latter banks, there was no difference between family and non-family firms before the Lehman brothers
bankruptcy shock; following October 2008, a difference emerged. For
the “non-soft” group, it emerges that a difference between family and
non-family firms already existed before the crisis and that, following
the shock, the difference started to widen.
To test whether the differences in figure 2.2 are statistically significant after controlling for observed heterogeneities between family and
non-family firms, we can re-estimate equation (2.1), splitting the total
amount of loans granted for each firm into two groups, corresponding to loans from “soft” and “non-soft” banks. Results are reported in
table 2.5.
Insert Table 2.5 here
Results suggest that the difference between family and non-family firms
is statistically significant only for those banks that reported an increase
in the use of soft information, following October 2008. In particular,
family firms experienced a drop in the growth rate of credit that was
6 percentage points lower than for non-family firms, ceteris paribus.
This result validates the prior that soft information played a crucial
role in allowing a different access to bank lending for family firms. Interestingly, and consistent with the previous discussion, we can also
notice that high values of the Z-score, captured by the risk dummy being equal to one, negatively (and significantly) affect the dynamics of
credit granted for “non-soft” banks, while they play no role in explaining the lending decision of banks that rely more on soft information.

2.4.1

Control for unobserved heterogeneity

The final set of results controls for unobserved time-varying heterogeneity at the firm level, in order to fully control for demand-side effects. To do so, we exploit the existence of multiple lending within
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our sample that allows to include firm fixed-effects in the following
regression model:

4t logLoansij = α + β0 4t Sof tj + β1 F amilyi 4t Sof tj + γZij + fi + ij
(2.3)
where 4t logLoansij is the change in log loans for firm i from bank
j; 4t Sof tij is a dummy equal to one if bank j increased the importance attached to soft information after October 2008; Zij includes the
share of loans from bank j to firm i, relative to total loans for firm i
and the length of the bank-firm relationship, both measured at the end
of September 2008 and controls for loan-specific demand effects that
may vary between banks for family and non-family firms, due to heterogeneity in the banks’ screening processes; fi is the firm fixed-effect.
This estimation strategy is analogous to that proposed by Khwaja and
Mian (2008), as the firm fixed-effect controls for demand effects that
are invariant with respect to bank characteristics.
Our estimate of interest is now represented by the coefficient β1 ,
which identifies the interaction between the family firm dummy and
4t Sof tij . This parameter captures whether, after controlling for unobservable firm characteristics, banks’ use of soft information affected
the supply of credit to family and non-family firms. The inclusion of
firm fixed-effects implies that only the relative difference with respect
to “non-soft” banks can be estimated13 . Results are shown in table 2.6.
Insert Table 2.6 here
Results in columns (1) and (2) show that, for those banks that increased
the importance attached to soft information, family firms experienced
a relatively smaller credit contraction. The effect is statistically significant and economically relevant (the difference is around 8 percentage
points). The magnitude of the coefficient is in line with the aggregate
finding in section 2.3, given that credit granted by “soft” type banks to
13

The family firm dummy is absorbed in the constant term.
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family firms accounts for about 65% of total aggregate credit at October 2008.
Finally, in table 2.7 we check whether access to credit for family
firms, granted by those banks that increased the importance of soft information, cannot be simply justified by evergreening practices, due
to a higher ex-ante exposure of “soft”-type banks to family firms. This
concern is dispelled, since the ex-ante share of credit granted to family
and non-family firms is not statistically different for the two groups
(both considering revocable loans only and the overall financial exposure). Family firms have a relatively high share of total credit granted,
both by“soft” and “non-soft” banks, primarily because they represent
about 60% of our sample and are, on average, more leveraged.
Insert Table 2.7 here
This last piece of evidence supports the assumption underlying the
consistent estimate of β1 in equation 2.3, that the magnitudes of banks’
shocks are invariant to the family firm characteristic. This identifying
assumption is similar in spirit to that of Rajan and Zingales (1998),
even if applied to a different context.

2.5

Conclusions

In this paper we have studied the credit allocation decisions of Italian banks following Lehman Brothers’ failure. We have found that
corporate ownership is an important source of firm heterogeneity. In
particular, the presence of a family block-holder had a positive effect
in mitigating the agency conflict in the borrower-lender relationship.
This effect was strongly related to an increase in the use of soft information by Italian banks in their lending practices following October 2008. The main result is robust to different specifications of our
empirical model. We have been able to control for ex-ante observable
differences between family and non-family firms and also to exclude
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the existence of significant “lock-in” effects that could potentially reduce the capabilities of firms to hedge bank specific shocks, thanks to
the highly detailed data available on bank-firm relations. Finally we
controlled for unobserved heterogeneity, confirming that the observed
credit allocation was driven by a change in the credit supply.
An alternative explanation for our findings could be related to the
existence of an equilibrium in which family firms are matched with
opportunistic loan officers acting in their own interest. In other words,
it could be that the incentive for family firms to divert resources out
of the company for private benefits is reinforced by the desire of loan
officers to gain private benefits at the expense of bank’s shareholders.
However, if this were the case, we should observe, ex-post, an abnormal increase in delinquent loans and default rates for family firms.
This is not what we find in the data14 . Moreover, this would also be
inconsistent with recent findings by Massa and Zaldokas (2012) showing, for a sample of US firms, that family firms are less likely to go
bankrupt, ceteris paribus.
Our results suggest that in addition to the standard flight-to-quality
mechanism, it is important to take into account other sources of corporate heterogeneity in order to understand how shocks in the banking
sector are transmitted to the economy. Moreover, they also indicate
that it is crucial to look at heterogeneity on both sides of the borrowerlender relationship when studying the propagation of adverse shocks
through bank lending. Finally, our paper, in line with other recent contributions in the literature, highlights the importance of soft information during crises in mitigating the negative effects of a credit crunch,
a factor that should be taken in to account by future regulators. An excessive emphasis on hard information in assessing corporate risk during a future crisis could prove to be extremely costly for the aggregate
economy.

14

The level of delinquency loans at the end of 2009 is small for the Italian economy
and there is no evidence of a difference between family and non family firms.
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percentiles because of outliers in these variables. N of bank relations and Herfindal index (measured in terms

◦

of loans concentration at the firm level) measured at the end of September 2008.

recoded at the 1

th

0.09***

.01***

-0.01***

-0.00

0.08***

-0.96***

-0.05**

0.20***

0.02*

0.02*

-0.07***

-0.15

-0.09***

0.02

0.07***

-0.15***

251.60***

3.00***

Mean Diff.

p < 0.01. SMEs are defined as having 250 employees or less and

.30

.08

.12

.21

.51

5.00

.27

4

-.09

.05

.31

4.9

0

0

0

1

100.00

1981.00

Median

annual sales less than 50 millions euro. Rating takes values between 1 and 9, increasing in the borrower’s risk.

∗∗

.21

.05

.07

.11

.24

5.01

.46

1.82

.29

.12

.49

6.97

.46

.43

.50

.48

1324.20

22.79

St. Dev.

Non-Family

Robust standard errors in parentheses.∗ p < 0.10,

6.64

.39

N bank relations

◦

Bank Leverage (2007) (%)

Zscore (2008)

4.50

.44

Leverage (2007)a (%)

Panel b:Bank-Firm relation:

6.25

Roe (2007) (%)

a

.63
.46

North (%)

421.63

Employees (2008)

SMEs (%)

1976.88

Foundation

Panel A:Firm characteristics:

Mean

Table 2.1: Summary Statistics for family and non-family firms, prior to the shock

Table 2.2: Summary statistics of the change in log lending
log(loans)09 -log(loans)08 :

Mean

St. Dev.

