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Main	
  results	
  

•  Empirically,	
  when	
  regional	
  tax	
  rates	
  for	
  Italian	
  coopera9ve	
  
banks	
  go	
  down,	
  their	
  non-­‐deposit	
  liabili9es	
  are	
  reduced	
  
significantly	
  more	
  than	
  their	
  deposit	
  liabili9es,	
  controlling	
  
for	
  other	
  effects.	
  

•  The	
  reduced-­‐form	
  regression	
  model	
  is	
  mo9vated	
  by	
  a	
  
variant	
  of	
  the	
  structural	
  model	
  of	
  Sundaresan	
  and	
  Wang	
  
(2016).	
  

•  Stronger	
  banks	
  respond	
  to	
  lower	
  tax	
  rates	
  with	
  more	
  assets.	
  
Weaker	
  banks	
  respond	
  by	
  “cleaning	
  up”	
  their	
  balance	
  
sheets.	
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2.2 Description of Italian banking system 

 

Figure 3. Structure of the Italian banking system (2013). 

 

Source: Bank of Italy (2014), statistics for 2013 (tables 16.2, a16.15) 

At the end of 2013, banks accounted for almost 71 percent of total assets of the Italian 

financial sector (Bank of Italy, 2014). In the same period, there were 684 banks, with total 

assets of 2.8 times GDP; 160 banks were part of 77 banking groups. As shown in Figure 3, 

there are four types of banks in Italy: limited company banks, mutual banks (Banche di 

Credito Cooperativo shortened as BCC), cooperative banks (Banche popolari, shortened as 

BP), and branches of foreign banks. Limited company banks are large in size and hold over 

70 percent of the assets of the Italian banking system. BCCs and BPs are relatively smaller in 

size and together form the cooperative banking sector. However, BCCs and BPs are very 
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High-­‐level	
  Remarks	
  

•  The	
  finding	
  of	
  a	
  key	
  differen9al	
  effect	
  on	
  liabili9es	
  is	
  novel	
  
and	
  important	
  when	
  predic9ng	
  the	
  effec9veness	
  of	
  fiscal	
  
s9mulus	
  to	
  bank	
  credit	
  markets.	
  Discuss	
  magnitudes	
  more?	
  

•  The	
  conceptual	
  explana9on,	
  that	
  deposit	
  liabili9es	
  are	
  
rela9vely	
  desirable	
  because	
  of	
  their	
  ancillary	
  benefits,	
  makes	
  
good	
  sense	
  and	
  is	
  well	
  modeled	
  in	
  Sundaresan-­‐Wang	
  2016.	
  

	
  
•  The	
  CCB	
  sample	
  nicely	
  mi9gates	
  a	
  lot	
  of	
  complexity.	
  

•  I	
  would	
  like	
  to	
  learn	
  more	
  about	
  the	
  degree	
  to	
  which	
  panel	
  
varia9on	
  in	
  IRAP	
  tax	
  rates	
  is	
  exogenous	
  to	
  demand	
  for	
  credit.	
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Budget problems forced the government to increase the rate back to 4.65% in 2011. For the 

regional surcharges, as IRAP revenues are earmarked to finance health care expenditure, the 

Italian central government has also introduced automatic increases in the IRAP rates for the 

regions running a health care deficit. For instance, in 2006, there has been a mandatory 1 pp 

tax rate increase for Abruzzo, Campania, and Liguria. All such changes generate exogenous 

time and regional variations in the IRAP tax rates which this study employs to identify the 

effect of taxes on the capital structure of banks. Figure 2 shows the variation of the average of 

total IRAP rates across 20 regions in Italy. 

 

 

 

 

IRAP is levied on value added so that, for the non-financial sector, the base equals the sum of 

profits, wages and interest payments minus the fiscal capital allowances (Panteghini, 2010).
6
 

                                                           
6
 More specifically, the IRAP tax base for the non-financial sector is calculated with a direct subtraction method 

using items directly derived from the profit and loss account. For more details on the computation of the IRAP 

base for non-financial entities, see Panteghini, 2010. Panteghini (2010) also illustrates the differences between 

IRAP and the European Value Added Tax (VAT): the former is levied at source (where goods and services are 

produced) whilst the latter is levied at destination (where goods or services are consumed). Also, VAT fully 

exempts investment whilst only fiscal capital allowances are deductible from the IRAP base. 

duffie
Typewritten Text
Source: Bond et al (2015) 



	
  Exogeneity	
  of	
  imposta	
  regionale	
  sulle	
  
aUvita’	
  produUve	
  (IRAP)?	
  	
  

The	
  authors:	
  
Exogeneity	
  in	
  tax	
  changes	
  is	
  mo0vated	
  by	
  the	
  nature	
  of	
  
the	
  IRAP	
  rate	
  that	
  is	
  a	
  regional	
  surcharge	
  adopted	
  to	
  
finance	
  regional	
  health	
  care	
  expenditure.	
  These	
  changes	
  
in	
  IRAP	
  are	
  unrelated	
  to	
  bank	
  balance	
  sheet	
  condi0ons	
  
and	
  are	
  decided	
  autonomously	
  by	
  the	
  (local	
  or	
  na0onal)	
  
government.	
  
	
  
The	
  authors	
  do	
  control	
  for	
  some	
  macro	
  effects.	
  

	
  
	
  

	
  



	
  What	
  causes	
  changes	
  to	
  IRAP?	
  	
  

•  IRAP	
  went	
  up	
  na9onally,	
  post-­‐crisis,	
  due	
  to	
  fiscal	
  stress.	
  	
  
	
  
•  Could	
  regions	
  under	
  more	
  fiscal	
  stress	
  respond	
  with	
  IRAP	
  

changes,	
  beyond	
  the	
  effect	
  of	
  health-­‐care	
  cost	
  infla9on?	
  	
