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Research question

We exploit survey data conducted immediately before and after the first pan-

demic wave in Italy:

⇒ explore the role of credit constraints in shaping the effects of an exogenous shock.

Two main research questions:

1. Whether credit constraints amplify/mitigate the negative effects of the pandemic:

⇒ existing evidence mostly focuses on monetary policy or financial shocks.

2. How financial frictions affect firms’ pricing strategies:

⇒ lively debate from an empirical standpoint.
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Empirical challenges

Shock and measurement of its effects:

1. COVID-19 unexpected and outside financial/production sectors;

- Italy first to be hit among Western countries (unanticipated national

lockdown).

2. Measuring the effect:

- forward-looking expectations and plans;

- two data points in a short time window (revisions ⇒ no other event);

- immediate reaction and no confounding effects of policy responses.

Identification of credit-constrained firms:

i. direct indicator of credit constraints: info on loan applications;

- control for financial fragility and firms’ prospects;

ii. SMEs exposed to adverse shocks and affected by financial frictions.
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Preview of the results

1. Amplification vs. mitigation:

i. credit-constrained firms more pessimistic about expected sales and orders;
ii. plan to reduce employment and investment more.
⇒ Evidence in favor of amplification.

2. Pricing strategies:

i. credit-constrained firms plan to increase prices relatively more;
ii. effect driven by non-essential firms and firms with more market power.
⇒ Evidence in favor of mark-up strategies aimed at boosting internal sources

of funds.

Effects over and beyond firms’ financial fragility and fundamentals.
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Data
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MET survey on Italian firms

A. 2019 wave of the MET survey:

manufacturing and production-service sectors;
all size classes, including micro-sized companies;
additional representativeness: 20 NUTS-2 areas, 12 macro-sectors;
24,000 firms in the cross-section;

- questions on loan applications ⇒ direct indicator of credit constraints;
- expectations on future sales and pricing strategies;
- broad set of firms’ characteristics: snapshot of firms’ conditions in entering
the pandemic;

- completed at end-January 2020 ⇒ a few days before the official case zero.
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COVID-19 MET survey

B. Ad hoc COVID-19 survey collected between March 24 and April 7, 2020:

- seven weeks after the official case zero in Italy;
- two weeks after the general lockdown;
- still large uncertainty on policy measures (decreto liquidità April 8);
- overall number of firms approximately 8,000 (no sign of distortion).

- same firms and same questions between the two surveys;

⇒ analyze how expectations and plans are revised due to the pandemic.

Information:

- expectations on sales and orders;
- plans for prices, employment, and investment;
- other: measures undertaken in response to the pandemic and concerns
regarding its evolution.

C. 2019 balance-sheet data (CRIF-Cribis D&B).
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Classification of credit-constrained firms

Use information on loan application from the 2019 MET survey:

i. whether firms applied for a loan;
ii. results of the application or reasons for not applying.

Define credit-constrained firms if replied that either:

i. the loan was granted but a very unfavorable conditions (maturity/size);
ii. the loan was denied;
iii. they didn’t applied as the application would have been denied.

Overall, about 20% of firms are credit constrained.

Pre-COVID-19 ⇒ predetermined.

Advantage of direct measures: no misclassification (e.g., liquidity).
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Expected sales growth by credit-constrained status
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Planned prices revision by credit-constrained status

PLOT_Rationing 22/07/2021, 12:00
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P-value of Kolmogorov-Smirnov test essentially zero.
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Empirical analysis



Estimating equation

We estimate the following model:

Ei,t(yi,t+1) = βCCi,t−1 + δ Ei,t−1(yi,t+1) + γxi,t−1 + λs + λp + εi,t

where
- Ei,t(yi,t+1) is the expectation or plan of firm i on variable yi at horizon
t+ 1 using information set at time t (post-Covid);

- Ei,t−1(yi,t+1) is the expectation or plan of firm i on variable yi at horizon
t+ 1 using information set at time t− 1 (pre-Covid);

- CCi,t−1 is the binary variable that defines the credit constraints status;
- xi,t−1 is a set of firms’ characteristics (essential, size, age, financial health);
- λs and λp are the sectoral (88, 2-Digits) and provincial (107, NUTS3) fixed
effects.