Median

Observations

aggregated at the firm level

-.08

.42

-.03

2851

at the bank-firm level

-.15

1.01

0

15212

log(loans)09 -log(loans)08 is the difference in logarithm of the average granted loans in
the time windows 1st October 2007 - 30th September 2008 and 1 October 2008 - 30
September 2009. When aggregated at the firm level, it implies that in each quarter
all bank loans for each firm are summed, and then the ex-ante and ex-post averages
computed. When considered at the bank-firm level, it implies that, for each loan from
a single bank to a single firm, the ex-ante and ex-post averages are computed. At the
aggregate level, we cut the distribution at the 1th e 99th percentiles of the distribution to
control for outliers. At the bank-firm level we consider only those observations relative
to firms analyzed at the aggregate level.
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Table 2.3: Granted loans and corporate structure
Dependent variable: ∆t logLoansi
(1)
Family

0.0577

(2)
∗∗∗

(0.0168)
log(Size)

Risk

Leverage

% Change in sales2008−09

Cashflow/Revenues

(3)
∗∗∗

0.0625

0.0481∗∗

(0.0204)

(0.0203)

-0.0206∗∗

-0.0203∗∗

(0.0093)

(0.0092)

-0.0416∗∗

-0.0543∗∗∗

(0.0190)

(0.0189)

0.0110

0.0132

(0.0185)

(0.0186)

0.0584

0.0643

(0.0449)

(0.0450)

0.0121

0.0159

(0.0169)

(0.0167)
-0.2585∗∗∗

Share first

(0.0483)
Constant

Other controls
Observations

-0.1180∗∗∗

-0.2190

-0.1568

(0.0139)

(0.8890)

(0.8770)

No

Yes

Yes

2851

2026

2026

Robust standard errors in parentheses.∗ p < 0.10, ∗∗ p < 0.05, ∗∗∗ p < 0.01.
Leverage is measured at the end of 2007. Share first measured at the
end of Sep. 2008. Other variables are measured at Dec. 2008. Other
controls include 11 sector dummies, 3 geographical dummies, firm’s year
of foundation and weighted length of the relations. For all the specifications
we cut the 1th e 99th percentiles of the dependent variable to control for
outliers.
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Table 2.4: Robustness checks
Dependent variable

∆t logLoansi

(1)
Family

0.0447

(2)
∗∗

(0.0201)
Foreign

∆t logLoansij

(3)
∗∗

(4)
∗

(5)
∗∗

0.0451

0.0578

0.0416

0.0446∗∗∗

(0.0204)

(0.0340)

(0.0197)

(0.0164)

-0.0338
(0.0569)
-0.0451∗∗

Group affiliation

(0.0211)
-0.0009∗

Concentration

(0.0005)
Controls

Yes

Yes

Yes

Yes

Yes

Bank fixed-effects

No

No

No

No

Yes

2026

2009

911

15212

15212

Observations
∗

p < 0.10,

∗∗

p < 0.05,

∗∗∗

p < 0.01. For columns (1) and 3: Robust standard errors in

parentheses. Controls are those included in column (3) of table 2.3. We cut the 1◦ and
99◦ percentile of the dependent variable to control for outliers. For columns (4) and (5):
controls are those included in column (3) in table table 2.3, plus the share of loans from
bank j to firm i, relative to total loans for firm i, and the length of the bank-firm relation,
both measured at the end of September 2008. In column (4) we compute robust standard
errors clustered at the firm level, while in column (5) clusters are derived at the bank
level.

71

Romano, Livio, (2013), Putting firms in context : the role of embeddedness in shaping corporate strategies
European University Institute
DOI: 10.2870/64998

Table 2.5: Estimation results: Soft information and family firms
Dependent variable: ∆t logLoansi
“Non-Soft”-type banks

“Soft”-type banks

(1)

(2)

0.0096

0.0625*

(0.0320)

(0.0344)

-0.0607***

-0.0051

(0.0144)

(0.0154)

-0.0836***

0.0048

(0.0275)

(0.0288)

-0.0428

-0.0118

(0.0257)

(0.0384)

0.0629

-0.1019

(0.0578)

(0.0631)

0.0074

0.0001

(0.0117)

(0.0098)

-0.2620***

0.1083

(0.0652)

(0.0894)

0.5041

0.4358

(1.171)

(1.768)

Other controls

Yes

Yes

Observations

1936

1793

Family

log(Size)

Risk

Leverage

% Change in sales2008−09

Cashflow/Revenues

Share first

Constant

Robust standard errors in parentheses, clustered at the firm level.∗ p < 0.10,
p < 0.05,

∗∗∗

∗∗

p < 0.01. Length of the relation and Share of the bank measured at the

end of Sep. 2008. Other controls include 11 sector dummies, 3 geographical dummies,
firm’s year of foundation and weighted length of the relations.
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Table 2.6: Banks’ heterogeneity in the screening process
Dependent variable: ∆t logLoansij
(1)
∆t Soft

∆t Soft x Family

(2)
∗∗∗

0.0995

0.0642∗

(0.0353)

(.0352)

0.0797∗

0.0845∗∗

(.0424)

(0.0420)
-1.0583∗∗∗

Share of the bank

(0.0773)
-0.0094∗∗∗

Length of the relation

(0.0030)
Constant

Firm fixed-effects
Observations

-0.1804∗∗∗

-0.0530∗∗

(0.0082)

(0.0240)

Yes

Yes

12864

12864

Robust standard errors in parentheses, clustered at the firm level.∗ p <
0.10,

∗∗

p < 0.05,

∗∗∗

p < 0.01. Length of the relation and Share of the

bank measured at the end of Sep. 2008.
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Table 2.7: Summary Statistics for Non-Soft and Soft banks
Non-Soft

Ex-ante Share to family firms (1)

Obs.

Mean

Obs.

.613

213

.649

119

.036

122

.033

.615

[.326]
221

[.333]

∗

p < 0.10,

∗∗

p < 0.05,

∗∗∗

Difference

Mean

[.352]
Ex-ante Share to family firms (2)

Soft

.648
[.308]

p < 0.01. Ex-ante means before Sept. 2008. The first (1) row

refers only to revocable loans. The second row (2) refers to revocable loans plus term loans
plus advances. Standard deviations in square brackets.

Table 2.8: Comparative statistics for the bank-firm loan observations (euro)
Mean

Median

Obs.

Bank-firm relations disappeared after Sept. 2008

247,692

11,267

458

Bank-firm relations considered in the analysis

710,715

100,000

19,722

178,746

6,250

438

672,147.8

100,000

19,722

Before October 2008:

After October 2008:
New bank-firm relations appeared after Sept. 2008
Bank-firm relations considered in the analysis

Figures refer to bank-firm loan averages either for the period 1st October 2007 - 30th September
2008 (Before October 2008) or for the period 1st October 2008 - 30th September 2009 (After
October 2008)
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∗∗

∗∗∗

-0.4100

863

Yes

(0.4550)

p < 0.01. Leverage is measured at the end of 2007. Share

998

No

(0.0067)

e 99th percentiles of the dependent variable to control for outliers.

3 geographical dummies, firm’s year of foundation and weighted length of the relations. For columns (1) and (2) we cut the 1th

first measured at the end of Sep. 2008. Other variables are measured at Dec. 2008. Other controls include 11 sector dummies,

p < 0.05,

2026

2851

Observations

Robust standard errors in parentheses.∗ p < 0.10,

Yes

No

(1.865)

(0.0524)

(0.0764)

(0.571)
-2.700

-0.0440

-1.028∗

0.154∗∗∗

-0.0132
(0.0119)

-0.0665

(0.0010)

(0.0297)

(0.0881)

-0.0013

(0.00514)

(0.0827)
0.0148

-0.00917∗

0.136

0.0051
(0.0108)

-0.0670
(0.0625)

-0.0291∗∗∗

(0.0056)

(0.0235)

(0.0087)

-0.0023

(4)

-0.0098∗

(0.0080)

0.0019

(3)

Dependent variable: ∆t N etinterestratei

-0.0124

-0.0822
(0.0727)

-0.0359
(0.0636)

Other controls

Constant

Share first

% Change in sales2008−09

Cashflow/Revenues

Leverage

Risk

log(size)

Family

(2)

(1)

Dependent variable: ∆t Collat.ratioi

Table 2.9: Appendix - Collateral channel, Interest rates

2.7

Appendix

2.7.1

Data construction

The CR database records all the loans granted by Italian banks that exceed a minimum threshold. The threshold is determined by summing
up all the types of loans granted to an individual firm by a bank into
three main categories:
1. short-term lines of credit (analyzed in this paper),
2. collateralized credit lines, mortgages, etc.,
3. advances, etc.
The threshold changed over time: it was 75,000 euros up to September
2008 and then reduced to 30,000 euros. For missing observations we
proceed as follows:
• when an observation for a specific line of credit at the bank-firm
level is missing in some of the quarters between 1st October 2007
and 30 September 2009, we consider the total value of loans issued by the individual bank,
• if the total amount of loans is above the threshold, we assign zero
to that observation,
• if the total amount of loans is below the threshold, we compute
its expected value (37,500 before October 2008 and 15,000 afterwards) and divide it by three (the number of components in the
total amount) and assign the resulting value to the observation.
The inclusion of zeros poses a problem when we estimate the log difference in loans granted at the individual bank-firm level. We therefore exclude these observations from the sample, instead of arbitrarily
changing their values to a positive integer. However, the occurrence of
these observations is limited both in terms of their number and their
economic relevance, as table 2.8 clearly shows.
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Insert Table 2.8 here

2.7.2

Collateral channel

The observed differences in the change of credit granted to family and
non-family firms could also be the result of the different abilities of
these two types of firms to provide hard and verifiable collateral to
banks. Although our analysis is conducted on call loans only (not directly affected by the ability of firms to provide collateral assets), some
degree of substitutability with collateralized term loans could exist.
To overcome this type of concern, we confirmed our findings by reestimating the empirical models in the paper, using the sum of call and
term loans as dependent variable. As already outlined in section 2.2,
the estimates were qualitatively similar and statistically significant.
An alternative hypothesis is that a certain degree of complementarity could exist between call loans and collateralized term loans. In
particular, a bank may be more willing to grant call loans to firms that
have already pledged collateral on their term loans. Given that we
cannot insert the change in collateral for each firm as regressor in the
analysis due to endogeneity issues, we address this concern by estimating a model where the dependent variable is the time difference in
the collateral-ratio before and after October 2008. The collateral-ratio
is defined as the fraction of the value of the collateral pledged by the
firm to the total value of the credit granted (call plus term loans). Results from table 2.9, columns (1) and (2), clearly show that the family
firm dummy has no explanatory power on the change in our results.
This finding reassures us that the results outlined in the paper are not
driven by systematic differences between family and non-family firms
in the elasticity of collateral provision.

