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How to evaluate case study: Access to Finance
Statistical approach (SMS level 4)

What was the programme and what did it aim to do?

This study examines the impact of a partial credit guarantee program which was implemented in a large
ltalian region beginning in 2008. The program was allocated an endowment of £17.8m per year from a
regional fund.! Each guaranteed loan involved an agreement between the regional authority and a private
covenant bank. If the firm defaulted on its loan from the bank then the regional authority covered up to
80% of the banks’ losses. The aim of the programme was to increase credit availability and improve the
financial structure and performance of small firms.

What's the evaluation challenge?

Evaluating the effect of credit guarantees is difficult because such programmes are typically targeted

at firms who would otherwise face difficulties getting credit. This means that these firms are likely to
have little credit availability (from elsewhere) and may be performing badly on outcomes such as sales,
employment and credit rating. As a result of this selection, if we compare differences in outcomes for
firms who receive loan guarantees to those who do not, these differences may not reflect the impact of
the programme. Instead, they may simply reflect differences in the types of firms who receive support.

What did the evaluation do?

The study made use of a source of randomness in the policy’s implementation, arising from the fact
that the bank that was supposed to roll out the policy was acquired by another bank in the period
immediately before implementation. The study identified firms who were more likely to receive a loan
guarantee simply because they historically (i.e. prior to policy conception) used the bank that eventually
acquired the bank implementing the policy. The study then examined firm outcomes such as bank debt,
probability of default, investments and trade debts for firms who we treated for this reason against firms
who didn’t participate for this reason. This technique is called ‘instrumental variables’.

How good was the evaluation?

According to our scoring guide, instrumental variables receives a maximum of 4 (out of 5) on the
Maryland Scientific Methods Scale (Maryland SMS). This is because the technique works well to control
for both observable differences (e.g. sales) and unobservable differences (e.g. motivation) between
supported and non-supported firms; although it doesn’t give us the full confidence of a randomised
control trial. For the method to be well implemented the ‘instrument’ (i.e. historical use of the acquiring
bank) must identify a set of firms that are more likely to get the policy treatment but which are not
different in any other way. In this case, the instrument works since these firms are more likely to be
treated not because of their underlying characteristics, but simply because ‘stickiness’ in the Italian
banking system means that firms that used a bank historically are likely to use the same bank again in
the future. For this reasons we score the study 4 on the SMS.

What did the evaluation find?

The study finds that the policy did improve some financial conditions for supported firms. While the total
amount of bank debt was unchanged, the treatment did lead to increased long-term debt (the loan
guarantee targeted this type of debt). Further, treated firms were able to secure loans at a significantly

1 Using EUR-GBP exchange rate for 2008 of 0.891595.


http://www.whatworksgrowth.org/resources/scoring-guide/

What works centre for local economic growth 2

lower interest rate. However, the study also found that treated firms showed a higher probability of
default when considered one or two years after the treatment (but no difference when looking at three
years after). Despite the improved debt structure and overall cheaper credit available for treated firms,
there wasn’t much improvement in ‘real outcomes’. Investments were significantly higher only in the first
year after treatment (not the second or third years). There was no significant effect on trade debts (which
proxy the amount of business a firm is doing) in all years.

What can we learn from this?

Although the policy led to a more balanced debt structure (i.e. more long-term) with lower servicing
costs (i.e. lower interest rates), it didn’t increase the overall amount of debt nor did it lead to significant
improvements in firm performance. In terms of defaults it actually lead to worse performance. The
authors suggest that the lack of improvement on real outcomes could be due to the relatively short
time frame of the evaluation (three years). Improving debt structure may in itself by a policy benefit
since Italian firms have been shown to have debt structures that are unbalanced towards the short-
term component. However based on the findings presented the policy was only partially successful in
achieving its stated objectives.

Reference

D’Ignazio, Alessio and Menon, Carlo (2012) The causal effect of credit guarantees for SMEs: evidence
from ltaly. SERC Discussion Papers, SERCDP0123. Spatial Economics Research Centre (SERC),
London School of Economics and Political Science, London, UK. [Study 584 from our Access to
Finance review, available here: http://www.whatworksgrowth.org/policy-reviews/access-to-finance/]

This work is published by the What Works Centre for Local Economic Growth, which is funded by a grant from the
Economic and Social Research Council, the Department for Business, Innovation and Skills and the Department of
Communities and Local Government. The support of the Funders is acknowledged. The views expressed are those of the
Centre and do not represent the views of the Funders.

Every effort has been made to ensure the accuracy of the report, but no legal responsibility is accepted for any errors
omissions or misleading statements.

The report includes reference to research and publications of third parties; the What Works Centre is not responsible for,

and cannot guarantee the accuracy of, those third party materials or any related material. H M Govern ment



