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Abstract

Italian industrial structure and financial markets have several distinct features.  Italian firms are relatively
small, few trade publicly and no corporate bond market exists.  The limited types of external funds
available to Italian firms makes them prone to financing constraints.  We examine a panel containing over
1100 Italian firms.  We find that firm size does not appear correlated with the severity of financing
constraints.  We also find that small firms are frequently mature.  Our results suggest that young firms
face financing constraints, while mature firms may develop relationships with lenders that lower the costs
of external funds.  Small, young firms appear to face the tightest financing constraints.  Many firms are
affiliated with pyramidal business groups.  We find that affiliation with pyramidal business groups
appears to reduce the effect of financing constraints.  Our results have important implications for
government policy to promote small firm growth in Italy.

Key words : business groups, cash flow, corporate investment, capital structure, panel data

JEL:  L20, L11, G32

Robert Carpenter:  Department of Economics, UMBC, 1000 Hilltop Circle, Baltimore, MD 21250 USA; email
bobc@umbc.edu. Laura Rondi:  Ceris-CNR ( Economic Research Institute on Firms and Growth), 
 email L.Rondi@ceris.cnr.it.

* We would like to thank Bruce Petersen, Luigi Buzzacchi, Dennis Coates, Giovanni Fraquelli, Dennis Mueller,
Alessandro Sembenelli, and participants at the IX International Conference on Panel Data and the XXVII EARIE
Conference for their useful comments on an earlier version of the paper. We are also grateful to Luigi Benfratello,
Diego Margon, Silvana Zelli and Maria Zittino for their help on the dataset.  We owe a special debt to Tom
Remington.  Carpenter thanks the Claus M. Halle Institute for Global Learning for support.