Insert Table 2.9 here
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2.7.3

Interest rate

In table 2.9, columns (3) and (4), we look at the cost of borrowing,
to check whether differences in the change in the (net) interest rate
charged to family and non-family firms exist. In order to do so, we exploit the information contained in a special survey conducted by the
Bank of Italy on a subsample of Italian banks (about 200). Unfortunately, this comes at the cost of reducing significantly the number of
observations we can include in our estimation. Results show that interest rates went down in the period under consideration (most likely
as a result of ECB interventions in the interbank market), but no differences emerged between family and non-family firms.

2.7.4

Other financing channels

Given that family and non-family firms differ on average in terms of
size, it is possible that the biggest firms may finance their activities
by directly accessing the capital market through equity or bond issuance. Therefore, despite we already control for size in our analysis,
for the sake of completeness, we re-estimate the main model, excluding firms that in the period 2008-2009 proceeded with equity or bond
issuances/payouts. This is the most precise information that we can
obtain from the dataset Invind regarding all the firms in the sample.
We find that 16% of the firms in our sample changed at least 0.1% of
their capital financing structure; in particular the percentage of family
firms is 14.5% while for non-family firms it is 20%. By re-estimating
equation 2.1 and by excluding those firms that accessed the capital
market directly, we find that our findings are still robust; the significance and the magnitude of the family dummy is always strong for all
the specification of the model. This finding further reassures us that
the size of the firms is not the main driving force behind our findings.
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Chapter 3
Is there a preferential bias for
locals in the labor market?
Evidence from takeovers
with Tommaso Colussi (Queen Mary University of London

3.1

Introduction

This paper empirically investigates whether preferential treatment for
workers from a particular community of origin exists in the labor market and to what extent it affects both workers’ employment outcomes
and firms’ performance. We define this phenomenon as localism, the
practice under which firms favor workers from their community of
origin (the inside group) over those coming from other communities
(the outside group), independently of their skills or qualifications.
Our paper is related to the well-established literature on the economics of discrimination, which was pioneered by the theoretical works
of Becker (1957), Arrow (1973), Phelps (1972) and Borjas and Goldberg (1978). However, in contrast to most of the existing contributions in the field, which look at sex and race as the relevant sources
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of group categorization,1 our attention is focused on the role played
by cultural proximity in determining labor market outcomes. Several
studies (Guiso et al. 2006, 2009) have shown how beliefs and values
significantly affect individual behavior, and thus the outcome of many
economic transactions. As stressed by Becker (1996), culture is, like
sex and race, an attribute that is largely fixed over an individual’s lifetime. To the extent that local communities are a framework of beliefs
and values shared by its members, we can expect individuals coming from different communities to be perceived as culturally more distant than individuals belonging to the same community (Bowles and
Gintis (2004)). Moreover, several papers in the management literature
(Cremer 1993, Lazaer 1995 and Van den Steen 2010) also highlight the
role played by cultural proximity in the optimal firm’s employment
policies: shared beliefs and values shape corporate culture and consequently, firm organization.
In order to test for localism and its effects on labor market outcomes
for both firms and workers, we exploit a matched employer-employee
dataset coming from the social security records of the Italian region of
Veneto. Information on the city of origin of workers and firms, along
with their working histories, allows us to observe whether or not the
two parties involved in the employment relationship share the same
community of origin. In particular, we define a worker and an employer to be matched, i.e. to belong to the same community of reference, whenever the city of birth of the employee is the same as the one
in which the firm has its headquarters; we use the municipality as a
proxy for the community of reference, assuming that within a given
municipality the cultural traits and wills characterizing its members
are relatively homogeneous.
Evidence for localism is recovered by looking at the effect of workers matching with the current employer on their employment probabilities. To deal with endogeneity issues arising from non-random
1

See Altonji and Blank (1999), Goldin and Rouse (2000) and Bertrand and Mullainathan (2004) among others.
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sorting of workers into firms, we exploit a quasi-experimental setting
in which firms’ takeovers generate a change in ownership; whenever
the acquiring firm comes from a different city than the acquired firm, a
change in the matching between the origin of the incumbent workers
and that of the employer is observed. The identification strategy relies
on the assumption that, within the acquired firm, the probability of a
worker being matched with the new employer is random, conditional
on being unmatched with the previous employer (i.e. the acquired
firm). Within-acquired firm comparisons of ex-ante unmatched employees allow us to control for acquisitions and worker heterogeneity
respectively, and thus to recover a consistent estimate of localism. We
therefore test whether being matched with the new employer affects
workers’ labor market outcomes, and in particular, the probability of
staying employed in the acquired firm, twelve months after the acquisition.
We find a positive and significant effect from employee-employer
matching: being from the same city of origin as the new employer
increases the probability of preserving the job by about 2.7 percentage points, which accounts for about 4% of the average probability of
staying at the firm.
Our contribution to the existing literature is not confined to testing for existence of localism in the labor market, and using a clean
identification strategy that allows us to make causal statements. We
are also interested in differentiating between the possible mechanisms
at work, as understanding the determinants of discriminatory behavior is crucial for designing policy measures aimed at preventing such
conduct. In order to do so, we adapt the model of statistical discrimination proposed by Aigner and Cain (1977) and derive testable implications, which are all confirmed by the data. In particular, we check
whether the average effect varies with both worker and firm characteristics according to the theoretical predictions. We find that the size of
the community negatively affects the intensity of localism. Moreover,
the effect is relevant only for relatively large acquired firms, it holds
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for all occupational levels, but it is particularly strong when managers
are involved. Finally, the effect is invariant to the competitive structure of the market. Furthermore, we show that reasonable alternative
explanations, while able to account for a subset of the findings, cannot
explain the whole set, allowing us to rule them out.
Thus, we can interpret our findings as evidence of discriminatory
behavior that is due to imperfect information faced by the employer
when making hiring and firing decisions: the worker’s community of
origin then works as a signal that reduces the noise around his/her
skills and reliability.
An important element of our methodology is the exogenous nature
of the shock we exploit in order to generate a variation in the worker’s
matching status. Takeover decisions may be significantly affected by
the presence of ex-post matched workers in the firm: firms employing ex-post matched workers might therefore be more likely to be acquired. If this were the case, we would not be able to infer what would
have happened to ex-post matched workers if the acquisition had not
been driven by the existence of this category of incumbent workers. To
control for this potential threat, we check whether the probability of
an acquisition is correlated with the existence of potentially matched
workers in the firm. Reassuringly, our results reject this hypothesis.
Finally, we look at the effect of localism on firms’ economic performance. Two mechanisms could be at work, making the effect of
localism ambiguous. On one hand, the discriminatory employer may
be systematically wrong in judging the ability of workers, resulting in
poor economic performance for the firm; on the other hand, the higher
reliability of local workers’ signals implies a lower risk of job misallocation. We thus test whether the increase in the relative share of
locals, as a result of the acquisition, is correlated with the probability
of default for the acquiring firm. After controlling for relevant firm
characteristics, we find that a higher share of local employees retained
after a takeover implies a lower probability of shutting down for the
firm.
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The remainder of the paper is organized as follows. Section 3.2
develops a model of statistical discrimination in order to formally explain localism and its implications. Section 3.3 tests for localism by
illustrating the identification strategy, the dataset used, and the main
results. Section 3.4 analyzes the plausibility of alternative hypotheses
with respect to the statistical discrimination story. Section 3.5 looks at
the efficiency of localism from the employer’s point of view. Finally,
Section 3.6 concludes.

3.2

Conceptual framework

This short theoretical section adapts the model proposed by Aigner
and Cain (1977) to study how statistical discrimination can result in
a preferential bias for in-group workers, based on their community
of origin. It also offers a set of implications to be tested empirically.
Before moving to the formal discussion of the model it is important to
point out that we do not need to assume the two groups of workers
to be perceived as differing in their expected productivity (as is often
implied in models of statistical discrimination), we rely only on the
assumption that uncertainty about the characteristics of employees is
lower if these employees share the same origin as their employer. We
discuss the implication of such an additional assumption only when
considering the effects of localism on firm profitability, as this is where
stereotyping beliefs are likely to play a major role.

