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Abstract The ability of a country and its businesses
to grow is tightly related to the possibility of exporting
and penetrating into foreign markets. The aim of this
article is to study whether bank support can help small
businesses (SBs) exporting at the extensive as well as
the intensive margin. We address this issue by using a
large database on small Italian firms. We provide an
empirical analysis of the role of bank support in
affecting the firms’ export decisions. Our results show
that among the exporting SBs those using bank
services to support their exports have a higher
probability of being better placed in both the intensive
and the extensive margin. Moreover, these positive
impacts on export are statistically significant only
when the main bank of the firm is an internationalized
bank. These results have relevant policy implications
as well as consequences for the business models of
internationalized banks.
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1 Introduction

Penetrating into foreign markets is an important
mechanism through which firms grow. In the latest
years, against a stagnant domestic economy, the most
dynamic European firms have sought compensation by
internationalizing their sales. However, the literature
underlines that internationalizing entails non-trivial
investment, which implies substantial sunk costs. To
become an exporter, a company must devote resources
to identify its specific export market and undertake the
adjustment needed to make its products adequate to
that market, tailoring them to local tastes and
conforming to the target country’s regulations. These
sunk costs include, for example, acquiring information
on foreign markets, setting up distribution networks
and customizing products to fit local tastes (see, e.g.,
Baldwin and Krugman 1989; Dixit 1989). Further-
more, because most entry costs must be paid up front,
potential exporters must have enough liquidity at
hand. Hence, the internationalization is much more
common for medium and larger sized enterprises than
for smaller sized businesses (SBs). For these reasons,
both theoretical and empirical literature have increas-
ingly recognized the role of financial markets in firms’
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international orientation and stressed that exports are
particularly vulnerable to credit imperfections (see,
e.g., Manova 2012; Chaney 2005; Minetti and Zhu
2011). Though this limitation applies to every country,
it makes a straitjacket for the economies that have an
industrial structure that consists primarily of SBs. In
other words, supporting SBs’ internationalization
would greatly help the growth of these countries.

The aim of this article is to study whether bank
support can help SBs’ internationalization. Building
on previous literature pertaining to larger sized
enterprises, we take the empirical analysis to a
tailor-made database compiled via an extensive survey
of over 6,000 Italian SBs belonging to various sectors
(manufacturing, services, trade and agriculture) run by
UniCredit Banking Group. Our database includes very
detailed individual information on firms’ internation-
alization, which is based directly on firms’ responses
to survey questions. Indeed, since these firms were
extracted from the loan portfolio of UniCredit, the
database includes details on the relationship between
the firm and the banking system and on balance sheet
variables. The available information allows us to
investigate two main issues. First, we study whether a
tight credit relationship with the main bank impacts
both the probability that a SB exports (the extensive
margin) and the extent of firm-level exports of the
firm’s sales (the intensive margin). Second, we test
whether receiving bank support increases the proba-
bility that SBs export to more than one foreign market
and export a larger share of their sales. Moreover,
using specific questions included in the survey, we
examine which features of the firm-bank relationship
help SBs’ internationalization.

The results are in line with our expectations. We
find that a closer relationship with the main bank
increases the probability that firms enter foreign
markets, but not the level of foreign sales. In
particular, we argue that the role of the main bank in
supporting SBs export is not limited to financial
support, but includes also a “cultural” support.' The
analysis then turns to disentangle the mechanisms

! Often the main obstacle to SBs’ internationalization is the
entrepreneur’s grasp of global opportunities. Mostly in SBs, we
can argue, the founder/current owner deeply impacts firm
strategy (Fischer and Reuber 2003). In turn, a tight relationship
with the main bank, affecting the owner’s propensity to export,
can increase the probability of SB internationalization.
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through which bank support affects the extensive
margin of trade. After accounting for the possible
endogeneity of the bank support and controlling for a
variety of factors that may also affect exports, we find
that bank support seems to be relevant in explaining
the actual number of countries in which firms export
and the extent of its foreign sales. Moreover, the
results show that the most effective bank services to
promote SB export activities are traditional banking
services (such as loans or credit insurance) and advisor
services (such as counter-parties signaling or training
services for commercial and administrative staff).
Finally, the literature suggests that bank internation-
alization might have a particular role in fostering
export propensity (see, e.g., Portes and Rey 2005).
Besides providing a simple financial support, interna-
tionalized banks could act as information providers on
the target market. In fact, internationalized banks,
thanks to their knowledge of foreign markets, can offer
precious advisory services on counterparty risk
assessment of local importers or on the legal and
economic features of the local market. In addition they
can provide also in loco support, as for instance
leasing services, through foreign branches. Our results
support this hypothesis. In particular, our findings
reveal that the benefit of bank support is stronger when
the main bank of the SB is an internationalized bank.

There is a growing literature on the role of liquidity
constraints on firm export. Theoretical works empha-
size that exporting is particularly vulnerable to credit
imperfections. For example, Manova (2012) and
Chaney (2005), incorporating firm heterogeneity,
analyze the impact of financial frictions on different
trade margins. Their results imply that financial
frictions have sizeable real effects on international
flows and are important for understanding trade
patterns.” However, firm-level empirical analyses
reach less conclusive results on causality going from
availability of finance to exports. On one hand, few
studies reveal a positive nexus. Bellone et al. (2010)
find that exporters have ex-ante a financial advantage
vis-a-vis non-exporters on micro-data for France; the
finding of Manova (2012) is that credit constraints can
explain both the zeros in bilateral trade flows and the

2 In a different context, Minetti (2007) suggests that a
contraction in bank loans might induce some firms to shift from
high-quality projects (such as export activities) to low-quality
projects.
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variation in the number of products exported as well as
countries reached. On the other hand, for the UK,
Greenaway et al. (2007) find no evidence that new
exporters have better financial status than non-export-
ers. With a specific focus on Italian medium and large
firms, Minetti and Zhu (2011) show that credit
rationing significantly depresses the probability of
exporting both at the extensive and intensive margin.
They also find that the duration of the credit relation-
ship with the main bank does not alter the probability
of exporting. De Bonis et al. (2010) confirm these
findings and display that the length of the firm-main
bank relationship affects the firms’ decision to go
abroad in the more sophisticated forms of internation-
alization—FDI and offshoring—but not whether they
export.

This article makes two novel contributions. First,
we focus on SBs (with turnover up to 5 million euros).
Studying whether bank support can help smaller sized
firms to export is relevant because the bulk of industry
is frequently—and certainly in Italy—made of small
firms and banks represent their main source of external
finance. Moreover, the drivers motivating small firms
to export may in part differ from what found for larger
companies (see, e.g., Pope 2002). Second, thanks to
the unusually detailed information, we are able to
study the role of the different bank services (e.g.,
traditional banking services, advisory services, in loco
support, etc.) on firm’s propensity to export.

The remainder of the article is organized as follows.
In Sect. 2, we describe the institutional background.
Section 3 is devoted to the data description. Section 4
shows the main empirical evidence. In Sect. 5, we
disentangle the mechanisms through which banks
affect export decisions. Section 6 concludes.

2 The institutional background

Italy provides an ideal testing ground for studying the
link between bank support and SBs’ export activities.
First, the Italian industrial structure is characterized by
a large number of small firms, which strongly depend
on loans from local banks to finance their investments
and business activity. In 2010, the ratio between the
stock market capitalization and the gross domestic
product was 15.4 %, compared with 117.5 % in the
US (The World Bank 2012). Moreover, another
relevant feature of the Italian banking system is its

delimitation within local areas. In practice, according
to the Bank of Italy data, more than 90 % of credit
granted involves banks and firms located in the same
province (Presbitero and Zazzaro 201 1).3 The central
role of the local credit market in the financing of
investment and export, in conjunction with the strict
banking regulation introduced in the late 1930s, allows
us to identify exogenous restrictions on the local
supply of banking services, which can be used as
instruments. In fact, as explained in Guiso et al.
(2004), until the late 1980s the Italian banking
regulation imposed strict limits on the banks’ ability
to grow and lend.

