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Do Cooperative Bank Ties Make Small Businesses Greener? Evidence from Italy
by
Beatrice Di Marco (LUMSA), Giovanni Ferri (LUMSA) and Marco Pini (Centro Studi delle

Camere di Commercio Guglielmo Tagliacarne)

Abstract
Investors increasingly assess firms using broader performance measures beyond return on equity,
emphasizing ESG (environmental, social and governance) outcomes. Micro- and small-sized
enterprises (MSEs), which traditionally rely on cooperative banks to ease credit constraints, now face
growing pressure to adopt sustainable practices. This shift calls for re-examining whether
relationships with credit cooperative banks (CCBs) enhance not only credit access but also ESG
performance. Using data from the 2023 Tagliacarne Institute Survey in Italy, the study develops an
innovative metric and applies an instrumental variables approach to address endogeneity. Results are
robust and show a positive ESG effect, particularly when firms are geographically close to CCB

branches.

JEL Codes: G21; L25; L26; L31; M14; P13; Q56.
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1. Introduction

The inception of environmentally and socially friendly practices by businesses, including micro- and
small-sized enterprises (MSEs), has become necessary because of the global challenge of achieving
eco-social sustainability. Enterprises face growing pressures from regulators as well as from various
stakeholders, both internal and external, to improve their performance along different non-financial
dimensions, including environmental and social impacts (Yasaswi, 2023).

However, enterprises encounter many barriers to promoting environmental, social and governance
(ESG) targets, such as those due to a lack of resources (human and/or financial) and capabilities
(Puteh Salin et al., 2023). For this reason, regulators should be aware of the enormous investment
demands from the planned green transition of the economy and should contribute to easing the
uncertainty around investing in it (Kemfert et al., 2020).

MSESs might pursue socially and environmentally responsible behavior in informal ways. Many small
businesses may engage in silent ESG investments, employing sustainable practices without
acknowledging or disclosing them (Yasaswi, 2023).

Nevertheless, one of the greatest challenges encountered by small businesses in Europe is the
constrained access to appropriate financial resources (Baas & Schrooten, 2006), hindering their
ability to invest in sustainable initiatives and effectively navigate economic fluctuations (OECD,
2020). Historically, credit access has been crucial for optimizing output and maximizing return on
equity (ROE). Specifically, there was a recognized difficulty in financing for small enterprises,
prompting the need for tailored support. Consequently, establishing ties with cooperative banks at the
MSE level could alleviate credit constraints and enhance their access to funds (Hasan et al., 2021).
This is due to the ability of cooperative banks to overcome information asymmetries and gather client
soft information. In fact, as stated in their mission, cooperative banks’ aim is to satisfy stakeholders’
needs and support nonprofit organizations in the local areas in which they operate instead of focusing
solely on profit maximization.

However, as stated previously, MSEs face increasing pressure to embrace eco-socially responsible
practices because of stakeholder concerns. Consequently, performance evaluation now encompasses
meeting stakeholders’ ESG expectations. Additionally, at least in the European Union, many MSEs
are indirectly addressed by the Corporate Sustainability Reporting Directive (CSRD), which
intensifies regulations related to ESG aspects, including climate action, biodiversity, and human
rights. To be sure, only medium—large enterprises have to comply directly with the CSRD. However,
CSRD-prone enterprises are typically the leaders of their own supply chain, which means that to

validate their own ESG scores, these enterprises must obtain their suppliers’ ESG scores. In turn,



even MSEs need to acquire familiarity with ESG practices and a sufficient and adequate ESG score
(Dzomonda, 2022).

Hence, while remaining salient, credit access is not the only issue, as it possibly was in the past. Thus,
the importance of the MSE-cooperative bank relationship must now be assessed according to broader
parameters. In particular, if, in the past, relationships with cooperative banks improved MSE access
to credit, as many authors have found, today’s equivalent would be if this relationship improved MSE
performance in terms of their ESG score, the new metric of enterprise performance.

At this juncture, the following question arises: can cooperative bank relationships extend to facilitate
MSEs’ compliance with ever-more intrusive ESG practices? This is our research question.

Using data from a tailor-made survey obtained by the 2023 Survey of the Tagliacarne Institute on a
representative sample of Italian enterprises, we find strong evidence supporting our hypothesis. In
doing so, we classify the survey’s questions on the basis of the European Sustainability Reporting
Standards (ESRS) requirements, which provide guidelines to comply with the CSRD. Thus, the
questionnaire, among others, contains: i) a specific section on the issues related to the green economy
and environmental sustainability (E dimension) concerning green investments, both already made
and planned,; ii) a specific section on human resources and the supply chain (S dimension); and iii) a
specific section on enterprises’ corporate governance (G dimension). Starting from these questions,
we build an aggregate ESG indicator by classifying each question within E, S, or G factors and
assigning a specific weight to each question.

Specifically, controlling for endogeneity through a set of appropriate instrumental variables, we
obtain robust results confirming that the presence of a CCB as the banking partner of an MSE spears
that MSE toward better ESG performance. Moreover, through accurate geo-localization, we show
that such a pro-ESG effect benefits more enterprises established in proximity to the CCB branch.

In the remainder of the paper, Section 2 delves into an extensive review of the pertinent literature and
establishes the foundations for our testable hypotheses within the academic and policy discussion.
Next, Section 3 details the dataset used in our empirical analysis (Subsection 3.1), describes the
innovative methodology used to construct our proxy ESG variable, justifying the variables included
in our scrutiny (Subsection 3.2), and presents the methodology through which we perform the analysis
(Subsection 3.3). Section 4 reports the results of our regression analysis (Subsection 4.1) and submits
those results to appropriate robustness checks to ensure their validity (Subsection 4.2). Section 5
summarizes the discussion of the results we obtained and outlines policy implications. Finally,
Section 6 concludes the paper, highlights potential limitations and proposes avenues for future

research.



2. Theoretical and Institutional Framework

In addition to financial objectives, enterprises often strive to integrate a wide range of environmental,
social, and governance (ESG) goals into their business models (Bénabou & Tirole, 2010; Hart &
Zingales, 2017). Currently, enterprise performance encompasses measures that are very different
from those that investors used to look at twenty years ago. ESG criteria include both quantitative and
qualitative data regarding an enterprise’s sustainability initiatives and the possible effects they may
have on different stakeholders (Uyar et al., 2023). In recent years, enterprises have faced increased
pressure to make more socially responsible decisions because even shareholders care about more than
just money (Hart & Zingales, 2017). Consequently, the concept of value creation demands that an
enterprise not only provides evidence of its economic and financial achievements but also reports a
satisfactory ESG score.

Researches in this area highlight the growing recognition of ESG factors as critical drivers of business
success, even for smaller enterprises. They drive economic growth and enhance a country’s
competitive edge. However, transitioning to a green economy requires many resources, including
financing. Banks can significantly address environmental and social concerns by recognizing socially
conscientious borrowers for long-term investments. They can invest in or lend to enterprises involved
in sustainable development to build a sustainable future. As noted by the OECD, the lack of available
financing and persistent funding gaps have been identified as major constraints in the transition
toward a circular economy (OECD, 2020).

