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“Whether State and 
privately owned 
banks behave 

differently by looking 
at interest rate 

difference” 

Different int. rate: Location & Firm size: Party Affiliation: 

The paper was conducted to study the effect of government 
ownership on bank lending 

Outline 

Explain by Model I & II Explain by Model III & IV Explain by Model V 

“Whether State and 
privately owned 
banks behave 

differently by looking 
at location and firm 

sizes” 

“Whether State and 
privately owned 
banks behave 

differently by looking 
at party affiliation” 



GOVERNMENT OWNERSHIP 
AND BANK LENDING 
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Social View 

Three main views of State-Owned Enterprise 

Agency View 

Political View 

“SOEs are created to 
address market failures” 

“Politicians are self-
interested, hence, 
SOEs are tools to 

pursue individual goals 
of politicians” 

“Mix between Social view 
and Political view” 

Gov-owned banks 
contribute to economic 

development and improve 
general welfare 

Gov-owned banks are 
inefficient because 

politicians will transfer 
resources to their 

supporters 

SOEs are created to 
maximize social welfare but 
can generate corruption and 

misallocation 



5 SNG EFFECTS OF GOVERNMENT OWNERSHI ... 

Regression Equation 

Where      i, k, t   stand respectively company, bank, and time 

                  r       stands for relative interest rate changed at time t by bank k to company i 

              STATE   stands State-Owned Bank dummy variable  

                          (=1 ; at time t, bank k is SOE, =0 ; otherwise) 

                  Z      stands for other control variables 

                  ε      stands for error terms 

Sample: 85 banks in Italy 
 (a mix of privately owned and state-owned banks) 

Conditions: 
• Ranging between 1991-1995 
• 40 of them are privately owned banks 
• 43 of them are state-owned banks 
• 2 were privatized during the period of 

observation 

Data & Methodology 



MODEL I: DIFFERENCE IN 

INTEREST RATE (Average method) 
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Companies get a lower borrowing rate in State-
owned banks 



MODEL II: DIFFERENCE IN 

INTEREST RATE (Regression method) 
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State-owned banks charge lower lending rate than 
privately owned banks 
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A study on interest rate difference can explain 
three views well 

Social 
View 

Agency 
View 

Political 
View 

More efficient of 
state-owned 

banks 

They are able to 
charge lower 

rate 

Related to objective 
which wants to cure 

market failure 

SOEs charge 
lower rate to 
certain firms 

This relates with 
political objective 

which want to max 
own benefit 

These firms might 
be political 
supporters 

With objective to 
max social 

welfare 

Sometimes, 
managers of 
SOEs might 

make mistakes 

They might favor 
firms that bribe 

them and offer low 
rates 



MODEL III: GEOGRAPHIC 

LOCATION 
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Companies get a lower borrowing rate in State-
owned banks 
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Borrow from State-Owned Banks in South is 
cheaper than in North 
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A study on geographic location can explain both 
social and political views 

Social View 

Political View 

SOEs provide lower 
rate for firms 

located in South 

Fact: South of Italy is 
the poorest part 

(Unemployment = 4 
times in North) 

Lower rate is 
consistent with policy 

of subsidization, 
stimulating economy 

This relates with 
political objective 

which want to max 
own benefit 

May be firms in South 
are political supporters 

for some politicians 

SOEs provide lower 
rate for firms 

located in South 



MODEL IV: FIRM SIZE  
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Companies get a lower borrowing rate in State-
owned banks 
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State-Owned Banks favor larger enterprises 



18 SNG EFFECTS OF GOVERNMENT OWNERSHI ... 

A study on firm size can explain both political and 
agency views 

Political View 

Agency View 

Larger firms enjoy 
with lower lending 

rate from SOEs 

Because personal 
rewards from large 

enterprises are likely 
to be higher 

Managers who lack 
incentive may be favor 

larger enterprises 

Larger firms enjoy 
with lower lending 

rate from SOEs 

SOEs might favor large 
enterprises in order to 
max a larger political 

consensus 

This relates with 
political objective 

which want to max 
own benefit 
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A study on both geographic location and firm size 
leads to a support of   POLITICAL VIEW 

Social View 

Agency View 

Political View 

Location: Firm Size: Both factors: 

✔ 

✔ 

✔ ✔ ✔ 



MODEL V: ELECTORAL RESULTS, 

PARTY AFFILIATION, AND LENDING 
BEHEAVIOR 
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Higher political power, the interest rate (lending 
rate) is lower 
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Higher political power, the interest rate (lending 
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Higher political power, the interest rate (lending 
rate) is lower 
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A study on party affiliation strongly supports only 
political view 

Political View 

In area which the political 
party that runs the state 
owned banks is stronger, 
borrowers get a higher 

discount 

Higher political 
power in such 
area, lower 

lending rate 
offers 

State-owned banks 
are a mechanism for 
supplying political 

patronage 
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Conclusion: Behavior of State-Owned Banks 

Social 
View 

Agency 
View 

Political 
View 

Interest rate 
difference: 

Location &  
Firm Size: Overall: 

✔ 

✔ 

✔ ✔ ✔ 

Political 
power: 

✔ 



THANK YOU 
 

 



APPENDIX 
 

 



28 SNG EFFECTS OF GOVERNMENT OWNERSHI ... 

Companies borrow from privately owned and state-
owned banks equally 
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Banks’ sizes have positive effect on loan rates 
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Banks with higher Non-performing loans will 
charge higher rate 
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Companies get a lower borrowing rate in State-
owned banks 
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