About export activities, in recent years, the Italian
economy displayed a strong increase in export. In
particular, the total export in goods was equal to 20.0
billion dollars in 2000 and to 37.2 billion dollars
in 2010. Among European Union countries, only
Germany (104.81 billions) and France (43.58 billions)
show a higher value of exported goods. In 2008, 4.2 %
of Italian firms reported some export activity. The
share of exporting firms varies with firm size. In
particular, considering small and medium-sized firms,
the percentage of exporters was equal to 2.7 for firms
with <10 employees, to 23.5 for firms with 10-19
employees and to 389 for firms with 20-49
employees.

3 Data and empirical methodology
3.1 The empirical strategy

To verify the role of banks in supporting firms’ export
activities, we focus on both the extensive and the
intensive margin. The probability that firm i exports to
a foreign market can be modeled as:

Pr(Export; = 1) = Pr(o; + f,BS; + Xiy, + & > 0)
= O(o; + B1BS; + Xiyy + &)
(1)
where BS; is a measure of bank support (e.g., a
continuous measure of the tightness of the firm-bank

relationship or a binary variable equal to one if the
firm’s main bank provides support to firm’s export

3 Provinces are local entities defined by Italian law and are
similar in size to US counties.
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activity), X; is a vector of control variables, ¢; is a
normally distributed random error with zero mean and
unit variance, and @(.) represents the standard normal
cumulative distribution function.

Bank support to export activities can be potentially
endogenous, leading to inconsistent estimates. In fact,
export and bank support decisions can be jointly
determined. The literature offers predictions on these
possible common determinants. These include firm
characteristics and local market conditions. A charac-
teristic of a firm that may affect both export and bank
support is production efficiency. On the one hand,
higher efficiency implies a higher probability of
exporting (Melitz 2003). On the other hand, higher
efficiency increases the likelihood to receive bank
support. In turn, local market conditions may also make
acommon determinant of exporting and receiving bank
support. For example, tax policy can determine export
decisions (Grubert and Mutti 1991), but also affects
firms’ corporate financing choices (MacKie-Mason
1990). We test the exogeneity of our regressor (and
eventually correct it to obtain consistent estimates) by
relying on instrumental variable (IV) techniques. That
is, the probability of using the bank to receive supportin
exporting is likely to be determined by the character-
istics of the local banking system. We model this
probability using the following linear model:

BS; = Ipé + Xi)» + W (2)

where [, is the vector of IV and y; is a normally
distributed error terms with zero mean and unit variance.
To ensure the validity of the chosen instruments, we
have to perform diagnostic checks. We report an F test
of linear restrictions. Under the null hypothesis that
instruments are jointly equal to zero, the test statistic is
distributed as a y* with three degrees of freedom.
Finally, the endogeneity of the instrumented regressor is
verified through a Wald test on the probability that the
correlation coefficient corr|e;, ;] is equal to zero. The
effect of bank support on the probability of export can
be identified under the assumption that the set of
instruments I, is excluded from Eq. (1).

3.2 Data description
The main data source of this article is the VII
UniCredit Survey on SBs, a survey carried out by

the Italian banking group UniCredit in 2010. Every
year this survey gathers data on a sample of Italian
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firms that are customers of the bank, having turnover
up to 5 million euros. The 2010 wave consists of 6,157
enterprises; interviews were carried out between June
and September 2010. The sample is representative of
the referred bank’s portfolio, whose composition is
well diversified by sector, given the large dimension of
the bank in terms of loans, deposits and branches. The
sample was designed according to a stratified selection
procedure, so that findings are representative at
company size level, individual sector level (where
the sectors considered are agriculture, manufacturing,
services, trade and construction) as well as at the
territorial level (province).4

The main strength of this database is its very
detailed information on individual firms. In particular,
the 2010 wave features information on the firm’s: (1)
ownership/organizational structure and number of
employees, (2) propensity to innovate, (3) extent of
productive internationalization and exports, (4) part-
nership with other firms and whether it is part of a
district or a global value chain and (5) financial
structure and relationships with the banking system.
The definitions of the variables are reported in
Table 1.

Table 2 reports the summary statistics for the
variables included in our regressions. The geographic
distribution of the firms reveals a prominence of the
North of Ttaly (54 % of the total), while other firms are
based in the Center (16 %), South and Islands (30 %).
By construction of the sample, the average dimension
of the firms, measured by its number of the employees,
is very small: it is 4.45 at the mean, while the median
is just 2 employees. Only 17 % of the firms in the
sample are corporation. The sector composition is
affected by the nature of the sample. In fact, small
firms are usually overrepresented in sectors such as
Commerce (31 % of total firms in the sample) and
Services (24 %) compared to medium or large firms.
Finally, agriculture manufacturing and construction
have almost the same representation in the sample
(about 15 % for each sector). In general, however, the
composition is representative for both sample size and
shares of the underlying population, so that sector
peculiarities should not affect our analyses. Table 3
reports the correlation matrix.

4 The data set is obtained by treating a wider record file: we
have filtered outliers and misreported cases.
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Table 1 Variables: definition and source

Variables Definition and source (in parentheses)
Export Dummy variable taking value 1 if the firm exports in the year 2010, O otherwise (survey on SBs)
Geo Indicator of export diversification constructed as to take into account the actual markets in which each firm

Foreign sales

Internationalized bank

Domestic bank
Relationship length
Bank support

On line services
In loco services

Traditional banking
services

Advisor services

Banks

Age

Size

Global value chain
District

Partnership

Corporation
Family
Financial tension

Franchising

Sector of activity

Provincial GDP
Provincial HHI

Geographical area
New branches entrant

New branches by
incumbents

Judicial efficiency

operates (survey on SBs)
Log of exports’ turnover over total turnover (survey on SBs)

Dummy variable taking value 1 if the firm’s main bank is an internationalized bank, 0 otherwise (survey on
SBs)

Dummy variable taking value 1 if the firm’s main bank is a domestic bank, 0 otherwise (survey on SBs)
Length of relationship with main bank, in number of years (survey on SBs)

Dummy variable taking value 1 if the firm leans to the bank in its export activity; O otherwise (survey on
SBs)

Average of three dummy variables, taking value 1 if the firm answers very much to the question in Table 6,
for services 1-3 (survey on SBs)

Average of three dummy variables, taking value 1 if the firm answers very much to the question in Table 6,
for services 4, 5 and 10 (survey on SBs)

Average of four dummy variables, taking value 1 if the firm answers very much to the question in Table 6,
for services 6-9 (survey on SBs)

Average of six dummy variables, taking value 1 if the firm answers very much to the question in Table 6,
for services 10-16 (survey on SBs)

Dummy variable taking value 1 if the firm has multiple banks (survey on SBs)

Log of the firm’s age as of end September 2010 (survey on SBs)

Log of the firm’s number of employees as of end December 2009 (survey on SBs)

Dummy variable taking value 1 if the firm belongs to a global value chain; O otherwise (survey on SBs)
Dummy variable taking value 1 if the firm belongs to a districts; 0 otherwise (survey on SBs)

Dummy variable taking value 1 if the firm has partnerships with other firms or institutions, 0 otherwise
(survey on SBs)

Dummy variable taking value 1 if the firm is a limited liability company; O otherwise (survey on SBs)
Dummy variable taking value 1 if the firm is family owned and run; O otherwise (survey on SBs)

Dummy variable taking value 1 if the main bank reduced the granted credit line to the firm during 2010;
0 otherwise (survey on SBs)

Dummy variable taking value 1 if the firm belongs to a franchising; 0 otherwise (survey on SBs)

Four dummy variables taking value 1 if the firm belongs to the Manufacturing sector, Construction sector,
Services sector and Agriculture sector; 0 otherwise (survey on SBs)

Average growth ratio of the value added in the province during 1985-1998 period (ISTAT)

Average value of the Herfindhal-Hirschman index of concentration on bank loans in the province during
1985-1998 period (Bank of Italy)

Three dummy variables taking value 1 if the bank branch where the credit relationship with the firm takes
place is located in North-West, Center or South of Italy; 0 otherwise (survey on SBs)

For each province and year we calculate the number of branches created by entrant banks per 1,000
inhabitants. Then we computed the average over the years 1991-2004 (Bank of Italy)

Average value of the annual number of branches created by incumbent banks net of branches closed in the
province where the firm is headquartered, per 1,000 inhabitants, during the 1991-2004 period (Bank of
Italy)

Average number of civil suits pending in the judicial district in 1998-2000, per 1,000 inhabitants (ISTAT)
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3.3 Export

Our aim is to empirically verify the role of the banking
system in supporting firms’ export activities. The
survey provides us with information on whether the
firm operated in foreign markets in 2010, and, if yes,
on the destination of its exports and the extent of its
foreign sales. The questionnaire asks: “Did the firm
export at least part of its products in the year 2010?”
Nearly 17 % of the firms in the sample exported in
2010. In particular, this percentage is equal to 9 % for
firms with <10 employees as against 33 % for the
other firms.” Across sectors, the propensity to export is
highest in manufacturing (31 % of the manufacturing
firms sell in foreign markets) and minimum in the
construction sector (9 %).