The renewed attention given to sustainability in Europe, especially in the area of ESG, is due mainly
to the implementation of the Corporate Sustainability Reporting Directive (CSRD), which strengthens
the rules concerning the social and environmental information that enterprises must report. Starting in
the 2024 financial year, a broader set of large enterprises, as well as listed SMEs, will now be required
to act and report on sustainability, both environmentally and socially. This report must be elaborated
in compliance with the European Sustainability Reporting Standards (ESRS). They provide a
structured framework for reporting, covering environmental, social, and governance issues, including
climate change, biodiversity and human rights, and outline how and what information and ESG
metrics enterprises need to report to comply with the CSRD.

Moreover, mandatory sustainability reporting is politically intended to drive management behavior
to pursue ESG goals and, furthermore, indirectly affects the reporting enterprise’s profitability and
value through providing stakeholders with information they can use to take action or make decisions
(Wagenhofer, 2024). As a consequence, enterprises require assistance when new regulations are
implemented, mainly from a financial point of view, to address sustainability issues proactively

(Jansson et al., 2017). Indeed, the success of the transition toward a greener economy hinges on how
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efficiently banks can direct credit to low-emission borrowers and industries (Bruno & Lombini,
2023). Currently, financial development is considered an effective mechanism for mitigating
environmental risk, primarily through its capacity to mobilize resources for the development of green
technologies (Ng et al., 2020).

In contrast to larger corporations, which are more inclined toward proactive sustainability measures,
smaller enterprises tend to react only when faced with substantial external pressure (Yasaswi, 2023).
Specifically, micro- and small enterprises may struggle with understanding and complying with
complex ESG regulations because of the absence of standardized reporting formats and metrics.
Moreover, the benefits of adopting sustainable business practices, whether they are financial, ethical,
or both, will become evident across different levels and often at different points in time. It is important
for companies to recognize that while some advantages may materialize rapidly, others may require
more time to emerge as they determine their strategy for sustainable growth (Yasaswi, 2023). Indeed,
requiring micro and small enterprises, either directly or indirectly, to engage in ESG reporting calls
for the creation of tools that protect these enterprises from increased administrative costs and
guarantee that they maintain their competitive position on the market (Bielawska, 2022) because they
represent a key and strategic axis for development and economic mobility in many countries.
Ideally, environmental performance is a crucial factor influencing investment decisions by investors
and lending decisions by banks (La Rosa et al., 2018; Zhang & Weber, 2022). In a frictionless capital
market, funds will always be available to enterprises with positive NPV investment opportunities. In
practice, small companies often complain of not being able to borrow enough capital at reasonable
rates (Petersen & Rajan, 1994): information asymmetries and agency costs may explain this situation
and increase the cost of capital for sustainable projects. It is common for general innovation to be
subjected to this opaqueness and information asymmetry between borrowers and investors; however,
it is believed to be even more pervasive for environmental innovation (Cecere et al., 2014).

The banking sector plays an intermediary role between economic development and environmental
protection by promoting environmentally and socially responsible investments (Mozib Lalon, 2015).
This would ensure that smaller, often credit-constrained, innovative enterprises receive more
favorable funding terms (Jensen et al., 2019). According to these researchers, green innovator
enterprises are more financially constrained than non-green innovator enterprises are, even when
variables such as size, industry and innovation capability are considered (Jensen et al., 2019).
Previous studies have investigated the benefits of the relationship between enterprises and their
creditors (Hoshi et al., 1989); however, only in recent years ESG policies have been recognized as
factors that influence the construction of bank lending relationships (Houston & Shan, 2022). Given

that many SMEs encounter difficulties in securing external funding, particularly from banks, current
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researchers suggest that outstanding environmental performance can create funding opportunities for
small, unlisted enterprises (Andries et al., 2018; Aristei & Gallo, 2021; Cheng et al., 2014).

The first way a bank may influence borrower ESG-related behavior is through the initial decision of
whether to lend (Houston & Shan, 2022). Banks have made ambitious public commitments to reduce
financed emissions and enhance financing for sustainable activities. Nonetheless, net zero
commitments do not result in significant changes in bank behavior because net zero banks®' do not
divest from polluting sectors or significantly increase project financing for renewable energy
initiatives (Sastry et al., 2024). Similarly, borrowing enterprises reliant on net zero banks are not more
likely to establish their own climate targets or reduce their verified emissions (Sastry et al., 2024). In
contrast, according to other researchers, banks with low ESG rates value the addition of more ESG-
conscious borrowers to their portfolios and, accordingly, factor in the ESG attributes of borrowers in
their pricing strategies (Shin, 2020).

Larger enterprises usually finance themselves through the issuance of shares or bonds. However,
small businesses rely strongly on bank loans (Kemfert et al., 2020) and have limited access to capital
markets. In Europe, more than 80% of corporate debt is financed by banks, whereas in the U.S., the
capital market is the broadly dominating funding source, and bond financing for small enterprises is
common (Jensen et al., 2019). Specifically, the issue of compliance with credit access and ESG
requirements is a major challenge for micro- and small-sized enterprises (MSEs). They find it difficult
to meet ESG rigorous standards because of a lack of funds, expertise, and knowledge (Puteh Salin et
al., 2023). Indeed, the European Commission stated that the mechanism for integrating social,
environmental, ethical, and human rights considerations will mean that the CSR mechanism is likely
to remain informal and intuitive for most SMEs, particularly micro-enterprises (EU, 2011). Moreover,
they might not be aware of the ways in which ESG practices can support their long-term expansion
and competitiveness. Therefore, relationship-based loans made by banks to enterprises, which are
based on soft information about enterprises, have predominantly been viewed as prevalent and
beneficial only for micro, small- and medium-sized enterprises. However, large enterprises also have
banking relationships, even though they must rely on hard information for each loan transaction (Goel
& Zemel, 2015).

According to some academics, local and cooperative banks have a comparative advantage in
providing services to micro- and small businesses because they know the local enterprises well as
they gather information through direct contact with them (Hasan et al., 2021). Even the impact of the

financial crisis on the availability of credit disbursed by cooperative banks was less severe than that

' The Net Zero Banking Alliance (NZBA) is a group of leading global banks committed to financing ambitious climate
action to transition the real economy to net-zero greenhouse gas emissions by 2050.
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on other types of banks because of their superior ability to gather and handle client information,
particularly soft information (Ferri et al., 2014). Consequently, they play an important role in the
capital markets of many countries (McKillop et al., 2020). Today, credit cooperative banks (CCBs)
are the most representative form of banking localism in Italy. Their vocation to retail banking is
evidenced by 59% of assets being destined for loans to households and small businesses (Filomeni et
al., 2023).

Typically, CCBs have strong relationships with the local areas where they have been situated since
they were founded. Owing to their deep knowledge and reciprocal community membership, their
family situation and personal reputation may help identify creditworthy people (Crovini et al., 2018).
A high proportion of CCB branches in a province should reduce the need for trade credit and thus
affect the relationship between trade credit and enterprise investment decisions (Filomeni et al.,
2023). Moreover, the mutual ownership structure typical of CCBs should reduce ex ante adverse
selection and ex post moral hazard issues because it increases members’ interests, including
borrowers, in line with those of the institution (Angelini et al., 1998). As a result, CCBs are viewed
as overcoming the information asymmetry problem typical of financial institutions (Fonteyne, 2007)
and reducing moral hazard (Fonteyne & Hardy, 2011) better than commercial banks are.