3.2.1

Model

Consider the hiring decision of an employer seeking to infer the quality (i.e. the productivity), q, of a worker by observing an indicator of
skill, y, such as his/her curriculum vitae or some performance test.
The signal y is not a perfect measure of q because, among the relevant
worker characteristics there are both observable skills and traits and
intangible qualities, which are difficult to evaluate, but which may be
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crucial in qualifying a candidate for a specific job.2 In particular we
assume the following linear relation:
y =q+

(3.1)

where  is an error term, normally distributed with zero mean and constant variance σ2 . The term q is assumed to be normally distributed
with mean α and constant variance σq2 . We are also assuming that the
group mean can be estimated without bias through y, that is, E(y) =
E(q) = α. The predicted value of q conditional on observing y is obtained through an ordinary least squares regression, leading to:
E(q|y) = (1 − β)α + βy
where β =

σq2
σq2 +σ2

(3.2)

is the signal-to-noise ratio and where 0 < β < 1.

Equation 3.2 tells us that the less informative the signal-to-noise ratio
is, the more the employer will base his inference on the group mean
α, and less on the observed skill y. On the contrary, the higher the
signal-to-noise ratio becomes, the more informative the observed skill
y is, and the lower the weight attached to the group mean α will get.
Suppose now that there are two groups of workers, differing in
whether their community of origin is the same as (the matched m
group) or different to (the unmatched u group) their employer’s. We
assume that both groups have the same distribution of quality, but that
they differ in the error term , i.e. in the reliability of y as a good predictor for q. In particular, we assume that:


α = αu = α


 m
2
2
σq,m
= σq,u
= σq2



 σ2 < σ2
,m

(3.3)

,u

Thus,
2

For instance, think of the willingness of an employee to put in enough effort to
understand and complete an assigned task, Cornell and Welch (1996).
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βm =

σq2
σq2
>
β
=
u
2
2
σq2 + σ,m
σq2 + σ,u

(3.4)

implying that observed skills for matched workers, ym are more informative about the characteristics of workers than yu is, for unmatched
ones. This last condition, which directly follows from the assumption
made on the variance of the error term for the two groups of workers, is typically assumed in the statistical discrimination framework to
justify a different perception by the employer of workers with identical productivity. In our context, this assumption seems particularly
reasonable, as it derives from the fact that the matching between the
employer’s and the employee’s community of origin reduces the information asymmetry between the two parties.
The simple model proposed above predicts that, whenever the firm
needs to assign a worker to a demanding and rewarding task, such
that, the minimum required quality of the worker is above the group
mean, E(q|y) ≥ qmin > α, the matched workers are systematically
preferred to unmatched workers with the same observed skills. The
effect will be stronger the higher is the required ability, and weaker
the closer the observed abilities of the two workers are to the group
mean. The effect could even reverse if the observed abilities fell below
the group mean- in which case, the job would be unassigned. If we
consider a risk-averse entrepreneur (or equivalently imperfect capital
2
2
markets), then the assumption that σ,m
< σ,u
, also implies that hiring

an unmatched worker imposes an extra-cost represented by the risk
premium, which is higher with respect to matched workers.3 It then
follows that, even for low-skilled jobs, a matched worker could be still
preferred to an unmatched skilled worker, even if, as before, the effect
is stronger as the skill-intensity increases.
The model described so far has assumed that the employer’s subjective assessment of workers’ skills is unbiased, in the sense that it
coincides with the expected value of q, given y. It follows that statis3

We refer to Aigner and Cain (1977) for a detailed and formal discussion of this issue.
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tical discrimination maximizes expected profits, given the imperfect
information held by the employer. However, if the employer subjectively believes that matched workers have a higher group mean than
unmatched workers, then this turns out to be inefficient, as matched
workers will then be wrongly preferred to unmatched workers, either
in terms of job assignment or in terms of wage compensation.4
Finally, it is worth underlining that the model presented is static,
and thus does not account for the learning process that takes place due
to repeated interactions between employers and employees. However,
the decision not to include the time dimension in our discussion is justified by the fact that, depending on the assumptions made, the equilibrium could vary significantly. In fact, if we were to assume that
tasks (or salaries) are difficult to renegotiate, it could be that the initial
decision undertaken by only observing y could be optimally carried
over to subsequent periods, making discrimination a persistent phenomenon. On the other hand, by assuming that employers can freely
adjust tasks and salaries, we can expect discriminatory outcomes to
disappear as the learning process makes it possible to better evaluate
workers’ productivities. Moreover, if we assume that individual skills
depreciate when assigned to the wrong task, then it could be that the
initial discriminatory behavior becomes self-confirming in subsequent
periods, as ex-ante identical workers begin to differ in their productivity.

3.2.2

Implications of the model

The model described above implies simple and intuitive comparative
statistics, which can also be tested empirically. In particular, the larger
2
2
is the positive difference σ,u
− σ,m
, the higher is the preferential bias
4

Clearly, the same argument can be restated in terms of unmatched workers being
subjectively considered to be better on average than matched ones. However, selfcategorization typically involves the tendency to see one’s own group as superior to
other groups (Tajfel and Turner 1986).
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for locals, as opposed to ”foreigners”, given the same observed level
2
2
, the discriminatory
approaches σ,u
of skills. On the other hand, as σ,m

behavior tends to disappear. This can be restated in the following way:
Implication 1 (Quality of the signal): The intensity of localism’s effect on the optimal decision of the employer decreases as the signal
represented by the community of origin becomes less informative. It
becomes zero when the signal has no predictive-power on the quality
of the worker.
Second, as already discussed in the previous section, the model implies a different effect of localism depending on the occupational level
of the worker, which can be stated as follows:
Implication 2 (Importance of tasks): The intensity of localism on the
optimal decision of the employer is positively correlated with the level
of skills required for the task
Third, as the overall degree of uncertainty decreases, as captured by
the  term, the discriminatory behavior appears less severe because y
becomes a better predictor of the true quality of the worker. This is a
direct consequence of the assumption that discrimination arises as an
optimal reaction to uncertainty in the labor market. This implies that:
Implication 3 (Degree of overall uncertainty): The intensity of localism’s effect on the optimal decision of the employer is negatively correlated with the quality of the information collected. It becomes zero
when workers’ skills are perfectly observed.
Finally, statistical discrimination does not entail a gain in utility from
hiring locals (as in the case of taste-based discrimination). It simply
reduces the cost of assigning the wrong person to a specific job. Thus,
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it is compatible with firms maximizing their expected profits.5 This
implies that:
Implication 4 (Market competition): The intensity of localism’s effect
on the optimal decision of the employer should be invariant to the
degree of market competition faced by the firm.

3.3
3.3.1

Testing for localism
Basic idea

To test for the existence of a preferential bias in the labor market, based
on individuals’ communities of origin, we look at whether similar
workers’ employment outcomes differ when they are exposed to an
exogenous change in the matching between their city of origin that of
their employer. Specifically, we define workers as being either matched
or unmatched if their origin is, respectively, the same as, or different
from, that of their employer.
The main empirical challenge is therefore to find exogenous variation in the matching status of workers such that, whenever a difference
in employment status across workers is observed, it can be directly interpreted as the causal effect of the change in the matching status. We
recover such a variation by exploiting the change in firm ownership induced by an acquisition, as this can alter the matching of an incumbent
worker’s municipality of birth with that of the acquiring firm’s headquarters, which respectively proxy for the worker’s and employer’s
communities of origin.
We only look at the outcomes of workers within the same acquired
firm in order to account for heterogeneity in takeovers, and unobserved differences between employees working for different firms that
could affect their employment probabilities following a takeover.However,
5

Whether or not profits are actually maximized will depend on the existence of stereotyping behaviors, as previously explained.

88

Romano, Livio, (2013), Putting firms in context : the role of embeddedness in shaping corporate strategies
European University Institute
DOI: 10.2870/64998

even within the sample of acquired firms, there are systematic differences across incumbent workers that need to be taken into consideration in order for our estimation strategy to correctly identify the parameter of interest. Figure 3.1 shows that when an acquisition takes
place, four distinct groups of workers can be identified, differing not
only in their ex-post matching with the acquiring firm’s origin but also
in their ex-ante matching with the origin of the acquired firm.
Figure 3.1: Types of incumbent workers affected by firm acquisition

Matched Before

Matched After
Yes

No

Yes

MM

MU

No

UM

UU

Workers belonging to groups MM and MU are both characterized by
being matched with the municipality of the acquired firm, but they differ with respect to the acquiring firm; the first group is still matched
after the acquisition, while the latter is not. On the other hand, workers
belonging to groups UM and UU are both characterized by being unmatched with the municipality of the acquired firm but, while the first
group is matched after the acquisition, the latter remains unmatched.
Thus, in order to identify the effect of matching on the employment status of workers, we could, in principle, exploit either the loss
of matching for those workers previously matched, i.e. by comparing
groups MM and MU, or the acquisition of matched status for those
workers who were previously unmatched, i.e. by comparing groups
UM and UU. Comparisons between groups in different rows could
potentially generate biased and inconsistent estimates of the treatment
effect due to the systematic difference existing between workers who
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were ex-ante matched and those who were not. At the same time,
while the comparison between groups UM and UU, i.e. the ex-ante
unmatched groups, allows us to control for unobserved acquired firm
fixed-effects, the same econometric strategy is unfeasible when applied to the estimate of the matching loss for workers ex-ante matched,
i.e. by comparing groups MM and MU.6 For instance, if the probability of being matched is higher when the acquiring firm is small, then
by naively comparing matched and unmatched workers, we would
end up capturing not only the effect of localism, but also the different
working opportunities offered by firms of different sizes.
For the reasons discussed above, our empirical analysis is centered
around workers who were unmatched prior to the acquisition. Our
treatment and control groups are, respectively, those who were matched
and unmatched after the acquisition. Figure 3.2 illustrates the experimental design we will exploit throughout the analysis. In particular, imagine a new employer belonging to community B, choosing between two potential incumbent workers, identical in all respects except for the fact that one belongs to the employer’s community B, and
the other to community C, where B and C are both different from the
community of the former employer. The question we then try to address is whether there is a higher probability for the worker belonging
to community B of retaining the job. If this is the case, then it can be
argued that a preferential bias for ”locals” in the labor market exists.