In the second part of the article, we consider the
geographical dimension of exports (Table 4). In
particular, the table reports information on firms’
export destinations grouped by geographical area and
the amount of foreign sales. The most popular
destination is Western Europe (e.g., Germany, France,
UK, etc.) followed at a long distance by Eastern
European Countries (77.0 and 34.9 % of exporters,
respectively). If we control for multiple responses, we
have that 36.7 % of exporters skip the main European
countries and sell only to other and more distant
foreign markets. Moreover, most firms focus on one
(43.9 %) or two (23.2 %) geographical areas. Average
foreign sales accounted for 26.7 % of exporting firms’
total turnover. Using this information, we construct
two variables. The first is Geo, an indicator con-
structed to take into account the actual number of
foreign markets in which each firm sells.® Then, we

5 To check the representativeness of this figure for the universe
of Italian firms, we combined these data with data from the
Italian National Statistics Office (ISTAT). We find that in our
data set the percentage of exporters is in the range of what is
found at national level for firms with more than ten employees
(30.4 % in 2008). Instead, the internationalized micro-firms
(firms with <10 employees) are over-represented (9 vs. 3 % at
national level). For this reason, we reestimated the regressions
excluding the firms with <10 employees. Results, available
upon request, are qualitatively similar.

% Geo is based on answers to the question, “Which are the
geographical areas of export?”, whose results are reported in
Table 4. For each item, we constructed a dummy variable that
takes the value of one if the firm exports to the area, zero
otherwise. Then, we take the average of the ten resulting dummy
variables.

@ Springer

focus on the intensive margin of exports. In this case
the dependent variable is Foreign Sales, the share of
export sales over total turnover, taken in logarithm to
account for non-linear effects.

3.4 Bank support

In the first part of our analysis, the key explanatory
variable is the tightness of the credit relationship
between the firm and its main bank, measured by the
duration of the relationship. The survey asks each firm,
“For how many years has this been the main bank with
which the firm operates?”’ Thus, our measure of
duration is the length in years of continuous relation-
ship between the firm and its main bank. The mean
(median) duration is 14 (11) years; the lowest quartile
has a credit relationship shorter than 6 years, and the
top quartile has a relationship longer than 21 years.
The literature regards the length of the credit relation-
ship as a good proxy of its strength (Degryse and
Ongena 2005; Herrera and Minetti 2007; Gambini and
Zazzaro 2011). In fact, a bank can accumulate
information over time by observing the behavior of
the firm, such as its compliance to contractual
obligations (Petersen and Rajan 1994).

In the second part of the article, we study the
channels whereby bank support affects export.®
Table 5 reports the main institutions that provide
support to firms’ export activities. Responding to the
question “Which of these institutions provide support
to your export activity?”, 13.5 % of entrepreneurs
indicated the banking system, followed by 11 %
pointing to associations and 8.4 % indicating consul-
tancy firms. Only a marginal role is played by finance
public holding companies for export promotion such as
simest, finest, sace, etc. (2.8 %), chambers of com-
merce (2.8 %), the Foreign Trade Institute (1.8 %) and
the embassies (1.2 %). So, banks—and especially the
internationalized ones—seem to hold a primary
position in export enhancing. However, much can still
be done: 44.4 % of exporting firms declare they

7 The survey suggests identifying the bank with the largest
share of debt in 2010 as the “main bank” of the firm.

8 Even if it can be reasonably argued that the presence of ad hoc
banking services affects also the extensive margin of export,
source data do not allow us to analyze it, since only interna-
tionalized firms were asked about bank’s services evaluations.
Then, in the second part of the article, we focus on exporting
firms.
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Full sample Export status

Obs. Mean SD Exporter Non-exporter t test
Export participation and sales
Export 6,157 0.170 0.376
Geo 1,047 0.144 0.179
Foreign sales (% on total sales) 812 26.582 24.952
Foreign sales (log) 812 2.799 1.066
Bank—firm relationship
Relationship length 6,157 13.960 11.111 15.120 13.722 —3.550
Bank support 681 0.135 0.342
On line services 1,047 0.304 0.351
In loco services 1,047 0.229 0.326
Traditional banking services 1,047 0.279 0.336
Advisor services 1,047 0.198 0.279
Control variables
Banks 6,157 0.554 0.497 0.699 0.525 —11.005
Provincial GDP 6,143 0.072 0.032 0.074 0.072 —1.466
Provincial HHI 6,143 0.080 0.037 0.075 0.081 5.576
Age 5,978 2.516 0.890 2.565 2.506 —1.939
Number of employees 6,157 4.457 6.869 6.499 4.037 —8.612
Size 6,157 0.993 0.914 1.325 0.925 —11.886
Global value chain 6,157 0.085 0.279 0.167 0.069 —8.160
District 6,157 0.235 0.424 0.265 0.229 —2.409
Partnership 6,157 0.471 0.499 0.591 0.447 —8.638
Corporation 6,157 0.174 0.379 0.342 0.140 —13.113
Family 6,157 0.229 0.420 0.315 0.211 —6.707
Commerce 6,157 0.314 0.464 0.308 0.316 0.489
Manufacturing 6,157 0.150 0.357 0.271 0.125 —10.040
Construction 6,157 0.154 0.361 0.082 0.169 8.746
Services 6,157 0.241 0.427 0.234 0.242 0.585
Agriculture 6,157 0.140 0.348 0.106 0.148 3.899
North West 6,157 0.248 0.432 0.276 0.242 —2.290
North East 6,157 0.289 0.453 0.312 0.284 —1.828
Center 6,157 0.163 0.369 0.168 0.162 —0.496
South 6,157 0.301 0.459 0.243 0.312 4.702
Tension 5,999 0.090 0.286 0.112 0.086 —-2.507
Franchising 6,157 0.030 0.170 0.048 0.026 —3.113
Internationalized bank 6,157 0.812 0.391 0.756 0.824 4.745
Domestic bank 6,157 0.176 0.381 0.226 0.165 —4.330
Instrumental variables
New branches by entrants 6,143 1.786 1.581 0.469 0.520 6.525
New branches by incumbents 6,143 15.459 16.823 0.171 0.271 15.116
Judicial efficiency 6,143 0.562 0.873 0.309 0.164 —23.109
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Table 3 Correlation matrix