Following this strand of literature, small business lending terms are influenced not only by individual
customer relationships but also by group interactions within the local community that can enhance
the bank’s ability to screen and monitor borrowers and enforce debt contracts (Angelini et al., 1998).
Additionally, cooperative and mutual banks aim to meet the needs of their shareholders (most of
whom are also depositors and borrowers) and support non-profit organizations in local areas rather
than focusing on profit maximization (Fiordelisi et al., 2023). Therefore, this approach aligns
precisely with the requirements of environmental and social investments, thereby redefining the
relationship between enterprises and financial institutions. This implies that cooperative banks have
traditionally had an advantage in the social dimension and that a social project may also have
environmental co-benefits and that a green project may have social co-benefits. Consequently, the
following question arises: can this advantage in the social dimension of cooperative banks be
extended to other dimensions of ESG factors? Or could it become an obstacle to increasing ESG
investments?

Certainly, as noted by Becchetti et al. (2016), the mission to support and finance the local businesses
of cooperative banks has advantages and drawbacks. On the one hand, as stated above, their
governance system should help them grow and adapt to new social, economic and legal environments
(Catturani & Stefani, 2016), reduce informational asymmetries between lenders and borrowers and

increase the quality of credit (Becchetti et al., 2016). On the other hand, cooperative banks may be
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more exposed to the risk of local political capture, insufficient diversification and looser credit
conditions for local enterprises, reducing the quality of credit (Becchetti et al., 2016; Fiordelisi et al.,
2023). In addition, since a cooperative bank usually operates just in its own region, it has fewer
opportunities to diversify its risk (Lang et al., 2016).

In recent years, the financial landscape has significantly evolved. For instance, innovations in lending
technologies have facilitated data collection and potentially diminished the role of soft information
in small business credit risk assessment (Berger et al., 2014). New developments in the technological
environment can be used to strengthen the success of bank-micro and small enterprise relationships,
which is especially pertinent in such times of financial duress, as it can enhance the communication
mode of the dyad (Crovini et al., 2018). On the other hand, new technologies also enhance the use of
non-bank sources of debt financing, such as P2P lending and crowdfunding. Similarly, the use of
hard-information technologies can result in a comparative advantage for large banks in lending to
smaller enterprises (Agarwal & Hauswald, 2010). In fact, the deterioration of an enterprise’s access
to bank financing linked to local banks’ corrective programs depends on the presence of other healthy
local banks in the enterprise’s vicinity (Hasan et al., 2018).

As stated previously, large banks usually tend to specialize in lending to large companies via the use
of verifiable information (Ambrosio & Coccorese, 2015), whereas small banks are better able to meet
the demands of innovative district members (mostly micro- and small-sized enterprises) because they
lack the pyramidal structures typical of the largest banks and because their operational procedures are
looser (Arnone et al., 2015). Despite this difference among large and local banks, recent research
shows that banking relationships can promote corporate environmental, social and governance
policies (Houston & Shan, 2022).

In addition, what influences this relationship is the ESG policies of financial institutions: enterprises
that borrow from banks with relatively better ESG profiles are more likely to improve their own ESG
performance over time (Houston & Shan, 2022). This relationship works in both directions because
enterprises with high ESG rates usually prefer borrowing from similarly high-rated lenders, posing a
challenge for low ESG banks in establishing ties with them (Shin, 2020). Following this idea, banks
with low ESG rates, striving to enhance their ESG profiles, need to offer more competitive interest
rate spreads than their high ESG counterparts do to attract borrowers with robust ESG credentials
(Shin, 2020). Banks are then motivated to lend to enterprises that are actively investing in ESG
initiatives, offering them more attractive interest rates.

According to other research, the factor that influences the relationship between banks and enterprises
is the enterprise’s ESG risk: enterprises with higher ESG risk borrow less from banks than from

markets, potentially to avoid bank monitoring and scrutiny (Newton et al., 2022), not allowing the
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development of a continuous business relationship. Notably, companies with poor ESG policies are
more likely to encounter financial or legal problems, which ultimately reduce their value (Shin, 2021).
Moreover, lenders prefer to provide loans to enterprises demonstrating robust governance
frameworks, as indicated by the governance component of their ESG profile, because a strong G
factor usually indicates a greater ability to reduce risk and enhance business stability (Shin, 2020).
These shifts in lending standards indicate that financial institutions alter the composition of their loan
portfolios by selectively associating with borrowers whose values align with their own sustainability
goals (Shin, 2020). Thus, there is evidence of the interaction between responsible bank lending and
enterprises’ ESG behavior.

Furthermore, beyond regulatory compliance, banks have incentives to minimize negative exposures
in catastrophic social and environmental scandals to preserve future business opportunities (Houston
& Shan, 2022). Consequently, banks could voluntarily participate in financing individual
environmental projects (Vanishvili & Katsadze, 2022), even if they require mobilizing large amounts
of funds, channeling them into long-term environmental innovation projects that are associated with
immature and intricate technology (Olmos et al., 2012). Therefore, whereas still important, access to
credit is not as binding as it was in the past.

Currently, financing companies that do not report ESG issues are considered riskier (Bielawska,
2022). Thus, the relationship between the single MSE and the cooperative bank must be assessed
according to other parameters. Specifically, if, in the past, the relationship with the cooperative bank
improved MSE access to credit and served as a means of optimizing output and maximizing ROE,
today’s equivalent would be if this relationship was accompanied by an improvement in MSE
performance in terms of the ESG score.

Finally, if cooperative banks effectively exercise a positive effect on the ESG performance of the
enterprises with which they have strong relationships, how does that materialize? Through which
channel? In other words, do cooperative banks exert bilateral soft leadership directly on borrowing
enterprises? Alternatively, do cooperative banks favor ESG performance indirectly by affecting the
social capital of the local community? If the channel is bilateral, then direct proximity should be
irrelevant, whereas proximity will play a paramount role if the social capital of the local community
mediates the channel of transmission. While contributions related to this specific aspect seem to be
lacking regarding cooperative banks, some works have identified the importance of green
awareness/competencies in local communities in promoting eco-tourism (Cabral & Dhar, 2019) or
creating clean-tech startups (Giudici et al., 2019). At the same time, recent evidence suggests that

human relationships between banks and SMEs remain relevant even in increasingly digitalized



contexts (Fasano & La Rocca, 2024). Thus, our empirical analysis will have to test whether proximity
matters.

The discussion above leads us to develop our three research hypotheses as follows:

Hypothesis 1. For an MSE, the benefits of a relationship with a CCB evolve from the traditional credit

provision to also encompass the spearheading of the partner MSE’s overall ESG performance.

Hypothesis 2. Despite the E and S dimensions being complementary, the relationship with a CCB

provides stronger support for the latter in line with the social origin of CCBs’ mission.

Hypothesis 3. In addition to the view that CCB proximity promotes social capital formation in a
contiguous neighborhood, the pro-ESG effect of a CCB is stronger for customer MSEs located within
a limited geographic radius from the CCB branch.