3.3.2

Other issues for the identification

When comparing the employment status after the acquisition, we are
not only capturing the effect of the decision undertaken by the employer, but also the optimal reaction of the workers to the takeover. It
is reasonable to assume that workers, when deciding whether to leave
their current job, are internalizing their expectations about their fu6

Because within the same acquired firm, either all ex-ante matched workers are still
matched after the acquisition, or they are all unmatched after the event.
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Figure 3.2: Acquisition and matching status

ture career. Nevertheless, for the purpose of our study, disentangling
demand and supply-side effects is not essential as, in both cases, an
observed difference between the treatment and control group will signal that - although they might be compatible in all other respects- a
change in matching between a worker and a firm has implications for
the worker’s opportunities in the firm.
However, the distinction between demand and supply of labor still
plays a role in our analysis when we come to choose the time window to be used prior to the acquisition. Since it takes time for the
announcement of an acquisition to be put into practice, by restricting
our attention only to those individuals still working in the firm at the
time of the acquisition, we may totally disregard the supply-side effect of the announcement. In other words, it may be that, as a result
of the announcement, some workers decide to leave their job and find
another one such that, when the acquisition is realized, only a fraction
of the initial incumbents are observed. If the choice to voluntarily quit
is systematically related to the matching status of future workers, then
we could no longer estimate consistently the effect of localism on the
probability of a worker retaining his job, as there would be a problem
of self-selection.
To circumvent this problem, we choose to include in our analysis all
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individuals that were employed in the acquired firms one year before
the acquisition, and then look at their employment status one year after the acquisition takes place. Figure 3.3 represents the time window
of our analysis.
Figure 3.3: Time window considered in the analysis

A final concern is that the determinants of the acquisition event
may be correlated with the outcome variables; in particular, an acquisition may take place depending on the existence of workers that will
be matched with the origin of the new employer. This circumstance
would pose serious doubts on our results as we could not then claim
to have estimated the average effect of a change in the workers’ matching status resulting from a generic acquisition, but only the effect that
is induced by those acquisitions that take place because of the existence of the matched workers. In order to address this issue, we check
whether the existence of potentially matched incumbent workers alters the probability that an acquisition will take place. Given that our
variable of interest cannot be estimated without knowing the identity
of the acquiring firm (and in particular, the location of its headquarters, which we use as a proxy for the employer’s community of origin), we proceed as follows: first, for each acquired firm,7 we cluster
all firms, acquired or not, that were established in the same municipality at the year of the acquisition, belonged to the same sector of
activity, and to the same class size.8 Then, for each firm within the
7

In order to increase the size of the sample, and because the existence of potentially
matched workers is not limited to those acquired firms where both UM and UU
classes of workers are present, we consider all acquired firms in the period under

8

scrutiny.
We split the sample into 5 classes, depending on the number of employees: less than
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cluster, we assign a value equal to one if at least one worker is matched
with the potential buyer, and zero otherwise.9 Finally, we estimate a
linear probability model, using fixed-effects at the cluster level, of the
following form:

Acquired Statusic = β0 + β1 M atchedic + Xic0 β2 + fc + ic

(3.5)

where Acquired Statusic is a dummy equal to one if firm i, belonging to cluster c, is acquired and zero otherwise; M atchedic is a dummy
capturing the existence of potentially matched workers within the acquired firm within cluster c; Xic0 is a set of firm controls, including the
average age of the workforce, the average firm age, the average firm
wage (as a proxy for firm productivity), the fractions of blue collar
workers, white collar workers, and managers over the total workforce,
and the share of male workers; finally, fc is the cluster fixed-effect. If
the existence of potentially matched workers does not alter the probability of an acquisition taking place, β1 should be zero.

3.3.3

Data, Sample Construction and Descriptive
Statistics

The data used in this paper are matched employer-employee micro
data from the administrative records of the Italian Social Security Administration (INPS) for the Italian region of Veneto. Veneto is one of
twenty Italian regions (administrative divisions corresponding, roughly
speaking, to USA states) and encompasses seven provinces (roughly,
a USA county) and 581 towns. As of 2011, Veneto had a population
of about 4.9 million, corresponding to 8% of the total Italian population.10 Despite its late industrialization, Veneto in 2000 contributed
9

6, between 6 and 15, between 16 and 99, between 100 and 499, and above 499
We also tried an alternative specification, where the dummy is replaced with the
share of potentially matched workers, but results were analogous.
Veneto is located in the north east of Italy. The main municipalities, in terms

10

of population, are Venice (with 270,000 inhabitants), Verona (263,000) and Padua
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about 9% of the country’s gross value added and was fifth among the
Italian regions in terms of per capita GDP.12
The data cover the universe of private non-agricultural employment relationships between January 1975 and December 2001. The
primary unit of observation in the data is a firm-worker match for each
calendar year. In other terms, for each employment relationship, there
are as many observations in the data as the number of calendar years
over which this relationship spans. In each calendar year, there can
be multiple observations for each individual, as individuals can hold
more than one job, whether simultaneously or sequentially, during the
same year. The data provide information about start date and end date
of each employment relationship, the total compensation paid in each
year, the number of working weeks, the type of contract (part-time
vs. full time), the worker’s occupation, age, gender, and city of birth,
the sector of activity (at the 3 digit level) and the municipality where
firm is located.13 Both workers and firms in the data are individually
identifiable and can be followed over time.
As explained in the previous section, we exploit changes in the
matching status of workers given by firm takeovers. The dataset provides information on firm closures: a specific variable indicates the
exact date (monthly) at which a firm stopped operating, distinguishing between real closures and takeovers. Acquisitions reported in the
dataset only consist of incorporations in which the acquired firms disappear from the dataset as an independent economic entity, and become part of the acquiring firm. When the acquiring and acquired
firms come from different cities, takeovers generate variation in the
matching status between employers’ and employees’ cities of origin.
(214,000)11 . Venice and Rovigo are instead specialized in energy, chemical and
metal processing industries. Tourism also plays an important role in the region’s
economy: Veneto is the first region in Italy in terms of tourist presence, accounting
for one-fifth of Italy’s foreign tourism.
For an extensive description of Veneto economy see Tattara and Anastasia (2003).
13
In this paper, the word municipality and city are interchangeable, and refer to the
12

Italian administrative division ”comune”.
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For instance, a change in the matching status of workers occurs when
a firm based in Venice is taken over by a firm coming from any other
Italian city but Venice. Since the INPS dataset provides information on
the municipality in which the worker was born, and the municipality
in which the firm has its headquarters, it is possible to check whether
the worker and his employer belong to the same community of reference.14
The dataset follows every worker from the moment they first started
working in Veneto, even if they subsequently find a job in an Italian municipality outside Veneto. The absorbing state includes nonemployment, death or retirement, and movements abroad. For this
reason, our sample only includes acquired Veneto firms because it is
only for these firms that we are able to look at post-acquisition outcomes for all workers. Table 3.1 displays the main characteristics of
takeovers observed in Veneto.
Insert Table 3.1 here
Overall we observe more than 10,500 acquired firms and 9,673 acquiring firms, implying that some ”buyers” acquired more than one firm
in the whole period. In order to account for acquisition heterogeneity
in our analysis, we include acquired firm fixed effects. Therefore, we
retain only those acquired firms that employed at least two unmatched
workers, i.e. workers that do not come from the same city as the acquired firm, and where at least one of those workers has to be matched
with the buyer. Moreover, in order to generate a change in the matching status only acquisitions in which the buyer and the target firms
come from different cities can be considered. The sample analyzed is
thus reduced to 954 companies and 911 ”buyers”.
14