Internat Geo Foreign Relationship Bank Banks Provincial Provincial
sales length support GDP HHI
Internationalization 1
Geo 0.589%* 1
Foreign sales - 0.308%* 1
Relationship length 0.047%* 0.021 —0.032
Bank support - 0.017 0.079 0.016 1
Banks 0.131%* 0.097* 0.027 0.111%* 0.096 1
Provincial GDP 0.019 0.015 —0.059 0.016 —0.042 0.003 1
Provincial HHI —0.065* —0.049* 0.077 —0.018 —0.015 —0.066* —0.150* 1
Age 0.025 0.010 —0.042 0.472% —0.063 0.164* 0.020 —0.035*
Size 0.165* 0.165* 0.026 0.102* 0.021 0.323* 0.012 —0.039*
Global value chain 0.132* 0.095* 0.089 0.029 —0.011 0.036* —0.009 0.004
District 0.032 0.037* 0.083 0.047%* —0.011 0.028 —0.030 0.048*
Partnership 0.109%* 0.062* 0.009 —0.015 0.026 0.057* —0.006 —0.002
Corporation 0.201* 0.180* 0.035 —0.026 —0.019 0.192* 0.023 —0.075*
Family 0.093%* 0.087* —0.031 0.072%* 0.055 0.166* 0.015 —0.059*
Tension 0.035% 0.006 —0.033 0.033 0.057 0.049* —0.026 0.011
Franchising 0.048%* 0.065* 0.009 —0.027 —0.057 —0.010 —0.019 0.014
Age Size Global value chain District Partnership Corpor Family Tension
Internationalization
Geo
Foreign sales
Relationship length
Bank support
Banks
Provincial GDP
Provincial HHI
Age 1
Size 0.160%* 1
Global value chain —0.004 0.051* 1
District 0.035% 0.063* 0.187* 1
Partnership —0.035* 0.085* 0.081* 0.041* 1
Corporation —0.006 0.385* —0.008 —0.059* 0.046* 1
Family 0.056* 0.299* 0.032 —0.015 0.031 0.279%* 1
Tension 0.023 0.040* 0.022 0.069* 0.049* —0.001 —0.009 1
Franchising —0.046* 0.021 0.210* 0.061* 0.024 —0.004 0.037* 0.027

The table shows the pairwise correlation coefficients

* Correlation coefficients significant at the 1 % level or better

operate autonomously, which may depend on an
inbreed tendency of “doing on her own” as well as
on the lack of information about ad hoc products and
services. About the characteristics of bank services to
support small business exports, Table 6 shows the
firms’ evaluations of these services. Beyond ordinary

@ Springer

services such as online payments (62.7 %, net per-
centage),9 credit insurance (46.0 %) and international

° Net percentage calculated as the difference between entre-
preneurs who responded “very much” and “enough” and the
one who responded “little” and “not al all.”
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Table 4 Which are the geographical areas you export to?

%

Main European countries 71.7
Eastern Europe (new EU members, Balkans and Russia) 34.9

Middle East and North Africa 20.6
Northern America 18.4
Middle and South America 15.0
Other Asian countries 14.2
China, India 13.7
Scandinavian countries 13.1
Sub-Saharan Africa 7.8
Oceania 6.3
One single market 439
Two markets 23.2
From 3-5 markets 23.8
Other—do not know—not indicated 29

Multiple responses; total respondents: 1,047

guarantees (31.9 %), the data show that there is a
substantial request for advisory services, in the form of
counter-parties signaling (30.4 %), legal and financial
advisory (26.7 %), in loco support during fairs
(15.6 %), investment opportunities abroad (13.1 %)
and training services for commercial and administra-
tive personnel (8.8 %). Possibly, such support can be
provided at best only by internationalized banks.
Considering these data, we construct a dummy
variable that takes the value of one if the firm avails
itself of banks in its export activity, zero otherwise. As
discussed above, banks may enhance SB export activity
by diminishing the entry costs to foreign markets
through ad hoc products and services tailored to the
needs of this specific segment of firms. Beyond ordinary
services, advisory and in loco support are of particular
relevance. Since these latter kinds of support are likely
to be provided only by a bank having an international
network and a specific knowledge of foreign markets,
we test the robustness of this hypothesis by controlling
for the type of firms’ main bank, distinguishing between
internationalized banks and domestic banks."”

10 We consider internationalized a bank with structures in
foreign countries, such as foreign branches or representative
offices abroad. In particular, the survey informs us on the type of
main bank entrusted by the firm, distinguishing among Italian
banks with branches in foreign markets, foreign banks, national
level banks and local banks. We code internationalized banks the
first two types of this list and code domestic banks the other two

types.

3.5 Control variables

Our set of control variables includes several firm
characteristics that are likely to affect exporting
behavior. A very important factor that we should
consider is firm size. Bernand and Jensen (1999)
underline that exporters are larger. For this reason, we
control for firm size, defined as the logarithm of the
firm’s employees as of the end December 2009.
Moreover, we include dummy variables, indicating
whether a firm is a corporation, or whether it belongs
to a partnership, to a global value chain, to an
industrial district or to an international franchising
network. The small size of Italian firms reduces their
ability to participate in the global markets. Tradition-
ally, to fill this gap, Italian small firms tended to
aggregate in networks, such as strategic partnership,
consortia or industrial districts (Baffigi et al. 1999).11
These forms of cooperation may allow SBs to share
the distribution network with other firms and thus
lower the cost for entering foreign markets. We add
also a dummy variable taking value one if the firm is
family owned. There is a growing literature on the
internationalization process by family businesses, on
its characteristics and outcomes. The final effect of
family ownership on the probability of exporting is
still not clear (see, e.g., Zahra 2003; Minetti et al.
2013).

Another important aspect to consider in exporting
decisions is the firms’ financial health (Greenaway
et al. 2007). In particular, we use a proxy of firm’s
financial tension, a dummy variable equal to one if the
main bank reduced the granted credit line to the firm
during 2010 (Bartoli et al. 2013). We also include the
number of banks with which the firm relates. To check
for other differences among firms, we include four
sector dummies (Manufacturing, Construction, Ser-
vices and Agriculture) and the natural logarithm of
age, where the age of the firm is measured as the
number of years since inception (Doblas-Madrid and
Minetti 2013).

Finally, to better control for local economic and
banking development, we include the provincial value
added and the Herfindhal-Hirschman index on bank
loans in the province during the 1985-1998 period.
Last, some factors, including the quality of

" Industrial districts are communities of small firms acting in
spatially concentrated areas and specialized in a specific sector.
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Table 5 Which of these institutions provide support to your
export activity?

Variables %

Banks 13.5
Associations 11.0
Consultancy firms 8.4
Other public institutions (ministries) 2.9

Finance public holding companies for export promotion 2.8
(e.g., simest, finest, informest, sace, etc.)

Chamber of commerce 2.6
ICE (Foreign Commerce Institute) 1.8
Embassies 1.2
Nobody 44.4
Other—do not know—not indicated 11.5

Total respondents: 1,047

infrastructure, could differ across the three macro
areas of Italy (North, Center and South). Thus, we
control for geographical heterogeneity using area
dummies indicating whether a firm is headquartered
in the Northwest, Center or South of Italy.

3.6 Instrumental variables

In order to tackle endogeneity issues, we need an
appropriate set of instruments. Our strategy relies on
identifying shocks to the local supply of banking
services. In fact, we suppose that these shocks directly
influence local banking development.'”> We have in
mind two possible channels through which local credit
market development can affect bank support to export.
First, the density of the local banking system directly
influences firms’ decisions to continue with their main
banks and, hence, the duration of credit relationships
(see, e.g., Herrera and Minetti 2007; Presbitero and
Zazzaro 2011). For example, suppose that a bank opens
new branches in the local market. A firm could select
that bank as its new main lender to reap the benefits of
proximity or the hours of operation of its new branches.
Second, local banking development affects firms’
ability to obtain banks’ advisory services specific for
export promotion (see, e.g., Beretta et al. 2005; Grisorio

'2 Branch density as a measure of the level of development of
the local credit markets is commonly used in the empirical
literature on local banking development (see, e.g., Degryse and
Ongena 2005; Benfratello et al. 2008; Minetti et al. 2012).
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and Lozzi 2012). By contrast, we do not expect these
restrictions to affect directly firms’ exports.