Unfortunately, financial institutions point out many obstacles in selecting ESG-focused borrowers
from a large pool of applicants because the financial pillar is still the most important and accounts for
43% of the overall importance, followed by the environmental pillar (24%), the social pillar (19%),
and the governance pillar (14%) (Roy, 2023). Thus, overall, most of the literature identifies a positive
effect of the relationship between cooperative banks and micro- and small businesses, and some
works contradict that view. Hence, it is important to verify whether establishing this relationship
helps enterprises outperform in terms of ESG investments. This paper fills this gap, at least in the
Italian context. Additionally, this work contributes to another strand of research by introducing a new
ESG indicator built to capture the effect of the relationship between cooperative banks and enterprises

in terms of ESG performance.

3. Data and Methodology

3.1 Data

Our database refers to a survey carried out by the Centro Studi Tagliacarne — Unioncamere (Italian
Union of Chambers of Commerce) at the beginning of 2023 on a sample of approximately 1,300
Italian manufacturing enterprises with between 5 and 49 employees (see Appendix C for more
details). These recent data enable a comprehensive analysis of the current strategic business position
from multiple perspectives (e.g., performance, business strategies for sustainability, investments,

etc.).
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The sample corresponds to 1.1% of the Italian population in terms of enterprises. The sampling
procedure ensured the statistical representativeness of the data by considering both exhaustive and
random sampling criteria. Three dimensions of enterprises were considered in the stratification: i)
sector (nine economic activities of section C of the manufacturing industry of the Nace Rev. 2
classification); ii) size class in terms of employees (5-9, 10-49, 50-249, 250-499); and iii)
geographical location (North-West, North-East, Center, South). The survey was conducted using the
CATI method (Computer-Assisted Telephone Interviewing) by a professional contractor to collect
both qualitative and quantitative information about the company; several preliminary meetings were
held with the contractor to explain the exact meaning of the questions to the interviewers.

The quality of the data was then validated. According to Dorling and Simposon (s.d.), the quality of
the data was also ensured by the fact that it came from a public authority, which confirms a high
response rate and the representativeness of the population. The questionnaire covered several topics,
such as digitalization, innovation, training activities, governance, and economic performance, and
contains a specific section on the issue of the green economy and environmental sustainability (E)
concerning green investments, both already made and planned; a specific section on human resources
and the supply chain (S); and a specific section on enterprises’ corporate governance (G). Starting
from these questions, we build an aggregate indicator by reclassifying each question into E, S, or G
categories according to the ESRS standards and assigning a specific weight to each question.

Other information concerns workforce characteristics, with a specific focus on management,
enterprise-bank relationships, corporate governance, internationalization, and enterprise relationships
with institutions. The information on the structural characteristics of the company (e.g., age,

economic sector) and the workforce (number of managers) came from the administrative archive.

3.2 Variables description

Dependent variables

Table 1 reports the descriptions of all the variables. ESG performance is our dependent variable. We
assessed this performance at the enterprise level by following these steps. The construction of the
ESG indicator is the most important preliminary step of our analysis. First, for each dimension
(environmental, social, governance), we identified in the questionnaire the issues more closely linked
to the Disclosure Requirements defined by the European Sustainability Reporting Standard (ESRS)
(EFRAG, 2022) (for more details, see Appendix A). Second, for each issue captured by a question,
we assigned a weight according to the different “how to respond”, setting the minimum at 0 and the
maximum at 10 (for more details, see Appendix B). Specifically, we assigned values ranging from 0

to 10 for questions with multiple response options, whereas for questions with a single response
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option, values of either 0 or 10 were assigned. Third, on the basis of these weights, we calculate the
indicator for each dimension (E, S, G) via a simple average, with values ranging from 0 to 10. Fourth,
we determine the overall ESG indicator as the simple average of the three indicators. All elaborations

were carried out at the enterprise level®.

Main independent variable

Since there are many studies on the role of cooperative banks in supporting businesses from different
points of view (Angelini et al., 1998; Barra & Ruggiero, 2022; Berger et al., 2014; Crovini et al.,
2018; Fiordelisi et al., 2023; Hasan et al., 2021; McKillop et al., 2020; Nitani & Legendre, 2021;
Oktaria & Sari, 2021), our main independent variable, which is binary, identifies whether the

enterprise has a close relationship with a credit cooperative bank (CCB).

Geographic proximity

We measured the proximity between the enterprise and the credit cooperative bank branch by
employing geographic information system (GIS) software. Specifically, on the basis of geographic
coordinates, we localized each CCB branch (source: Bank of Italy) and each enterprise on the Earth’s
surface. Concerning enterprises, we considered headquarters (Nguyen, 2019) rather than local units.
However, this choice does not alter the results because the large majority of small enterprises have
no local unit, namely, the headquarters correspond to the entire enterprise.

For each enterprise, we calculate the distance between the enterprise and the nearest CCB branch in
terms of km as the crow flies. Finally, we construct two variables: the first is a dummy variable
(Proximity_d) taking value if there is a cooperative bank branch within a 1 km radius of the enterprise
in line with Beccalli et al., (s.d.); the second one (Proximity) is a continuous variable measuring the
inverse of the distance in km (km as the crow flies) between the enterprise and the nearest CCB

branch (in logarithmic values).

Control variables

The analysis included several other independent variables to control for potentially confounding
effects of various enterprise characteristics that may influence ESG performance. Size is a factor
potentially influencing business strategies for sustainability (for a discussion, see, e.g., Del Baldo,

2012). Although our analysis focuses primarily on enterprises with up to 49 employees, we include a

2 We carried out a first acid test of the reliability of our ESG metric by comparing our ESG ratings to the ESG ratings
issued by Moody's Orbis (https://www.moodys.com/web/en/us/capabilities/company-reference-data/orbis.html) for a
large set of common enterprises. It turned out that Moody's ESG average rating is very close to our ESG average rating
when calculated for the same set of companies. Moreover, the correlation of Moody's ESG ratings with our ESG ratings
when calculated for the same set of companies is highly positive and statistically significant.
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size control by incorporating a dummy variable (Micro) that takes a value of 1 if the enterprise has
fewer than 10 employees.

Moreover, we control for geographical location because, as highlighted by Marquis & Battilana
(2009), the geographic environment has a significant influence on organizations. We included a
dummy variable (South) identifying the enterprises located in southern Italy.

Recognizing that social legitimacy may be very important in accessing key resources, especially for
younger companies (Zott & Huy, 2007), we included a dummy variable indicating young
enterprises (Young) that correspond to enterprises where the entrepreneur is aged up to 35 years.
Furthermore, considering that female leadership influences ESG performance (recently, Yahya,
2023), we control for this factor through a dummy variable taking a value of 1 if the ownership is
female (i.e., if the woman present in the ownership area is the majority or exclusive).

We also controlled for enterprise age since older enterprises may have more experience,
competencies, and embedded learning mechanisms (Kumar & Saqib, 1996) that may affect business
strategies. Thus, we included a continuous variable (Age) measuring enterprise age in terms of years
since enterprise inception.

Moreover, as the presence of a family in governance may influence business strategies in the
sustainability field (Cruz et al., 2014; Mariani et al., 2023), we included a binary variable (Family)
that takes a value of 1 if the enterprise is family owned.

We also included another variable that captures whether the enterprise has registered an increase in
turnover (Turnover growth) because performance is recognized as a potential factor affecting
sustainability practices (e.g., Roberts, 1992).