OLS (or alternative models) with post-stratification weights (Solon
et al., 2015) and clustering at the 2-digit industry level.
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Expected sales
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Other quantitative variables
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Pricing strategies
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Summary of the Results

Credit-constrained firms:

i. are significantly more pessimistic about their expected future sales;

ii. plan to decrease employment and investment relatively more than their

unconstrained counterparts (amplification);

iii. plan to increase prices relatively more than unconstrained firms (mark-up

strategies);

Overall: credit-constrained firms deal with the shock by reducing output

and increasing prices to internally improve liquidity.
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Robustness

Propensity score matching: NN matching with bias correction (Abadie

and Imbens, 2011) or radius matching.

Alternative definitions of credit-constrained firms:

- excluding discouraged borrowers, or
- using only loans that are fully denied.

Expectations about access to financial aid through government programs.

Other robustness checks:

- unweighted estimators;
- clustering at the provincial (NUTS-3) level as opposed to the 2-digit sector;
- granular controls for the belonging sector (6-Digit).
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Effect on prices: testing the mechanism

Why do credit-constrained firms tend to increase prices relatively more?

If firms have a customer base, they have an incentive to charge higher

prices to generate additional cash flow . . .

We can perform some indirect tests to verify this hypothesis.

Credit-constrained firms should have a higher incentive to raise prices if

they are non-essential (stronger shock);
they have more market power;
they have less inventories.

E. Brancati (Sapienza & IZA) COVID-19 and Credit Constraint FINPRO 05/06/2022 16 / 19



Effect on prices: testing the mechanism
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Additional results

Past credit-constrained status explains firms’ concerns about credit access

in the aftermath of the pandemic outbreak.

Credit-constrained firms declare a lower adoption of teleworking, and a

higher probability of reducing the number of workers and the hours worked.
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Conclusions

Credit constraints played a key role in shaping the effects of the
pandemic:

- evidence of amplification on quantities;
- evidence of mark-up strategies to generate additional cash flow.

Findings provide support for the policy measures in response to the
pandemic:

- liquidity injection to help firms weathering the storm.
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Backup slides



Controls

Main issue: credit constraints may simply capture financial fragility.

We control for observable fundamentals and matched firm-bank informa-
tion:

- indicators of financial fragility:

Z-score, liquidity, leverage, cash flow, sales growth, tangible assets,
trade credit;

- informational opaqueness:

age, size;

- observable proxies of relationship lending:

N of banks, length of the relationship, geographical proximity;

- Lender observable and unobservable characteristics (banks’ financial con-
dition and lending practices):

several banks’ balance-sheet ratios, lender banks’ fixed effects;

- Other characteristics: Group, Family firm, Import, Export, R&D, Gradu-
ated employees.
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Validation

Firms’ expectations have sizable predictive power on realized out-
comes (even more so in the sovereign-debt crisis).

In the 2008–2019 series, correlation of 0.72 between aggregate real-
ized (ex post) and expected (ex ante) sales.

Overall: expectations are informative about the future dynamics of
the actual variables and this is especially true in times of crisis.

Actual choices still based on current information set (independently
of the accuracy).
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Accuracy
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Forecast error and credit constraints
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Alternative estimators: propensity score matching

Match firms that are observationally similar, but with a different credit-constrained
status.

Compare the different outcomes of constrained and unconstrained firms to infer
the causal effect of financial frictions.
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Matching balancing properties
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Interpretation of the credit-constrained variable

Why past credit-constrained status is so important for expectations
and plans?

We investigate the determinants of considering credit access as one of
the firms’ major concerns in the aftermath of the pandemic outbreak

Same empirical exercise, but different dependent variable
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Post-COVID concerns: credit access
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Measures adopted in response to Covid outbreak
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Credit-constrained status and actions
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