In particular, the set of instruments we use in the
present empirical analysis are taken from Herrera and
Minetti (2007). In practice, we use the annual number
of branches created by incumbent banks net of
branches closed and the annual number of branches
created by entrant banks in the province where the firm
is headquartered (per 1,000 inhabitants), taking the
average in 1991-2004. Since the number of provinces
rose from 95 to 107 over 1991-2006, we impute data
on firms headquartered in new provinces referring to
their original province. To justify these instruments,
we have to discuss the Italian regulation. In 1936 the
government enacted a strict entry regulation: the
objective of this banking regulation was to enhance
bank stability through severe restrictions on bank
competition. Until the liberalization process in the
1980s, the regulation directly constrained the opening
of new branches in the local market, with variable
tightness across provinces.' By contrast, between the
end of the 1980s and the late 1990s, that is, after the
deregulation, the total number of branches grew by
about 80 %. The number of branches created in the
deregulation period plausibly reflects the local tight-
ness of regulation, as well as the banking concentra-
tion process. Interestingly, the density variable
displays a large interprovincial dispersion. Moreover,
this dispersion has been increasing with time. In
particular, during the 1991-2004 period, the variation
among provinces was more important than the over-
time variation (Benfratello et al. 2008).

Finally, to better measure local banking develop-
ment, we also consider judicial efficiency. In partic-
ular, we proxy court efficiency by the number of civil
suits pending in each of the 27 judicial districts of Italy
per 1,000 inhabitants. A high number of pending suits
could reflect an inefficient enforcement system
(Bianco et al. 2005). This variable is imputed to the
firms according to the judicial district where they are
headquartered. The rationale for using this instrument
is that efficiency of the courts, affecting the verifiabil-
ity of the entrepreneur’s actions and output, reduces

13 Relating to the exogeneity of our instruments, the 1936
banking regulation was not designed having in mind the needs of
the various provinces, as it was determined by historical
accidents, such as the varying bank connections to the Fascist
regime.
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Table 6 How much useful do you judge the following bank services to support small business export activities?
Bank service Net  Very much Enough Little Not at all
%o (%) (%) (%) (%)
1. On line payments and bank transfers 62.7 46.7 33.9 8.7 9.3
2. On line foreign exchange 163 228 34.4 17.3 23.5
3. On line foreign current account management and consultation of 29.7 292 34.5 11.0 23.1
bank statement
4. Takings management services abroad 39.1 319 36.9 13.5 16.2
5. Foreign treasury activity 73 17.6 34.7 18.9 26.0
6. Credit insurance 39.6  30.2 38.8 11.2 18.2
7. Without recourse endorsement 245 223 38.8 16.4 20.1
8. International guarantees, letters of credit 319 305 345 153 17.9
9. Quick decisions while granting loans to small business 46.0 374 34.8 11.3 15.0
10. Assistance abroad for local funding 192 242 34.5 16.7 22.8
11. Counter-parties signaling 304 244 39.6 16.0 17.6
12. In loco fairs’ services 15,6  20.6 36.1 18.1 23.1
13. Investment opportunities abroad 13.1  21.6 33.9 19.1 233
14. Services for international open tenders 32 157 34.8 18.9 28.3
15. Training services for commercial and administrative staff 8.8 163 37.0 18.4 26.1
16. Legal and financial advisory 26.7 269 35.7 16.7 19.1

Multiple responses; total respondents: 1,047. Net percentage calculated as the difference between entrepreneurs who responded “very
much” and “enough” and the ones who responded “little” and “not at all”

the banks’ exposure to moral hazard problems in
providing credit to firms.

4 Empirical findings

4.1 The duration of the credit relationship
and export

In Table 7, we examine the effect on exports of the
tightness of the credit relationship with the main bank.
In particular, we regress the length of the relationship
on the extensive margin of export (columns 1-3) and
the intensive margin (column 4). Column 1 of Table 7
displays the estimates in which the measure of the
tightness of the credit relationship is treated as
exogenous. The list of controls is described in Sect.
3.5. We find that the relationship length has a positive
and statistically significant effect on the probability of
exporting. The positive impact on export is significant
(z statistic = 2.46), and the coefficient is equal to
0.005. The estimated effect of the relationship length
on firms’ export propensity is in line with the

predictions of the theoretical literature, suggesting
that due to fixed costs of entering foreign markets,
credit constrained firms are less likely to export.
Furthermore, the opaqueness of international invest-
ments can induce a financier to be less inclined to put
its own money at risk, trusting a firm that wants to
enter a foreign market (Manova 2012; Chaney 2005).
Thus, the bank’s information can be essential in
raising firms’ ability to borrow to finance export costs.
Although the theoretical literature predicts a positive
effect of the length of the bank-firm relationship on
exports, the empirical literature fails to find supporting
evidence on this. A possible explanation for the
difference between our results and the literature is the
nature of our data set. In fact, the positive effect of a
tighter credit relationship could be stronger for SBs,
because small firms are more sensitive to credit
rationing (see, e.g., Levenson and Willard 2000).
The results for the control variables are generally
consistent with the findings of the extant empirical
literature. As for firm characteristics, the estimates
suggest that larger firms are more likely to export. In
fact, consistent with other firm-level studies (e.g.,
Bernard and Jensen 1999), we find that firms with more
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employees are significantly more likely to export.
Moreover, aggregating in networks, such as in a
strategic partnership or global value chain, increases
the probability of exporting (Altomonte et al. 2012).
Looking at the variables proxying for external finance,
we consider the number of banking relationships and
obtain that the likelihood of exporting is increasing in
the number of relationships, which is consistent with
the view that multiple banks reduce the incidence of
lenders’ moral hazard (hold-up) (Rajan 1992; Petersen
and Rajan 1994). Perhaps surprisingly, the estimated
coefficient for our measure of financial tension is
positive. Regarding the variables controlling for the
characteristics of the environment in which firms
operate, we find that bank branch density in the
province has a negative effect on the probability of
exporting. The coefficient on the growth rate of the
value added of the province is not significant, such as
the dummies for Northwest, Center and South.

The reader may wonder whether the probit estimates
are biased because of the omission of variables that
could be correlated with both exports and the length of
the credit relationship. The instrumental variable
estimation allows us to address this issue. As we
explain above, we choose our instruments considering
a set of variables reflecting the local banking develop-
ment in taly. Columns 2a and 2b report the results for
the two-stage conditional maximum likelihood model
in Egs. (1) and (2). In particular, column 2a displays the
first-stage coefficients on the excluded instruments and
on the other variables. The duration of the relationship
is increasing in the number of branches created by
incumbent banks and decreasing in the number of
branches created by entrant banks and in the level of
pending suits in the judicial district. The instruments
are jointly highly significant (p value = 0.0020), with
afirst-stage F statistic = 5.37. Unlike the probit model
where endogeneity issues are ignored, the estimates
from the 2SCML model, reported in column 2b, show
no evidence that the relationship length has a statisti-
cally significant effect on exports. However, the
diagnostic tests do not establish the need for an IV
approach. In fact, the Wald test of endogeneity for the
instrumented regressor cannot be rejected.'* In column
3, as a robustness check, we regress the model for the

!4 Under the null hypothesis that the specified endogenous
regressor can actually be treated as exogenous, the test statistic
is distributed as a x> with three degree of freedom.
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subsample of manufacturing firms only, where the
propensity to export is higher compared to other
sectors. The results confirm that the probability of
exporting increases in the duration of the relationship
with the main bank. Moreover, the estimated coeffi-
cient is larger (coefficient = 0.008) and statistically
significant (z = 1.64).