For a similar reason, we conduct our analysis on incumbent workers, and not on
new hires. Since we do not observe the whole workforce of an acquiring firm based
outside the Veneto region, we cannot tell whether a new worker appearing after
the takeover was recently hired or whether he was an incumbent who had been
relocated to the new branch in Veneto.
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Looking at the length of time since the firms started business (measured in months) and at the share of blue collars employed, there appear to be no significant differences between the sample analyzed and
the entire sample of takeovers . Similarly, the distribution across industries of the selected firms largely mimics that of the overall sample, with the greater majority being employed in the clothing industry
(10.5%), shoes manufacturing (6.5%) and machinery (5%). The firms
analyzed are larger on average, but only because the overall dataset
also includes one-worker firms. It is interesting to notice that the share
of buyers from a different province is relatively small: most of the acquisitions occur within the same county. Finally, about 60% of the acquired firms operate in the same industry as the firm buyer, and this
share is the same in the two samples. It is interesting to notice that the
share of buyers from a different province is relatively small: most of
the acquisitions occur within the same county. Finally, about 60% of
the acquired firms operate in the same industry as the firm buyer, and
this share is the same in the two samples.
Figure 3.4 plots the share of acquired firms considered in the analysis over the total number of active firms for every month in the period
1976-2000; dotted vertical lines indicate the end of every year.
By looking at figure 3.4 it seems that most of the firms were acquired
at the end of the calendar year; this is clearly due to fiscal and bureaucratic reasons. Since the deal for a takeover is usually reached months
before the acquisition becomes official, it is likely that most employees
voluntarily quit or get dismissed as a result of the ongoing acquisition
before the event is formally realized. As discussed in the previous section, in order to avoid self-selection issues, we only keep workers who
were employed in the acquired firm for at least 12 months before the
acquisition, as changes in the employment relationship that occurred
just before the takeover event could be a consequence of the acquisition itself. For the same reason, we do not include workers that joined
the firm in the 12 months before the acquisition.
Finally, results from a balancing test on the randomness of the match96
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Figure 3.4: Timing of the acquisitions (% of acquired over total active
firms)

ing status is performed are reported in table 3.2. The table summarizes the main observable characteristics of the workers in the firms
analyzed by matching status: those unmatched with both the old and
the new employer (70%), those who were ex-post matched (11%) and
those who used to be matched with the initial employer (18%). The final sample includes about 48,000 workers, of which more than 39,000
are ex-ante unmatched workers.
Insert Table 3.2 here
Ex-post matched (UM) and never matched workers (UU) do not have
any significant differences in the main characteristics, such as occupation, age and weekly wage. This is not true for ex-ante matched
workers: they are on average older and earn lower wages, probably
because they are employed in lower skilled occupations. These statistics are computed at firm level in order to control for self-selection into
firms. Matching status thus appears to be random only among workers that are ex-ante unmatched, justifying our identification strategy.
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3.3.4

Econometric specification and baseline results

In order to assess the impact of localism on the working opportunities of incumbent workers, we start by estimating the following linear
probability model:

[Employment Statusijb |Ci 6= Cj ] = β0 + β1 M atchedijb + fj + ijb (3.6)
where Employment Statusijb is a dummy variable equal to one whenever individual i, originally employed in firm j, is still working for the
acquiring firm b one year after the acquisition; M atchedijb is a dummy
equal to one whenever the incumbent worker is born in the same municipality in which the acquiring firm’s headquarters are established,
and zero otherwise; fj is the acquired firm fixed-effect. Our analysis, as extensively discussed in the previous sections, is conditional
on the worker’s place of birth Ci being different from the municipality in which the acquired firm’s headquarters are established, Cj . Our
parameter of interest is represented by β1 , which captures any systematic within-firm difference in the employment statuses of matched and
unmatched workers. As previously claimed, our identification strategy should ensure that, controlling for unobserved characteristics at
the acquired-firm level, and comparing groups of workers that were
ex-ante unmatched, the matching status of the worker is randomly assigned. In order to corroborate the validity of this assumption we also
include, as a robustness check, a set of controls for age, gender, five
occupational dummies (corresponding to trainees, blue collar workers, white collar workers, managers, and others), the migrant status
of the worker, and the relative wage within the firm, i.e. the ratio between the individual weekly wage and the average firm weekly wage.
Results are shown in columns (1) and (2) of Table 3.3.
Insert Table 3.3 here
It emerges from table 3.3 that ex-post matched workers, relative to
ex-post unmatched workers, have a statistically higher probability of
98

Romano, Livio, (2013), Putting firms in context : the role of embeddedness in shaping corporate strategies
European University Institute
DOI: 10.2870/64998

staying in their job as a result of the acquisition. The difference is
around 3 percentage points, and accounts for almost 5% of the average
outcome variable. The coefficient capturing the magnitude of localism
is not affected when we include the set of controls previously specified,
reassuring us about the validity of our identification strategy. It is also
interesting to notice that sex does not significantly affect the probability of staying in the job, while the migrant status enters with a negative
sign.15 Furthermore, relative to blue collar workers (the baseline category), trainees have a much lower probability of staying. This is not
surprising as traineeships are generally the most precarious positions
in a company. Managers, the category of workers that is directly appointed by the shareholders and that generally changes with a change
in firm ownership, also have a low probability of staying relative to
the blue color workers.

3.3.5

Testing the validity of the statistical discrimination hypothesis

To test the validity of the model of statistical discrimination, we need
to understand how the average effect documented in the subsection
3.3.4 varies depending on the heterogeneity of both workers and firms.
In particular, in order to assess whether all of the implications of the
model are confirmed by the data, the following variables are analyzed:
• Size of the new employer’s community of origin
• Occupation of incumbent workers
• Size of the acquired firm
• Firm turnover in each sector k of activity, measured as Entryk /(1−
Exitk )
15

The inclusion of this variable is important for the validity of our specification as this
characteristic is not random between the treatment and the control group. In fact,
there are no immigrants that are matched with the new employer, thus, controlling
for it allows us to consistently estimate our parameter of interest.
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The size of the new employer’s community of origin is used as a measure of the quality of the signal represented by the community of origin itself, and it is equal to the number of inhabitants in the municipality in which the acquiring firm’s headquarters are established in the
year of the acquisition.

16

The idea is that the larger the community

is, the more heterogeneous its population becomes in terms of shared
values and beliefs, and thus the more difficult it is for the employer
to infer the intangible qualities of local workers, even if both parties
share the same origin. Thus, we expect that, if Implication 1 holds, the
preferential bias for locals should disappear as the municipality gets
larger.
The occupation of incumbent workers is used to test the validity
of Implication 2, as the preferential bias should be stronger for highskilled occupations, where tasks are not standardized and personal
ability matters more.
The size of the acquired firm, in terms of employees, is a dummy
equal to one whenever the firm’s size is above the median of the distribution and zero otherwise. Since the smaller the pool of incumbent
workers is, the easier (and less costly) an accurate evaluation of potential employees will be, we can expect this variable to capture the
degree of asymmetric information suffered by the new employer.17 In
particular, Implication 3 requires the preferential bias to be stronger
the larger is the pool of incumbent workers.
The ratio Entryk /(1−Exitk ) is used to proxy for the degree of competition faced by firms operating in the market: it increases with both
the entry and the exit rates of firms, i.e. with the dynamism of the
market. It is measured as the average firm turnover rate for each sec16

17

We construct four dummies corresponding to: number of inhabitants ¡5,000; between 5,000 and 49,999; between 50,000 and 249,000; ≥ 250,000
The idea is that, when facing few potential applicants, the employer can reduce the
noise of the signal y at a relative low cost, for instance by checking their abilities
personally, after a short trial period. The same strategy becomes too costly when
the pool of applicants is large, and here is where the community of origin can act
as an informative signal.
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tor of activity (at the ATECO-3 digit) in the year of the acquisition and
in the year prior to it.18 Thus, this variable is used to test the validity
of Implication 4 as, in a model of statistical discrimination, the degree
of market competition should not affect the results.
In columns (3) to (6) of table 3.3, the interactions between the M atchedijb
dummy and each of the four variables specified above are added to
the econometric specification presented in equation 3.6. Results indicate that all the implications of the statistical discrimination model are
compatible with the empirical evidence.
Looking at the size of the municipality, the effect of the preferential
bias tends to decrease as the size of the community increases, although
the effect is statistically significant only for very large municipalities.
With respect to the different occupations, compared to blue-collars (the
baseline group), the only interaction term which is statistically significant and economically relevant is the one relating to managers. This
implies that when the matching occurs with a manager, the probability of staying in the job is around 17 percentage points higher than the
benchmark. For the other occupations, on the other hand, the effect
of the matching is statistically similar, and is equal to an additional 2
percentage points, relative to unmatched workers. By looking at the
effect of the size of the acquired firm, it appears that, in line with the
theoretical prior, the observed preferential treatment for locals matters only when the pool of potential applicants is relatively large, and
is non-existent when the number of applicants is relatively small. Finally, the preferential bias for locals is not systematically affected by
the turnover rate of the sector of activity, and the average effect is very
close to the baseline specification.