In addition to enterprises’ structural features, we control for enterprises’ engagement in the National
Recovery and Resilience Plan (NRRP) projects, considering that Italy received the largest allocation
of NGEU funds, with a significant portion dedicated to environmental and social sustainability. We
inserted a dummy variable (NRRP) that takes a value of 1 if the enterprise is activating or has already
been activated on NRRP projects, in line with previous studies on the Italian case (Ferri et al., 2023).
Finally, we included industry manufacturing dummy variables to account for sectoral differences.
Table 2 displays summary statistics. There are 19.3% of the enterprises that have a close relationship
with cooperative banks. In terms of size, 41.1% of the sample (small enterprises) is composed of
microenterprises (5—9 employees). From a geographical perspective, almost one-fifth (18.6%) of the
enterprises are located in southern Italy. In terms of ownership features, 6.9% are young enterprises
(i.e., the majority of the ownership is owned by those under 35 years of age), and 13.6% are female

enterprises (i.e., the majority of the ownership is owned by women).
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Table 1: Variables description

Variables Type Description

Dependent variable

ESG Continuous Enterprise’s ESG performance (0-10)
censored

E Continuous Enterprise’s Environmental performance (0-10)
censored

S Continuous Enterprise’s Social performance (0-10)
censored

G Continuous Enterprise’s Governance performance (0-10)
censored

Main independent variables

Cooperative
banks

Proximity_d

Proximity

Control
variables
Micro
South
Young

Female

Sector

Age

Turnover growth

Family
Instruments

#Bank
stakeholders

#Social Capital

Dummy

Dummy

Continuous

Dummy
Dummy
Dummy
Dummy

Dummies

Continuous

Dummy

Dummy

Dummy

Continuous

1 = if the enterprise has a close relationship with cooperative banks; 0
= otherwise

1 = if there is a cooperative bank branch within a 1 km radius of the
enterprise

Inverse of the distance between the enterprise and the nearest
cooperative bank branch in terms of km as the crow flies (expressed in
logarithmic values)

1 = if the enterprise is micro (5-9 employees); 0 = otherwise

1 = if the enterprise is located in the South Italy; 0 = otherwise
1 = if the entrepreneur is aged up to 35 years old; 0 = otherwise.
1 = if enterprise’s property is owned by women; 0 = otherwise

1 = if the enterprise belongs to a n -sector; 0 = otherwise. The sectors
are the following: Food products and beverages, Textiles, apparel,
leather and related products, Wood and paper products, and printing,
Chemicals, pharmaceuticals, rubber and plastics products,
Nonmetallic mineral products, Basic metals and fabricated metal
products, Computer, electronic, optical products and electrical
equipment, Machinery and transport equipment, Furniture and other
manufacturing

Number of years since inception

1 = if the enterprise registered a turnover growth in the two previous
years

1 = if the enterprise is family-owned; 0 = otherwise
1 = if the enterprise states that the bank strengthens its relationship
with the stakeholders (e.g., customers, other enterprises, no-profit

organizations, etc.)

Average voter turnout at the province level for all the referenda in the
period between 1946 and 2016 (source: Ministry of the Interior)
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In terms of economic activities, 11.0% of the enterprises operate in “food products and beverages”;

14.3% in “textiles, apparel, leather and related products”; 16.1% in “wood and paper products and

printing”; 7.3% in “chemicals, pharmaceuticals, rubber and plastics products”; 9.0% percent in “non-

metallic mineral products”; 13.7% in “basic metals and fabricated metal products”; 7.0% in

“computer, electronic, optical products and electrical equipment”; 10.3% in “machinery and transport

equipment”; and 11.3% in “furniture and other manufacturing”. Almost one-fifth (17.1%) of

enterprises have close relationships with cooperative banks. Enterprise age is, on average, 30.9 years.

With respect to economic performance, more than one-third (36.8%) of the enterprises registered an

increase in turnover.

Table 2: Summary statistics

Mean Std. Dev. Min Max
Dependent variables
ESG 1.734 1.185 0 6.252
1.669 1.577 0 7.500
S 1.703 1.872 0 8.718
G 1.830 1.615 0 9.071
Main independent variables
Cooperative banks 0.193 0.394 0 1
Control variables
Micro 0.411 0.492 0 1
South 0.186 0.389 0 1
Young 0.069 0.254 0 1
Female 0.136 0.343 0 1
Food products and beverages 0.110 0.313 0 1
Textiles, apparel, leather and 0.143 0.351 0 1
related products
Wood and paper products, and 0.161 0.367 0 1
printing
Chemicals, pharmaceuticals, 0.073 0.261 0 1
rubber and plastics products
Nonmetallic mineral products 0.090 0.286 0 1
Basic metals and fabricated 0.137 0.344 0 1
metal products
Computer, electronic, optical 0.070 0.255 0 1
products and electrical
equipment
Machinery and transport 0.103 0.304 0 1
equipment
Furniture and other 0.113 0.317 0 1

manufacturing
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Age 30.981 15.386 3 114

Turnover growth 0.368 0.482 0 1
Family 0.867 0.339 0 1
3.3 Methodology

Our dependent variable measures enterprises’ ESG performance through an indicator ranging from 0

to 10. Since it is a censored variable, we use the Tobit model (Tobin, 1958). Specifically:
ESG,= B,+B,Cooperative banks+f3,C;+¢;, [1]

where ESG is the dependent variable according to different measurements: ESG overall, E, S, and G.
Cooperative banks constitutes our main independent variable, which is binary and takes a value of 1
if the enterprise has a close relationship with cooperative banks. C is a vector of control variables that
are all binary except for Age, which is continuous (for more details, see Table 1). ¢ is the error term.
Collinearity problems do not emerge since all values of the Variance Inflation Factor are below the
critical value of 10 (Yoo et al., 2015).

We checked the presence of potential endogeneity of the variable Cooperative banks by investigating
the possible presence of exogenous variables that affect ESG performance through the endogenous
variable Cooperative banks. We address this issue by applying an IVTobit model® (Stata Press
Publication, 2009). Analytically, the model involves two equations. The structural equation is
equation [1], and the reduced form considers a set of instrumental variables Z; correlated with the
endogenous explanatory variable (Cooperative banks) but uncorrelated with the stochastic error € in
the regression [1], i.e., the instrumental variables are exogenous. The effects of the instruments on
the endogenous variable are measured by the vector of parameters [(»; in the reduced form.

Analytically, the reduced-form regression is as follows:
Cooperative banks,= B+ [, Z;+B,C.+u;,  [2]

where Cooperative banks is the endogenous explanatory variable in [1], Z; is the vector of
instrumental variables and p is the residual.

To test whether cooperative banks is endogenous, we used the Wald test, which tests the correlation
between the residuals from the structural equation (subsumed in €; in Eq. 1) and the residuals from
the reduced form (subsumed in y; in Eq. 2) p=Corr(&;, y;). If the test is significant, we reject the
null hypothesis of no endogeneity; hence, the variable Cooperative banks is endogenous. Concerning

the validity of the instruments, we check: i) if they are correlated with the endogenous variable

® Command IVTobit in STATA. We applied IVTobit based on maximum likelihood estimation since it has various
advantages over the two-step procedures (Wooldridge, 2010).
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(instruments relevance) and ii) if they are exogenous, namely, uncorrelated with the error term ¢ in
regression [1] (instruments exogeneity). Regarding instrument relevance, we used the F-test for the
joint significance of the instrument coefficients: a value above 10 means that the instruments are not
weak (Stock et al., 2002). Regarding instrument exogeneity, we perform an over-identification
restriction check applying the Sargan test: an insignificant value means that we do not reject the null

hypothesis that the instruments are exogenous.