In column 4, we investigate the impact of the
tightness of credit relationship on the intensive rather
than on the extensive margin of export. We regress the
effect of the length of credit relationship on foreign
sales, defined as the ratio of exports over turnover,
taken in logarithm to account for non linear effects. In
practice, we replace Eq. (1) with the following
equation:

yi = 0 + B2BS; + Xipp +vi (3)

where y; is the logarithm of exports’ turnover over total
turnover, BS; is the duration of the firm-bank relation-
ship, X; is the vector of control variables in Eq. (1) and
v; is a normally distributed random error with zero
mean and unit variance. We estimate this equation with
an OLS model."> There is no evidence that the length of
a credit relationship has a statistically significant effect
on foreign sales. By contrast, similar to the result for
the export participation decision, firms belonging to a
global value chain sell more abroad. The difference in
the results for an extensive and intensive margin of
exports is in line with the theoretical prediction. In fact,
while the literature shares the same view about the
credit constraints and the role of banks on the extensive
margin of export, the impact of credit constraints on the
volume of exports is ambiguous: some theoretical
models predict that credit-constrained firms export less
(see, e.g., Manova 2012); others imply that liquidity
constraints are neutral for the volume of foreign sales
(see, e.g., Chaney 2005). In particular, Chaney (2005)
underlines that conditional on exporting, only the
productivity of a firm impacts the volume of foreign
sales. In fact, once a firm has gathered enough liquidity
to pay the fixed cost of exporting, it will be able to cover
the variable costs of expanding the scale of production
with its own funds. We add an additional reason to

15 Also for this equation we control for the endogeneity of the
duration of the credit relationship. The endogeneity test did not
suggest the need for an IV approach; thus, we did not report the
2SLS estimations. Results, available upon request, are qualita-
tively similar.
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Table 7 Relationship length and export (intensive and extensive margin)
@ (2a) (2b) 3 @
Probit 2SCML Probit OLS
Export Relationship length Export Export Foreign sales
Full sample Full sample Manufacturing Full sample
Coeff. SE Coeff. SE Coeff. SE Coeff. SE Coeff. SE
Relationship length 0.005%* 0.002 0.018 0.040  0.008* 0.005  —0.003 0.003
Banks 0.217%%* 0.037  0.420 0.307  0.210%** 0.047  0.250%* 0.097  0.056 0.070
Age —0.035 0.025  5.602%** 0250  —0.107 0225 —0.001 0.065 —0.032 0.046
Size 0.096%** 0.026  0.361%* 0.161  0.091%** 0.032  0.127** 0.057  0.023 0.051
Global value chain 0.535%*%* 0.063  0.836* 0.465  0.520%** 0.076  0.438%** 0.144  0.236** 0.092
District 0.041 0.060 0.410 0.265  0.035 0.066  —0.085 0.114  0.122 0.093
Partnership 0.291 %4 0.038  —0.260 0.274  0.292%** 0.037  0.195% 0.103 —0.014 0.083
Corporation 0.466%** 0.053  —1.406%** 0.339  0.480%** 0.070  0.544%*** 0.118  0.123 0.095
Family —0.021 0.049  1.384%** 0.348  —0.039 0.084  0.042 0.082  —0.061 0.083
Financial tension 0.144%#* 0.068  0.781* 0.455  0.133* 0.076  0.191 0.167 —0.133 0.109
Franchising 0.158 0.105 —0.871 0.744  0.169 0.112  0.031 0299 —-0.112 0.189
Manufacturing 0.237%%* 0.061 —0.142 0.467  0.237%** 0.060 —0.041 0.107
Construction —0.443***  0.068  0.034 0389  —0.440***  0.071 —0.186 0.138
Services —0.095* 0.053 —0.059 0.350  —0.094* 0.053 —0.032 0.110
Agriculture —0.190%* 0.078  1.487*** 0414 —0.208** 0.090 0.136 0.136
Provincial GDP 0.544 0513  —9.109 11.248  0.617 0.602  —0.163 0.735  —0.948 1.556
Provincial HHI —1.472%* 0.609  17.662%* 7.500  —1.734%* 0.947 —1.442 1.319 2514 1.647
North West 0.038 0.061  —2.423%#* 0.770  0.066 0.114 —0.112 0.123  0.032 0.090
Center 0.003 0.069 —1.647* 0.890  0.026 0.111  —0.208* 0.109  0.025 0.138
South —0.060 0.073  —2.815%** 0.963 —0.008 0.183  —0.145 0.130  —0.068 0.126
No. of new branches —0.668%** 0.202
by entrants
No. of new branches 0.065%%*%* 0.020
by incumbents
No. of judicial —0.728%** 0.190
efficiency
Constant —1.357***  0.098 0.578 1.106  —0.562 0.812  —1.145%** 0222  2.696%**  0.250
Observations 5,801 5,801 5,801 874 788
R 0.249 0.029
Wald ¥* 741.10 801.30 122.23
Endogeneity test 0.701
(p value)
F test of instruments 5.37

The table reports regression coefficients and associated standard errors. The dependent variable and the estimation method are reported at the
top of each column. For the definition of the variables, see Table 1. In all the regressions, standard errors are clustered by province

* Coefficient significant at 10 %

*#* Coefficient significant at 5 %

##% Coefficient significant at <1 % confidence level

explain our different results for an extensive versus
intensive margin. As explained above, the main bank
can also have a cultural role in enhancing SBs’

internationalization. These results seem to suggest that
a tighter relationship with the main bank impacts
largely whether but not how much selling abroad.
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4.2 Bank support

As we show in the data description, despite the
difficulties associated with firm’s size, a non-trivial
part of SBs in our sample engages in export activity.
However, exporting is generally confined to one single
type of market, which mostly corresponds to the main
European countries. Given these barriers in terms of
sunk costs, it seems interesting to examine what role
can be played by banks, especially the international-
ized ones, in promoting SBs’ exports to multiple
markets. Table 8 reports the regression results address-
ing this issue. As said, in this part of the article, we
study the role of the banking system introducing a
dummy variable that takes the value of one if the firm
avails itself of the banks in its export activity. This
dummy is introduced as a regressor while the depen-
dent variable is Geo, capturing the extent of multimar-
ket exporting. Since the dependent variable is bounded
by construction, we estimate a Tobit model. Column 1
displays the estimation of the equation in which the
measure of bank support is treated as exogenous. The
coefficient of “bank support” is positive, but not
significant. In the Tobit estimation, the coefficient of
our measure of bank support is 0.007; the ¢ statistic is
0.30. As the Tobit estimation is likely to be biased
because of the omission of variables, we check for the
endogeniety of bank support. The test suggests that
error terms are significantly correlated, which confirms
that there are missing latent factors affecting both
export participation decisions and requests of bank
support, hence justifying the IV estimation. Columns
2a and 2b of Table 8 report the results for the 2SCML
Tobit model. After controlling for endogeneity, our
indicator of bank support is positive and statistically
significant at the 10 % level, with an estimated
coefficient of 0.634. This result confirms the hypoth-
esis that bank support increases the probability of
firms’ exporting to multiple markets. There may be
various reasons behind this positive effect. For exam-
ple, the bank support could facilitate the firm’s access
to more sources of financing that are essential to its
export activity. Moreover, bank support to export can
increase the incentive of the financiers to monitor the
firm, increasing firm productivity.

In Table 9, we investigate the role of bank support
on the intensive margin of exports by looking at the
effect of bank support on foreign sales. We also
control for the endogeneity of bank support. The
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results confirm the role of bank services also for the
intensive margin of exports: bank support has a
positive and significant impact on foreign sales. In
particular, in the IV estimation, the coefficient of bank
support is equal to 1.514 and significant at the 10 %
confidence level. Regarding the control variables, we
find that firms belonging to a global value chain, firms
in industrial districts and firms structured as corpora-
tions sell more abroad.

5 Disentangling the channels

In this section, we try to better grasp the mechanisms
through which bank support affects export decisions.
First, we disentangle bank support considering sepa-
rately the bank services, since these could have a
different impact on the firm’s propensity to export.
Second, we investigate the role of internationalized
banks. In Tables 8,9 and 10, we study the contribution
of these mechanisms.