18

We also tried alternative specifications in order to include further lags, and results
are statistically equivalent. However, by doing so we lose an increasing number of
observations relating to the beginning of the period under scrutiny.
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3.3.6

Testing for the exogeneity of the takeovers

The identification strategy developed in the previous sections is only
valid when the presence of potentially matched workers does not drive
takeover decisions; in other words, the identifying assumption relies
on the exogeneity of the acquisitions. This assumption is reasonable if
we assume that the decision to engage in a takeover is more influenced
by target firm’s economic activity, potential revenues and integrations
with the acquiring firm than by its share of local workers. In other
words, the degree of substitution among different target firms is so
high that the origin of the incumbent workers can determine, at the
margin, the choice between two alternative targets.
However, if this assumption fails, then serious concerns about the
external validity of the results would arise: the interpretation of our
results would be limited, as we would not be able to infer what would
have happened to ex-post matched workers if the acquisition had not
been driven by their presence in the target firm. As explained in Section 3.2, we develop a test for the exogeneity of the acquisition event;
we estimate the probability of a firm being acquired conditional on
its share of potential matched workers. In particular, for each acquired
firm, a cluster has been constructed containing all possible target firms
that are identical in terms of geographic location, the timing of the acquisition, the sector of activity and the number of employees. Results
are shown in table 3.4.
Insert Table 3.4 here
The probability of an acquisition is not determined by the existence
of potentially matched workers within the firm, while it is positively
correlated with other firm characteristics, such as age of the firm, the
average wage (which may be capturing the productivity level of the
workforce) and the share of managers. Thus, we can confidently argue
that the presence of ex-post matched workers is relevant for the new
employer only after the acquisition has occurred, and does not drive
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the acquisition event. Note that the ex-ante matching, which represents the first-step procedure of the estimation, is fundamental for our
purposes, not only for the determination of the matching status, but
also to ensure that the β1 coefficient of equation (7) is not biased by unobserved confounding factors, which could affect the probability of an
acquisition and potentially be correlated with the matching dummy.

3.4

Alternative explanations

In principle, there may be alternative hypotheses that match the observed preferential treatment for matched workers. However, as we
will show in this section, while single findings from table 3.3 may indeed be consistent with alternative stories, the entire set is not.
The first alternative hypothesis to statistical discrimination, well
known in the economic literature, is based on the idea that employers have a taste for discrimination. In our setting, this means that
they may end up retaining matched workers as opposed to unmatched
ones, either because of a strong preference for the first group (nepotism) or because of a strong aversion to the second group (discrimination). Moreover, this would imply that they are also willing to hire
less productive locals, as long as this gain in utility is higher than the
cost sustained in terms of lost profits. Therefore, in contrast to the case
of statistical discrimination, taste-based discrimination is not profitmaximizing, as an alternative firm could hire, at the same price, the
more productive worker, or save costs on the less productive one. Consequently, if our results were driven by a taste for locals, we would expect to observe a difference in the intensity of localism, depending on
the degree of competition in the market as, the tougher competition is,
the less is the amount of profits that can be diverted for the consumption of the discrimination-good. However, this is inconsistent with our
findings.
An alternative story for justifying a preferential bias for locals could
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be the different complementarity of matched and unmatched workers
in the production function of the acquiring firm. In other words, if
workers from Venice are better than those from Verona in performing the task required by a Venetian company, then a preference for
Venetians would follow. However, this interpretation, despite being
theoretically grounded, is inconsistent with a preferential bias that is
observed to diminish as the size of the community enlarges. Moreover,
it would be difficult to justify why this complementarity decreases as
the size of the acquired firm increases. For similar reasons, we can
exclude the possibility that the observed patterns are due to a higher
willingness on the part of matched workers to move from the acquired
firm’s location.

19

A fourth explanation is related to the fact that, by preferring locals to ”foreigners”, the entrepreneur could gain visibility at the local level (D’Aurizio and Romano 2011), or gain political influence, because workers belong to the same community as the employer. Again,
this explanation, while theoretically plausible, would not explain, for
instance, why managers should be preferred to white and blue-collar
workers. In fact, it is reasonable to assume that visibility and political influence increase with the number of individuals benefiting from
then entrepreneur’s decisions. As shown by table 3.2, blue and whitecollar workers account for more than 94% of the overall workforce,
while managers account for around 1%.

3.5

Localism and the economic performance
of the firm

As explained in the theoretical section, the long-run effects of localism on firm performance are not obvious a priori. The positive effects
19

We also check, and find, that the preferential bias does not depend on the spherical
distance between the acquired firm and the acquiring firm’s headquarters. Results
are not reported for reasons of space, but are available upon request.
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induced by lower information asymmetry may be offset by the costs
sustained due to an inaccurate perception of what workers’ skills are.
Therefore, two forces moving in opposite directions are potentially at
work, and investigating which one prevails is thus an empirical matter. This is exactly the purpose of this last section of the paper.
We do not have direct information on firms’ revenues or profitability. However, INPS data allow us to construct two variables that directly capture the economic performance of the firm. The first outcome variable we look at is an indicator of whether the acquiring firm
closed in the 36 months following the takeover. The second is also a
dummy variable, and takes a value equal to one whenever the acquiring firm experienced a business suspension (not necessarily involving
the closure of the company) in the 36 months after the takeover.20
To proxy for the employers’ bias towards local employees, we use
the change in the relative share of local acquired workers with respect
to ”foreign” ones one year after the takeover: the higher the relative
share of locals who retained their job compared to other, non-local
workers, the stronger the firm’s preference for workers belonging to
their community.21
The estimated equation is therefore:
Yjbt = β0 + β1 Localismjbt + Xb0 β2 + λt + jbt

(3.7)

where Ybjt is either the probability of business closure or the probability of business suspension for firm b, in the 36 months following
the acquisition of firm j, in year t; Localismjbt is the main explanatory
variable, capturing the intensity of the firm’s localism, as previously
specified; Xb0 is a vector of characteristics of the acquiring firm, including province, industry of activity and size dummies.22 Our parameter
20

Since there might be ”buyers” that acquired more than one firm, we consider every
pair of acquired and acquiring firms as an independent observation. Concerning the

21

time window analyzed, we do observe closures up to the beginning of 2004.
We define the variable that proxies for the intensity of localism as Localism=

t+1
- (Sizenon−locals)
Sizenon−locals)t−1 .
22
We split the size in to 5 classes, depending on the number of employees: less than

(Sizelocals)t+1
(Sizelocals)t−1
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of interest is represented by β1 , and captures any systematic correlation existing between the preference for locals and the firm’s economic
performance. Results are shown in Table 3.5.
Insert Table 3.5 here
In Panel A of Table 3.5 results suggest that localism has a negative
effect on closure probability: a 10 percentage point increase in the relative share of local workers retained one year after the acquisition is
associated with a decrease in closure probabilities of almost 1 percentage points three years later. This result is robust to the inclusion of
more restrictive controls, i.e. column (2), aimed at ruling out spurious
correlations induced by unobserved shocks potentially affecting the
survival probabilities of firms. Similar results are found for the probability of business suspension, i.e. Panel B of the same table. However
the coefficient becomes slightly smaller in both magnitude and significance with the inclusion of the controls. Possibly, these two outcome
variables are somehow correlated: a business interruption may lead to
the closure of a firm.
It is worth underlying that we do not make any causal statement
about the estimates of the β1 coefficient in equation 3.7, as this would
imply that an increase in the relative share of local incumbent workers
causes a reduction in the probability of default or business suspension. Instead, we claim that, conditioning on the set of firm characteristics specified above, the variable Localism reflects the endogenous
choice of entrepreneurs to value localism per se. This will be reflected
not only in hiring and firing decisions following a takeover, but more
generally in the firm’s employment policies and consequently, in the
firm’s organization. Thus, results are consistent with the idea that the
community of origin has a positive effect in reducing the information
asymmetry for the employers, while stereotyping behavior, leading to
systematically biased evaluations of workers’ skills, plays a minor role
6, between 6 and 15, between 16 and 99, between 100 and 499, and above 499
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overall.23
One may argue that the choice to retain more locals as opposed to
foreigners could reflect a sort of constraint imposed on the entrepreneur
by the local community, rather than the intensity of the entrepreneur’s
localism behavior. This social constraint would affect firms’ economic
performance, as the employer would not be free to fire employees
based on their productivity level.
To test for this hypothesis we use, as the main explanatory variable, the share of incumbent local workers in the target firm one year
before the acquisition. As shown in section 3.3.6, takeover decisions
are not driven by the presence of potentially matched workers. Therefore, the share of local incumbent workers at the moment of the acquisition should be considered exogenous, conditional on the main firms’
characteristics. According to our interpretation, the initial presence of
local workers does not affect the firm’s economic performance, rather,
it is the employer’s hiring/firing decision that matters the most. We
thus expect the coefficient of the new independent variable to have no
significant effect on both the probabilities of closure and of business
suspension.
Results are provided in columns (3) and (4) of Table 3.5; the effect of
incumbent local workers on the closure probability is very small and
not significant, while it turns out to be negative, but still not significant
on the probability of business suspension. The inclusion of restrictive
controls does not affect the coefficients.
We can credibly argue that the number of local workers employed
in the target firm does not influence the buyer’s survival probability. It
is the decision to keep local workers more than non-local workers that
affects firms’ economic performance. In particular, the entrepreneur’s
localism behavior reflects the kind of hiring policy that can have a sig23

Note that our results also confirm our previous statement that localism is not driven
by a pure taste for discrimination. In fact, if this were the case we could expect
either a positive or a null effect on closure/business suspension, but not a negative
one.
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nificant effect on a firm’s survival probability.