4. Results

4.1 Baseline results

Table 3 reports the results. We investigate whether a close relationship with cooperative banks affects
enterprises’ ESG performance. We build, at the enterprise level, by exploiting the results of the
survey, an indicator for each ESG dimension and, consequently, the overall ESG indicator as the
simple average of these three dimensions. By controlling for several enterprises’ structural
characteristics (age, size, sector, location, governance, ownership features, etc.), the results show that
a close enterprise’s relationship with cooperative banks (which we call the “cooperative bank effect)
has a positive and statistically significant effect on its ESG performance (the coefficient of
Cooperative banks is positive and statistically significant (0.293; p<0.01, Table 3, Model A)). This
finding supports H1, i.e., that ESG performance improves when enterprises have a relationship with

a CCB.

Table 3: Effects of cooperative banks on ESG

ESG E S G
(A) (B) ©) D)
Cooperative banks 0.293%** 0.282%* 0.628%*** 0.171*
(0.064) (0.122) (0.121) (0.100)
Control variables
Micro -0.243%** -0.796%** 0.037 -0.320%**
(0.061) (0.119) (0.116) (0.096)
South 0.032 0.295%* -0.168 0.049
(0.078) (0.149) (0.148) (0.122)
Young 0.663*** 0.627%** 0.125 1.551%**
(0.115) (0.218) (0.219) (0.178)
Female 0.365%** -0.096 0.018 1.210%**
(0.089) (0.172) (0.169) (0.138)
Age -0.002 0.007* -0.004 -0.007**
(0.002) (0.004) (0.004) (0.003)
Turnover growth 0.341*** 0.049 0.804*** 0.300%***
(0.062) (0.118) (0.117) (0.096)
Family 0.004 0.250 -0.197 -0.024
(0.086) (0.168) (0.163) (0.135)
Sector Y Y Y Y
Constant 1.375%** 0.839*** 1.072%%** 1.294%%**
(0.145) (0.279) (0.276) (0.227)
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Obs 1,283 1,283 1,283 1,283

LR chi2 4(09.2%** 302.4%** 207.3*** 333.1%**

Pseudo R2 0.100 0.066 0.040 0.069
Dependent variable at the top of the column. The table shows the following: i) coefficients of Tobit regression; ii) standard errors in
parentheses; iii) LR chi2 test of the joint significance of the explanatory variables: iv) Pseudo R2. *** p < 0.01, ** p < 0.05, * p <
0.1.

Splitting the ESG score in its three dimensions, we find that the CCB effect is greatest for the Social
dimension, both in terms of magnitude and statistical significance. Specifically, the effect on S is
more than double the effect related to overall ESG (0.628 vs 0.293 Table 3, Model A-C), always
maintaining statistical significance at the 1% level. This finding supports our H2 that ESG improves
more in the S dimension for enterprises with a relationship with a CCB. Although the cooperative
effect decreases moving to the environmental dimension, in terms of statistical significance (coeff.
0.282, p<0.05) and even more so with reference to the Governance dimension (coeff. 0.171, p<0.1),
even with different intensities, a relationship with a cooperative bank positively affects all three ESG

dimensions.

Table 4: Effects of cooperative banks on ESG: the moderating role for micro and southern enterprises

ESG ESG ESG
A) (B) ©)
Cooperative banks 0.204** 0.233%** 0.250%**
(0.081) (0.070) (0.067)
Micro -0.323**%* -0.255%**
(0.076) (0.061)
Micro*Cooperative banks 0.218*
(0.123)
South 0.020 -0.087
(0.078) (0.096)
South*Cooperative banks 0.324**
(0.156)
MicroSouth -0.338**
(0.144)
MicroSouth*Cooperative banks 0.515**
Control variables
Young 0.671%#%* 0.662%** 0.676%**
(0.115) (0.115) (0.116)
Female 0.367%*%%* 0.370%** 0.361%*%*
(0.089) (0.088) (0.089)
Age -0.002 -0.002 -0.001
(0.002) (0.002) (0.002)
Turnover growth 0.344%%* 0.335%** 0.357%*%*
(0.061) (0.061) (0.062)
Family 0.003 -0.003 -0.018
(0.086) (0.086) (0.086)
Sector Y Y Y
Constant 1.416%** 1.424%** 1.3071***
(0.147) (0.147) (0.140)
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Obs 1,283 1,283 1,283

LR chi2 412.3%** 413.4%** 399.9***

Pseudo R2 0.100 0.101 0.100
Dependent variable at the top of the column. The table shows the following: i) coefficients of Tobit regression; ii) standard errors in
parentheses; iii) LR chi2 test of the joint significance of the explanatory variables: iv) Pseudo R2. *** p < 0.01, ** p < 0.05, * p <
0.1.

Furthermore, we investigated whether a close relationship with a CCB enhances ESG performance
for enterprises that typically face various challenges. With respect to the Italian scenario, our focus
was on microenterprises and those situated in less developed regions, specifically in the South. Our
findings reveal that these enterprises have lower ESG performance per se. Notably, microenterprises
exhibit worse ESG performance than small enterprises do. However, their ESG performance
improves when they have a close relationship with a CCB. Specifically, the negative and statistically
significant coefficient of the variable Micro (coeff -0.323, p<0.01 Table 4, Model A) becomes
positive and still statistically significant for the variable related to microenterprises that have a close
relationship with a cooperative bank (Micro*Cooperative banks: coeff. 0.218, p<0.1 Table 4, Model
A). This moderating role of cooperative banks also arises when Southern enterprises are considered.
Specifically, the variable South is positive but not statistically significant (coeff. 0.020, p>0.1 Table
4, Model B), and it becomes statistically significant when it interacts with cooperative banks (coeff.
324, p<0.05 Table 4, Model B). Furthermore, as additional evidence, the moderating role of
cooperative banks for southern microenterprises becomes much more evident. In this case, the
negative and statistically significant coefficient related to these enterprises (MicroSouth: coeff.
-0.338, p<0.05, Table 4, Model C) becomes positive, with the same statistical significance degree, in
the case of which they have a close relationship with cooperative banks (MicroSouth*Cooperative

banks: coeff. 0.515, p<0.05, Table 4, Model C).

4.2 Robustness checks (instrumental variables approach) and transmission channels

Although our estimations control for several factors, we check for a likely endogeneity of the variable
Cooperative banks by applying the instrumental variables (IV) approach (Table 5). The instrumental
variables approach is one of the most widely used econometric methods (e.g., Wooldridge, 2010): it
allows us to control for the possible existence of one or more instruments that may influence the
endogenous variable, are independent of unmeasured confounders, and do not directly affect the
outcome (e.g., Angrist et al, 1996).

Thus, considering Cooperative banks a potentially endogenous variable, we instrument it with two
instruments. The first concerns social capital, since our idea is that social capital may increase the

propensity of an enterprise to pursue sustainable practices. Following Guiso et al. (2004), we use as
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measures of social capital electoral participation in referenda (#Social Capital). The second
instrument concerns the bank’s capacity to support the enterprise’s relationship with stakeholders: the
variable is binary (#Bank stakeholders) and takes a value of 1 if the enterprise states that the banking
system contributes to strengthening the enterprise’s relationship with its stakeholders. This variable
is particularly suited as a potential instrument since the enterprise reports that the banking system in
general is strengthening its relationship with the stakeholders irrespective of whether the enterprise-
bank relationship is with a CCB. Since the outcome of the structural equation is continuously
censored, we use an IVTobit model.