  

•  Credit	
  demand,	
  savings,	
  bank	
  profitability,	
  and	
  credit	
  
spreads	
  for	
  banks	
  are	
  likely	
  correlated	
  with	
  panel	
  varia9on	
  
in	
  fiscal	
  regional	
  strength.	
  

•  So,	
  is	
  it	
  possible	
  that	
  some	
  of	
  the	
  measured	
  impacts	
  of	
  tax	
  
changes	
  are	
  related	
  to	
  external	
  macro	
  effects	
  that	
  are	
  not	
  
fully	
  controlled	
  for	
  in	
  the	
  model?	
  

	
  

	
  
	
  

	
  



IRAP:	
  A	
  Broad	
  Corporate	
  VAT	
  

•  Precedents:	
  Michigan	
  Single	
  Business	
  Tax,	
  since	
  1976;	
  
New	
  Hampshire	
  Business	
  Enterprise	
  Tax,	
  since	
  1993.	
  

	
  
•  	
  The	
  IRAP	
  “allowed	
  for	
  a	
  significant	
  reduc9on	
  in	
  the	
  rate	
  
of	
  profit	
  taxa9on”	
  across	
  a	
  broad	
  corporate	
  base	
  
(Panteghini,	
  Bordignon,	
  Giannini,	
  2001).	
  	
  

•  If	
  IRAP	
  directly	
  affects	
  broad	
  corporate	
  demand	
  for	
  
loans,	
  then	
  the	
  authors’	
  es9mated	
  impact	
  on	
  banks’	
  
desired	
  supply	
  of	
  corporate	
  loans	
  could	
  be	
  overstated.	
  

	
  

	
  
	
  

	
  



Macro	
  Controls	
  

•  In	
  robustness	
  checks,	
  the	
  authors	
  control	
  for	
  some	
  
regional	
  macroeconomic	
  variables:	
  GDP,	
  GDP	
  per	
  capita,	
  
and	
  the	
  employment	
  ra9o.	
  	
  

	
  
•  Because	
  CCBs	
  focus	
  heavily	
  on	
  SMEs,	
  perhaps	
  the	
  
authors	
  might	
  also	
  try	
  to	
  control	
  for	
  a`er-­‐tax	
  SME	
  
profit.	
  	
  

	
  

	
  
	
  

	
  



	
  	
  Prior	
  evidence:	
  Keen	
  and	
  DeMooji	
  (2012)	
  	
  

•  	
  14,000	
  commercial	
  banks	
  in	
  82	
  countries,	
  2001	
  to	
  2009.	
  
	
  	
  
•  A	
  1%	
  increase	
  in	
  the	
  tax	
  rate	
  leads	
  to	
  1.8%	
  rise	
  in	
  bank	
  
leverage	
  in	
  the	
  short	
  run,	
  2.7%	
  in	
  the	
  long	
  run,	
  a	
  much	
  
larger	
  short-­‐run	
  effect	
  than	
  the	
  0.15%	
  shown	
  in	
  today’s	
  
paper	
  for	
  CCBs.	
  	
  

	
  	
  
•  The	
  leverage	
  of	
  weaker	
  banks	
  is	
  less	
  sensi9ve	
  to	
  tax	
  
rates	
  than	
  that	
  of	
  stronger	
  banks,	
  a	
  finding	
  confirmed	
  in	
  
this	
  paper.	
  	
  

	
  
	
  

	
  
	
  

	
  



	
  	
  Prior	
  evidence:	
  Hemmelgarn	
  and	
  
Teichmann	
  (2013)	
  	
  

	
  
•  112,000	
  bank-­‐years,	
  87	
  countries,	
  1997	
  to	
  2011.	
  
	
  	
  
•  A	
  1%	
  increase	
  in	
  the	
  tax	
  rate	
  leads	
  to	
  0.27%	
  increase	
  in	
  
leverage	
  in	
  the	
  short	
  run,	
  1.04%	
  increase	
  in	
  the	
  long	
  
run.	
  	
  

•  This	
  short-­‐run	
  effect	
  is	
  closer	
  to	
  that	
  of	
  today’s	
  paper.	
  
Can	
  the	
  authors	
  help	
  us	
  understand	
  the	
  big	
  difference	
  
between	
  short-­‐run	
  and	
  long-­‐run	
  effects	
  in	
  prior	
  work?	
  

	
  

	
  
	
  

	
  



	
  	
  Prior	
  evidence:	
  Bond,	
  Ham,	
  Maffini,	
  
Nobili,	
  and	
  RicoU	
  (2015).	
  

	
  
	
  
•  	
  A	
  sample	
  similar	
  to	
  that	
  of	
  this	
  paper,	
  627	
  CCBs,	
  
1998-­‐2011.	
  	
  

•  A	
  1%	
  increase	
  in	
  the	
  tax	
  rate	
  leads	
  to	
  0.18%	
  increase	
  in	
  
leverage	
  in	
  the	
  short	
  run,	
  1.27%	
  increase	
  in	
  the	
  long	
  
run.	
  	
  

	
  
•  Today’s	
  paper:	
  462	
  CCBs,	
  1999-­‐2011.	
  A	
  1%	
  increase	
  in	
  
the	
  tax	
  rate	
  leads	
  to	
  a	
  0.15%	
  increase	
  in	
  leverage.	
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Figure 4. Assets composition, BCCs and Limited Company Banks (2013) 

 

 

Source: Bank of Italy (2014), statistics for 2013 (table a16.9) 

 

The distinct nature of BCCs becomes even clearer when compared with other types of banks. 

BCCs employ about 10% of total bank employees; their reduced ability to exploit economies 

of scale and to leverage on their revenues from services increases the ratio of operating costs, 
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