3.6

Conclusions

In this paper we use a matched employer-employee dataset for the
Italian region of Veneto to investigate the effects of cultural proximity
on the labor market outcomes of both firms and workers. We define a
shared cultural background as when a worker and an employer come
from the same city of origin, i.e. whenever the city of birth of the employee is the same as the one in which the firm has its headquarters.
By exploiting variations in firm ownership generated by takeovers,
we first test whether being matched with the new employer increases
or decreases a worker’s probability of retaining his job. Within firm
estimates tell us that coming from the same city of origin as the new
employer increases an employee’s probability of keeping his job by
around 5% of the average probability.
We then investigate the possible mechanisms that might drive this
result by developing a statistical discrimination model and then testing its main implications. We argue that this evidence of discriminatory behavior is best explained by the imperfect information faced
by employers when making hiring/firing decisions: coming from the
same community of reference reduces uncertainty about workers’ skills
and reliability. Alternative stories, such as taste-based discrimination
or a comparative advantage for local workers, can explain a subset of
the findings but not the whole set of results, which are only consistent
with the statistical discrimination hypothesis.
Finally we look at the effect of localism on the firm’s economic performance, finding whether an increase in the relative share of locals
with respect to non-local workers is correlated with the closure of the
acquiring firm. Results are consistent with the theory that localism is
an efficient screening mechanism for the firm that can reduce the information asymmetry between workers and employers.
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Taken together, our findings show that localism (or in more general
terms, cultural proximity), beside standard sources of group categorization such as sex, race or ethnicity, has a sizable effect on both workers’ employment outcomes and firms’ economic performance. Moreover, given that our analysis is focused on within-country differences
across fairly culturally homogeneous workers, we can expect the effects of localism in the labor market to be significantly larger when
individuals from different countries are considered. Further investigation is needed in order to assess to what extent our results are reinforced or weakened when studying social and economic environments
different from those in Italy. However, this paper already suggests that
the viability of policies aimed at enhancing workforce mobility may
crucially depend on the cultural differences existing between the two
sides of the labor market.
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3.7

Tables
Table 3.1: Takeovers in Veneto 1976-20000
Overall

Sample analyzed

Number of acquired firms

10,574

954

Number of acquiring firms

9,673

911

Different city (%)

25.38

100

Different county (%)

9.54

22.75

Same industry (%)

61.80

59.43

30.45

50.34

[95.58]

[147.18]

130.57

117.32

[80.79]

[76.59]

0.71

0.72

[0.29]

[0.28]

Clothing (%)

12.25

10.8

Machinery (%)

5.59

5.14

Shoes (%)

5.31

6.5

Construction (%)

4.51

3.88

Woodwork (%)

3.78

4.19

Characteristics of takeovers:

Characteristics of acquired firms:
Average acquired firm size
Average acquired firm age (months)
Share of blue collars
Top 3 Industries (3 digits):

Authors’ calculations on INPS data; standard deviations in square brackets.
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a

33,988

[0.05]

[0.10]
5,251

0.01

[0.32]

[0.35]
0.01

0.21

[0.29]

[0.39]
0.21

0.72

[428.56]

[553.56]
0.71

683.43

702.77

[0.37]

[0.42]

[0.10]

0.00

[0.32]

0.00

[0.34]

-0.01

[545.29]

19.34

[0.29]

-0.00

[8.96]

0.02

UM-UU

Difference

8,785

[0.05]

0.01

[0.27]

0.19

[0.35]

0.73

[291.34]

667.96

[0.40]

0.56

[8.92]

34.15

0.18

(MU)

Matched Before

: gross, euro 2003. Authors’ calculations on INPS data; standard deviations in square brackets.

Observations

Share of managers

Share of white collars

Share of blue collars

Occupation:

Average weekly wagea

0.58

0.57

[7.27]

[9.50]

Share of male workers

32.73

32.75

Average age (years)

0.71

0.11

(UU)

(UM)

Share over the total workforce

Never Matched

Matched After

Table 3.2: Characteristics of the sample workers at acquired firm level

Table 3.3: Testing for Localism and for the Statistical discrimination model
Dependent variable: Employment Statusijb

Matched After (UM)

(1)

(2)

(3)

(4)

(5)

(6)

0.027***

0.025***

0.053**

0.023***

0.007

0.033**

(0.007)

(0.007)

(0.025)

(0.008)

(0.008)

(0.014)

-0.052***

-0.052***

-0.053***

-0.053***

-0.052***

(0.004)

(0.005)

(0.004)

(0.004)

(0.004)

-0.211***

-0.211***

-0.223***

-0.210***

-0.211***

(0.054)

(0.054)

(0.051)

(0.053)

(0.054)

-0.003

-0.003

-0.003

-0.003

-0.003

(0.008)

(0.008)

(0.008)

(0.008)

(0.008)

-0.082***

-0.082***

-0.091***

-0.083***

-0.082***

(0.021)

(0.021)

(0.021)

(0.021)

(0.021)

Foreign born
Trainee
White Collar
Manager

(5,000-49,999)a × UM

-0.028
(0.027)

(50,000-249,999)a × UM

-0.032

(above 249,999)a × UM

-0.049*

(0.027)
(0.027)
Trainee × UM

0.130
(0.090)

White collar × UM

-0.001
(0.015)

Manager× UM

0.148**
(0.058)

Acquired Firm Size × UM

0.043***
(0.015)

Turnover Ratio × UM

-0.508
(0.635)

Constant

0.655***

0.451***

0.451***

0.451***

0.450***

0.220***

(0.003)

(0.016)

(0.016)

(0.016)

(0.016)

(0.061)

Individual Characteristics

No

Yes

Yes

Yes

Yes

Yes

Acquired Firm Fixed Effect

Yes

Yes

Yes

Yes

Yes

Yes

39,239

39,239

39,239

39,239

39,239

39,239

Controls:

Observations
a

: refers to number of inhabitants in the municipality where the acquiring firm’s headquarters are located.

∗∗

p < 0.05,

∗∗∗

∗

p < 0.10,

p < 0.01. Robust standard errors, clustered at city of birth level, in parentheses. Individual

characteristics include a gender dummy, age dummies and worker’s relative wage within the acquired firm.
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Table 3.4: External validity test
Dependent variable: Acquired Statusic

Matched After (UM)

(1)

(2)

0.0016

0.0015

(0.0016)

(0.0016)

Average Workforce age (years)

0.0000
(0.0002)

log Firm age (months)

0.0013***
(0.0002)

Average Wage

0.0001***
(0.0000)

% Blue collars

-0.0001
(0.0011)

% White collars

0.0008
(0.0015)

% Managers

0.0573**
(0.0221)

% Males

-0.0011
(0.0008)

Constant
Observations
∗

p < 0.10,

∗∗

p < 0.05,

∗∗∗

0.0101***

-0.0002

(0.0002)

(0.0020)

189,103

189,103

p < 0.01. Robust standard errors, clustered for the city of

the acquiring firm headquarters, in parenthesis.
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Table 3.5: Localism and Efficiency
(1)

(2)

-0.088***

-0.096***

(0.032)

(0.032)

(3)

(4)

0.024

0.029

(0.060)

(0.066)

-0.088

-0.058

(0.059)

(0.067)

Panel A : Dep. variable: Closurejbt
Localism
Share of localst−1

Panel B : Dep. variable: Suspensionjbt
Localism

-0.101***

-0.068*

(0.034)

(0.035)

Share of localst−1

Controls
Year of the takeover

Yes

Yes

Yes

Yes

Province

No

Yes

No

Yes

Industry (2 digit)

No

Yes

No

Yes

Firm Size Dummies

No

Yes

No

Yes

Observations

954

954

954

954

∗

p < 0.10,

∗∗

p < 0.05,

∗∗∗

p < 0.01. Robust standard errors in parenthesis.

117

Romano, Livio, (2013), Putting firms in context : the role of embeddedness in shaping corporate strategies
European University Institute
DOI: 10.2870/64998