The results confirm the positive and statistically significant effect of the enterprise’s relationship with
cooperative banks on ESG business performance, both in overall terms (ESG) and in each single
dimension (E, S, G). In all the cases, the coefficient of the variable Cooperative banks is statistically
significant at the 1% level (Table 5). Concerning endogeneity, since the Wald test p= 0 (correlation
between the unobserved determinants of ESG performance, i.e., € in Eq. 1, and the unobserved
determinants of Cooperative banks, i.e., y1; in Eq. 2) is rejected at the 1% level in all the models (Table
5, Models A-D), the variable Cooperative banks is indeed confirmed to be endogenous. Concerning
the validity of the instruments, the F statistic (on OLS regression) for the instruments’ relevance is
above 10 (13.788, p<0.01); hence, the instruments are not weak.* In particular, on the basis of Stock
and Yogo’s (2005) tabulation of the critical values for the weak instruments test, we reject the null
hypothesis of a relative bias greater than 5%. Overall, the coefficients of the instrument are
statistically significant. Finally, concerning the exogeneity of the instruments, the Sargan test is

insignificant in all the models, so we can consider the instruments to be exogenous.

Table 5: Effects of cooperative banks on ESG: a robustness check

ESG E S G
(A) (B) © D)
Cooperative banks 2.952% 3.305%** 3.398*** 3.327%%*
(0.873) (1.269) (1.253) (1.171)
+ controls
#Bank stakeholders 0.110%** 0.124%** 0.12]%** 0.116%**
(0.031) (0.032) (0.033) (0.032)
#Social Capital 0.565%** 0.447%* 0.481** 0.519%**
(0.174) (0.201) (0.204) (0.187)
Obs 1,283 1,283 1,283 1,283
Wald chi2 205.66%** 223.47%** 144.07*** 215.53%**
p=corr(e;, p) -0.764 -0.590 -0.549 -0.672
Exogeneity of instrumented variable:
Wald-test p= 0 (Chi2) 16.33*** 7.62%** 6.26%** 10.80%**
Instruments exogeneity: 2.309 0.889 2.119 1.249

* According to Stock et al. (2002), a value above 10 means that the instruments are not weak.
20



Overidentification (Sargan test Chi2)
Dependent variable at the top of the column. The table displays the coefficients of the ivtobit regression (maximum likelihood
estimation) and standard errors in parentheses. The symbol # indicates the instrumental variable, and the coefficients are the parameters
related to the reduced-form equation with Cooperative banks as the dependent variable (Eqg. 2). Exogeneity of instrumented variable:
a statistically significant level means that the variable Cooperative banks is exogenous (we reject the hypothesis of exogeneity of the
instrumented variable). Overidentification test (Sargan test Chi2): not statistically significant value means that the instruments are
exogenous. *** p < (.01, ** p <0.05, * p <0.1.

We also investigated whether geographic proximity positively moderates the effects of Cooperatives
banks on ESG performance. We find a positive moderation effect since when an enterprise has a close
relationship with a cooperative bank and is located near the CCB branch (Cooperative banks*
Proximity_d), that enterprise enjoys a higher ESG score; indeed, the coefficient of the variable
Cooperative banks* Proximity_d is positive and statistically significant (coeff. 0.297, p<0.01, Table
6, Model B); moreover, both the magnitude and the significance level are greater than those of the
Cooperative banks variable. This evidence is also confirmed when, instead of the dummy, we use as
proximity a continuous variable: the coefficient of the variable Cooperative banks*Proximity is
positive and statistically significant (coeff. 0.033, p<0.01; Table NEW, Model D). Thus, the
cooperative bank effect (i.e., the close enterprise’s relationship with cooperative banks) is
strengthened by proximity to a cooperative bank branch. This finding supports H3, i.e., that ESG
performance improves more when enterprises have a relationship with a CCB and are located nearby

a CCB branch.

Table 6: Effects of cooperative banks on ESG: the role of geographic proximity

ESG ESG ESG ESG
(A) (B) © D)
Cooperative banks 0.287%** 0.269** 0.269** 0.246%*
(0.112) (0.112) (0.112) (0.121)
Proximity_d 0.087 0.024
(0.064) (0.070)
Cooperative banks* Proximity_d 0.297***
(0.075)
Proximity 0.044 0.028
(0.035) (0.035)
Cooperative banks* Proximity 0.033%**
(0.009)
+ controls
Obs 1,283 1,283 1,283 1,283
LR chi2 396.59%** 412.17%** 321.71%** 335.12%**
Pseudo R2 0.097 0.100 0.090 0.094

Dependent variable at the top of the column. The table shows the following: i) coefficients of Tobit regression; ii) standard errors in
parentheses; and iii) LR chi2 test of the joint significance of the explanatory variables: iv) Pseudo R2. *** p < 0.01, ** p < 0.05, * p
<0.1.

5. Discussion
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The evidence we found strongly corroborates the idea that the ESG performance of micro- and small-
sized enterprises (MSEs) is enhanced when these enterprises entertain a relationship with a
cooperative bank, in our case, a credit cooperative bank (CCB). As a consequence, it seems that the
relationships between MSEs and CCBs are indeed being updated from the sole provision of funding
—possibly boosting short-term enterprise profits—to something supportive of longer-term value
creation. In other words, having a prominent relationship with a CCB—as self-declared by an MSE
—appears to be functional in significantly improving the ESG performance of that MSE.

At the policy level, there are two main implications. First, banking regulatory and supervisory bodies
should welcome this evidence, which seems to contribute to reducing credit risk inside cooperative
banks’ loan portfolios. Consequently, one could debate whether some reduction in terms of regulatory
burden would be warranted. Second, policy makers should acknowledge that CCBs may promote the
long-term competitiveness of the national productive system. Accordingly, one could conjecture that
the CCB enhancing effect on MSEs’ eco-social transition deserves at least some form of heralding.
This consideration is further supported by our finding that proximity enhances the pro-ESG effect,
suggesting that the CCB effect is partly mediated through a mechanism likely enhancing the green

awareness and competencies of local communities.

6. Conclusion

We started observing that enterprise performance evaluation is shifting from the old mantra of self-
contained short-term profitability to the new refraining from the transition to sustainable production,
which is currently measured through the ESG metric. In addition, we remark that the sustainable
transition is more difficult for micro- and small-sized enterprises (MSEs), where accordingly, these
enterprises need to remedy not only the shortage of bank credit—perhaps their weakest point in the
past—but also supportive stewardship toward the eco-social transition. This issue brought us to reflect
on the vantage point of the possible evolution of the relationships between MSEs and credit
cooperative banks (CCBs), where these banks traditionally provided reliable support to assuage credit
constraints for smaller-sized enterprises. Thus, our research question was whether there is any
evidence that the MSE-CCB liaison is expanding from a credit provision-only attitude to a broader
approach embracing both credit provision and ESG spearheading.