5.1 Bank services

As pointed out above, advisory services for export
promotion and in loco support are of particular
relevance for SBs. For this reason, supporting the
internationalization of small firms is an objective of
many public policy initiatives in most countries. In
particular, many public programs aim to foster either the
growth of export sales at firms exporting only occa-
sionally or the start of exporting to new markets at firms
that previously sold to one foreign market only.
Although specifically targeted to SBs, these programs
are often little used by SB owners and have slight impact
on the trading behavior of firms that use the programs
(Fischer and Reuber 2003). The main problem is that
SBs are less adept than large firms in accessing
government assistance (OECD 1997). Here, the role of
the banking system could be very different. In fact, SBs
are used to entertain relationships and receive multiple
services (not only financial services) from the banks.
In this section, we explore the role of each bank
service in explaining the export decisions. In partic-
ular, we use the question in Table 6 (How much useful
do you judge the following bank services to support
small business export activities?) and construct four
variables. In answering the question, the firm was
required to give a weight (going, in descending order,
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Table 8 Export participation considering geographical areas of business

eY) (2a) (2b) 3) 4)
Tobit IV-Tobit IV-Tobit IV-Tobit
Geo Bank support Geo Geo Geo
Internationalized Domestic bank
bank
Coeff. SE Coeff. SE Coeff. SE Coeff. SE Coeff. SE
Bank support 0.007 0.022 0.634* 0.361 0.499%**  (.186 7.240 394.200
Banks 0.002 0.017 0.079**%* 0.026 —0.045 0.036 —0.038 0.027 0.083 7.749
Age —0.001 0.008 —0.042**%  0.017 0.025 0.019 0.012 0.018 0.268  13.926
Size 0.021*** 0.008 0.007 0.013 0.017 0.012 0.021* 0.013 —0.198 12413
Global value chain 0.007 0.020 —0.001 0.036 0.012  0.031 —0.023 0.032 0.207 3.868
District 0.002 0.018 —0.024 0.032 0.016  0.026 0.029 0.027 0207 12.744
Partnership —0.010 0.018 0.015 0.026 —0.022 0.025 —0.026 0.026 —0.695 40.669
Corporation 0.021 0.017 —0.045 0.032 0.045  0.030 0.021 0.029 0.605  29.830
Family 0.015 0.015 0.044 0.035 —0.013 0.029 -0.016 0.032 0.129 7.150
Financial tension —0.013 0.029 0.067 0.049 —0.057 0.054 —0.087 0.062 0.129 9.398
Franchising 0.074* 0.045 —0.096 0.063 0.131*% 0.072 0.130**  0.052 —0.066 7.634
Manufacturing —0.010 0.024 —0.039 0.036 0.017  0.032 0.015 0.033 0.320 18.064
Construction —0.039 0.038 —0.093**  0.046 0.014  0.060 —0.017 0.066 1.627  91.615
Services —0.030 0.023 —0.104*** (0.033 0.035 0.054 0.015 0.039 1.122 63.989
Agriculture —-0.013 0.028 —0.087* 0.049 0.037 0.049 —-0.019 0.039 1.006  50.056
Provincial GDP 0.036 0.209 —0.542 0.519 0.297  0.489 0.423 0492 —-1.073 64.704
Provincial HHI 0.365 0.281 0.628* 0.342 0.321 0.384 0.232 0414 —4.844 330.526
North west 0.009 0.018 0.004 0.036 —0.010 0.034 0.015 0.031 —0.483 27.003
Center 0.037 0.026 0.014 0.037 0.022  0.037 0.039 0.045 —0.575 34.861
South 0.000 0.023 0.009 0.052 —0.008 0.040 0.029 0.038 —0.528  23.650
No. of new branches 0.014 0.014
by entrants
No. of new branches 0.001 0.001
by incumbents
No. of judicial —0.018 0.017
efficiency
Constant 0.152%%*  (0.041 0.183**%  0.085 0.006 0.109 0.052 0.092 —-1.217 69.111
Observations 653 653 653 484 159
Log likelihood 140.50 —66.27 —-35.77 2.04
Endogeneity test 0.054
(p value)
F test of instruments 5.50

The table reports regression coefficients and associated standard errors. The dependent variable and the estimation method are
reported at the top of each column. The dependent variable is an indicator of export diversification constructed as to take into account
the actual markets in which each firm operates. For the definition of the variables (see Table 1). In all the regressions standard errors

are clustered by province
* Coefficient significant at 10 %

** Coefficient significant at 5 %

*#% Coefficient significant at <1 % confidence level
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from 1, very much, to 4, not at all) to 16 character-
istics. We classify the services in four categories: on
line services (services 1-3), in loco services (services
4, 5 and 10), traditional banking services (services
6-9) and advisory services (services 11-16). In
practice, we construct 16 dummy variables that take
the value of one if the firm answered “very much” to
the respective characteristic, zero otherwise. Next, we
calculate four indicators, as the average for each
category. In Table 10, we regress the indicators for the
four banking services on the actual number of markets
in which each firm operates.'® All the four indicators
have a positive and significant impact on the number
of markets. The coefficient of traditional banking
services is the largest and is equal to 0.096; next comes
the coefficient of advisory services, which is equal to
0.089."" These results show that banks seem to boost
firms’ exports in two main ways. First, banks have an
operational role, they may facilitate the transaction
between the exporting firm and its foreign customers
and provide financial support to export and payment
services. The second channel is of “informational”
nature, where the positive role is played by the bank’s
knowledge of the foreign market. In fact, the bank can
advise the internationalizing firm on investment
opportunities abroad or could also contribute to the
screening and the monitoring of the foreign partners.

5.2 The role of internationalized banks

In the previous section, we find that the banking
system can provide advisory services for export
promotion and in loco support that prove essential
for firms to export to new markets. This could be
particularly true for internationalized banks. In fact,
thanks to their knowledge of foreign markets, inter-
nationalized banks could advise their customers on
business opportunities abroad as well as consult them
on foreign regulations. Moreover, banks that are active
in the foreign country are likely to provide better and
more complete “traditional” banking services
(Beretta et al. 2005). Hence, the support of banks

' Having verified the exogeneity of each bank service with
respect to export diversification, we use Tobit model for these
regressions.

7 We run similar regression for foreign sales. The results,
available upon request, show that none of bank services impacts
foreign sales.
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with structures in foreign countries could boost firms’
exports in a very effective way. To examine this issue,
we split the sample into two sub-samples with respect
to the type of firm’s main bank, distinguishing
between internationalized and domestic banks. Hav-
ing verified the endogeneity of bank support with
respect to export diversification, we then re-estimate
the equations in Tables 8 and 9 for each sub-sample.
The results in columns 3 and 4 of Table 8 confirm our
view: the role of the bank in enhancing export activity
is positive and significant (at <1 % confidence level)
only in the case of an internationalized bank, which is
the only one that can provide services such as advisory
or in loco support, which seem crucial to enter distant
markets.'® The empirical analysis confirms the theo-
retical prediction of a positive relationship between
bank internationalization and the number of markets to
which the firm exports. We obtain similar results for
the intensive margin of exports. In fact, if we focus on
the internationalized bank subsample, bank support
turns out to be significant at <5 % confidence level
(columns 3 and 4 of Table 9). Thus, the services
provided by internationalized banks not only appear
more effective than those provided by locally based
banks in enhancing the probability of entry into
multiple markets, but are also conducive to a higher
intensity of exports.

6 Conclusions

To overcome the slack dynamics of domestic demand,
firms can try to empower their exports. However,
exporting entails sunk costs—investments to tailor
products and distribution chains to the specificity of
each foreign market—and special financial needs—
shifting (often intangible) assets abroad aggravates the
asymmetry of information vis-a-vis lenders—that may
pose the gravest problems to small-sized businesses.
This article contributes to the wide literature on the
effects of finance for international trade. Although the
theoretical literature underlines that exporting is
particularly vulnerable to credit imperfections, there
is scarce evidence on the role of a tighter credit
relationship with the main bank in the international-
ization process. Using a unique database on a sample

'8 The estimate for the sub-sample of domestic banks may
however be affected by small sample bias.
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Table 9 Foreign sales

Y] (2a) (2b) 3 “
OLS 2SLS 2SLS 2SLS
Foreign sales Bank support Foreign sales Foreign sales Foreign sales
Internationalized Domestic bank
bank
Coeff. SE Coeff. SE Coeff. SE Coeff. SE Coeff. SE
Banks support 0.201* 0.119 1.514* 0.845 1.244%%* 0.624  —0.470 3.502
Banks 0.089 0.098 0.079%**% 0.026  —0.025 0.136 0.131 0.130 —0.074 0.587
Age —0.024 0.044  —0.042%* 0.017 0.027 0.055 0.030 0.057  —0.057 0.148
Size 0.052 0.070 0.007 0.013 0.038 0.073  —0.044 0.082 0.270 0.174
Global value chain 0.265%* 0.107  —0.001 0.036 0.271%* 0.112 0.169 0.135 0.546%* 0.286
District 0.141 0.106 —0.024 0.032 0.182%* 0.102 0.318%#+ (0.108  —0.227 0.228
Partnership —0.098 0.099 0.015 0.026 —0.139 0.097 —0.165 0.110 0.154 0.488
Corporation 0.114 0.113  —0.045 0.032 0.171%* 0.102 0.119 0.124 0.138 0.346
Family —0.057 0.100 0.044 0.035 —0.118 0.111  —0.141 0.1499  —0.194 0.189
Financial tension —0.049 0.141 0.067 0.049  —0.140 0.186  —0.143 0.247  —0.117 0.241
Franchising —0.147 0.195 —0.096 0.063  —0.045 0.188 0.052 0200 —0.024 0.609
Manufacturing —0.142 0.134  —0.039 0.036  —0.090 0.123  —0.022 0.133  —0.200 0.417
Construction —0.354* 0.209  —0.093%** 0.046 —0.213 0.197  —0.499* 0259 —-0.217 1.009
Services —0.065 0.162  —0.104***  0.033 0.081 0.168 0.036 0.154 —0.254 0.804
Agriculture —0.017 0.163  —0.087* 0.049 0.117 0.164 —0.015 0.191 0.202 0.587
Provincial GDP —0.830 1.438  —0.542 0519 —0.232 2228 —0.104 2.180 —1.298 2.946
Provincial HHI 4.260%* 1.802 0.628* 0.342 4.167** 1.689 4.861%**  1.557 2.783 4.664
North west 0.069 0.086 0.004 0.036 0.024 0.114 0.085 0.126 0.071 0.281
Center 0.025 0.146 0.014 0.037 —0.015 0.160 0.111 0.176 0.025 0.397
South —0.000 0.153 0.009 0.052 0.006 0.158 0.044 0.170  —0.194 0.318
No. of new branches 0.014 0.014
by entrants
No. of new branches 0.001 0.001
by incumbents
No. of judicial —0.018 0.017
efficiency
Constant 2.584%#%  (.270 0.183%* 0.085 2.295%%%  (0.319 2.307%*%  (0.290 2.549%%%  (0.860
Observations 560 653 560 407 147
R 0.050 0.068
Endogeneity test 0.094
(p value)
F test of instruments 4.69

The table reports regression coefficients and associated standard errors. The dependent variable and the estimation method are reported at the
top of each column. The dependent variable is the logarithm of the ratio of exports’ over total turnover. For the definition of the variables, see
Table 1. In all the regressions standard errors are clustered by province

* Coefficient significant at 10 %
*#* Coefficient significant at 5 %

##% Coefficient significant at <1 % confidence level
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Table 10 Bank services

Y] ) 3) €]

Tobit Tobit Tobit Tobit

Geo Geo Geo Geo

Coeff. SE Coeff. SE Coeff. Std err  Coeff. SE
On line 0.055%* 0.022
In loco 0.074***  0.029
Traditional banking 0.096***  0.025
Advisor 0.089***  (0.032
Banks 0.003 0.017 0.004 0.016 0.003 0.016 0.006 0.016
Age —0.015 0.011 —0.016 0.011 —0.016 0.011 —0.016 0.011
Size 0.0327%:%* 0.009 0.033***  0.009 0.033***  0.009 0.033***  (0.009
Global value chain 0.008 0.023 0.006 0.024 0.005 0.023 0.007 0.023
District 0.024 0.025 0.025 0.025 0.023 0.025 0.024 0.025
Partnership 0.003 0.021 0.001 0.022 0.004 0.021 0.004 0.022
Corporation 0.0487%** 0.016 0.049*%+*  (.016 0.048***  0.017 0.049***  0.016
Family 0.008 0.018 0.008 0.018 0.005 0.018 0.009 0.017
Financial tension —0.046 0.030 —0.048 0.030 —0.051* 0.029 —0.050* 0.030
Franchising 0.109%* 0.050 0.107%#:* 0.050 0.117%* 0.050 0.112%:* 0.052
Manufacturing 0.052%%* 0.023 0.0537%* 0.023 0.054* 0.023 0.055** 0.024
Construction —0.051 0.040 —0.049 0.040 —0.050 0.038 —0.052 0.039
Services —0.024 0.025 —0.022 0.025 —0.021 0.025 —0.023 0.025
Agriculture 0.026 0.039 0.025 0.039 0.026 0.039 0.020 0.039
Provincial GDP 0.161 0.208 0.143 0.214 0.161 0.211 0.147 0.214
Provincial HHI —0.110 0.278 —0.133 0.273 —0.130 0.271 —0.105 0.271
North west 0.013 0.020 0.015 0.020 0.015 0.020 0.015 0.020
Center 0.023 0.023 0.021 0.023 0.022 0.023 0.022 0.023
South —0.040%* 0.024 —0.043%* 0.025 —0.043%* 0.024 —0.047* 0.024
Constant 0.015 0.042 0.021 0.044 0.010 0.042 0.017 0.042
Observations 1,005 1,005 1,005 1,005
Log likelihood —316.48 —315.05 —311.67 —314.80

The table reports regression coefficients and associated standard errors. The dependent variable and the estimation method are
reported at the top of each column. The dependent variable is an indicator of export diversification constructed as to take into account
the actual markets in which each firm operates. For the definition of the variables, see Table 1. In all the regressions, standard errors

are clustered by province
* Coefficient significant at 10 %
** Coefficient significant at 5 %

*#% Coefficient significant at <1 % confidence level

of small firms, we investigate whether bank support
does help firms exporting. Specifically, we study two
main points. First, we test for the impact on export of
the information held by the main bank, as proxied by
the duration of the credit relationship. We find that
firms with longer credit relationships have a higher
probability of exporting. Second, we investigate

@ Springer

whether bank support to exports affects the probability
that a firm sells abroad in more than one geographical
areas, thus denoting a more sophisticated exporting
stance with respect to firms exporting to fewer foreign
markets. We also study whether bank support impacts
firms’ exports at the intensive margin. We find that
bank services significantly promote SBs’ exporting at
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both the extensive and the intensive margin. In
particular, the results show that traditional banking
services and advisory services are the most effective
for firms’ exporting decisions. Furthermore, and not
surprisingly, in all the cases considered the results are
stronger when the firm’s main bank is itself
internationalized.

Our results suggest that the internationalization of
SBs is favored by the existence of strong bank-firm
relationships, in particular when the bank is itself
internationalized. Thus, the intensity of the bank-firm
relationship and the nature of the main bank seem to be
strategic features for SBs. Moreover, our results bring
some hope to the debate about economic stagnation. In
fact, as the largest European banks invested exten-
sively in retail networks abroad, those foreign net-
works could enable them to contribute boosting the
export ability of SBs, thus improving the growth
potential of the national economies. In that sense, FDI
by national banks could turn out even more advanta-
geous than other FDI types.

The analysis represents a first step in a potentially
fruitful line of research. While there is a large amount
of evidence on the role of liquidity constraints on firm
exports, we still know little on the channels through
which this influence unfolds. For example, one could
investigate how the bank services have a different
impact on the firm’s propensity to export and not only
on the intensive margin of export. In turn, the benefits
offered by internationalized banks in terms of kindling
new cross-border opportunities for SBs could them-
selves come at a cost. This could materialize if
acquiring the international dimension were to imply
for the national bank also becoming much bigger and
generating more systemic risk. This potential tradeoff
might be worth studying. We leave these intuitions
and other important issues to future research.
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