Considering the lack of data coupling for MSEs’ information both on their relationship with a CCB
and on their own ESG performance, the preliminary step we had to accomplish was adapting the 2023
Survey of the Tagliacarne Institute questionnaire to recover the needed information. The first piece
of information was easily obtained from MSEs’ self-reports of the existence of a salient relationship

with a CCB. Instead, measuring MSEs’ ESG performance requires a more elaborate strategy. To that
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end, we had to create an encompassing mapping of the relevant survey questions to the ESG items
featured by the European Sustainability Reporting Standards.

Exploiting this unique database, we can run our regression analysis. Our results offer strong support
for the three hypotheses we propose. Specifically, our evidence shows that: i) having a salient
relationship with a CCB spearheads the partner MSE’s overall ESG performance, ii) the CCB
relationship sustains relatively more S than the E (or G) dimension does, and iii) the pro-ESG effect
is stronger for enterprises located within a limited radius from the CCB branch. Overall, these results
reinforce the belief that CCBs’ mission is expanding to support the emerging common good,
represented by the need to sustain the green transition without jeopardizing CCBs’ ability to maintain
their original socially focused mission. Interestingly, those results survived our robustness checks,
first and foremost verifying that the results endure once an instrumental variables approach is adopted
to free them from allegations of potential endogeneity bias.

At least two caveats are necessary. First, our results are derived from a sample that is rather small,
although representative in theory. Second, the validity of our results is predicated on the reliability of
our ESG proxy.

Two obvious suggestions for future research are consequential. One way to generalize our results
requires increasing the number of observations and possibly extending our approach to other countries
in addition to Italy. A second potentially fruitful avenue concerns the need to find additional external

verification, if available, to validate the methodology adopted to develop our ESG proxy.
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Appendix A

Mapping the ESRS with the questionnaire

E (Environment) Questions ESRS indicators
El Climate change Actions and resources in
Green investments relation to climate change
policies
Renewable Energy Communities | E1 Climate change Actions and resources in
(RECs) relation to climate change
policies
Renewable energy plants E1l Climate change Energy consumption and mix

Italy's National Recovery and | E5 Impact, risk and | Actions and resources related
Resilience Plan green projects opportunity management | to resource and circular
(NRRP) economy
Green skills E1l Climate change Actions and resources in
relation to climate change
policies
S (Social) Questions ESRS indicators
S1/S2/ Own workforce/ Workers | Processes for engaging with
Relationship with stakeholders $3/S4 in the value chain/ | own workers and workers'
Affected communities/ | representatives/value  chain
Consumers end users workers/affected
communities/consumers  and
end-users about impacts
Suppliers: selection criteria G1 Business conduct Management of relationships
with suppliers
Suppliers: localization S3 Affected communities Processes for engaging with
affected communities about
impacts
G (Governance) Questions ESRS indicators
Training activities G1 Business conduct Corporate culture and
business conduct policies
Talent retaining/attraction practices Gl Business conduct Corporate culture and
business conduct policies
Presence of women in the ownership | G1 Business conduct Corporate culture and
business conduct policies
Presence of youth in the ownership G1 Business conduct Corporate culture and
business conduct policies
Managerial practices I E2 Pollution Policies related to pollution
Managerial practices 11 G1 Business conduct Corporate culture and
business conduct policies
Managerial practices III G1 Business conduct Corporate culture and
business conduct policies
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Appendix B

E (Environment)

Green investments (a)

Eco-process investments in 2020-22 2.5
Eco-product investments in 2020-22 2.5
Eco-process investments in 2023-25 2.5
Eco-product investments in 2023-25 2.5

Renewable Energy Communities (RECs) (b)

We are not interested to join a RECs 0.0
We would be interested to join a RECs 3.0
We are planning to join a RECs 6.0
We have already joined a RECs 10.0

Renewable energy plants (a)

We have not installed (not interested) a renewable energy plant 0.0
We are planning to install a renewable energy plant 5.0
We have already installed a renewable energy plant 10.0

Italy's National Recovery and Resilience Plan green projects (NRRP) (b)

We are engaged/plan to engage in NRRP project on circular economy 2.5
We are engaged/plan to engage in NRRP project on renewable sources 2.5
We are engaged/plan to engage in NRRP project on energy efficiency of buildings 2.5
We are engaged/plan to engage in NRRP project on climate change 2.5
Green skills (a)

We have hired in 2020-22 specialists in environmental sustainability 5.0
We will hire in 2023-25 specialists in environmental sustainability 5.0

S (Social)

Relationship with stakeholders (a)

Employees: We invest in training activities 0.769
Employees: We invest in co-innovation projects 0.769
Employees: We invest in business welfare 0.769
Employees: We invest on quality human relationships (e.g., gender equality) 0.769
Other enterprises: We cooperate with other enterprises to improve the efficiency and sustainability | 0.769
of the supply chain

Schools: We cooperate with schools for project such as internship, school-work alternation, etc. 0.769
University: we cooperate with Universities for project of open innovation, etc. 0.769
Trade associations: we cooperate with Trade associations to improve the business sustainability 0.769

Local community: We invest in projects aimed at requalification and enhancement of the territory | 0.769
(e.g., cultural activities, environmental restoration, etc.)




Territorial institutions: we cooperate with Territorial institutions (e.g., Chambers of commerce) to | 0.769
improve the business sustainability

No-profit organizations: We cooperate with no-profit organizations 0.769
Customers: We cooperate with customers for social purposes finalities 0.769
Customers: We cooperate with customers for co-innovation activities aimed at improving the social | 0.769
sustainability of the products

Suppliers: selection criteria

We choice suppliers on the basis of their business social sustainability 10.0
Suppliers: localization

We are increasing the share of geographically closer suppliers (i.e., more linked to the local | 10.0
community)

G (Governance)

Training activities (a)

We invested in 2020-22 in empowerment 1.667
We invested in 2020-22 in managerial skills 1.667
We invested in 2020-22 in risks management 1.667
We have hired in 2020-22 high-skilled workers 1.667
We will invest in 2023-25 in empowerment 0.833
We will invest in 2023-25 in managerial skills 0.833
We invested in 2023-25 in risks management 0.833
We will hire in 2023-25 high-skilled workers 0.833
Talent retaining/attraction practices (b)

Any practice 0.0
Only one practice 3.0
Two practices 6.0
Three or over practices 10.0
Presence of women in the ownership (b)

Exclusive 10.0
Majority 10.0
Equal 10.0
Presence of youth in the ownership (b)

Exclusive 10.0
Majority 7.0
Equal 4.0
Managerial practices I

We have a target of CO2 emissions 10.0
Managerial practices II

In the enterprise there is a figure dedicated to monitor the achievement of the target of CO2 emissions | 10.0
Managerial practices III (a)

If we are not achieving the CO2 emissions reduction target: we intervene with structural measures to | 10.0
achieve the target

If we are not achieving the CO2 emissions reduction target: we intervene only with temporary | 6.0
measures to achieve the target

If we are not achieving the CO2 emissions reduction target: we do not intervene 3.0

30



(a) multiple choice; (b) single choice. Where there is no indication, we report only the way to respond with a weight
because the other way to respond is “no” with zero weight.

Appendix C

The Centro Studi Guglielmo Tagliacarne (CST) survey of enterprises is based on a stratified simple random
sampling design by cross-classifying 4 macroregions, 4 size classes of employees, 9 economic sectors and the
Medio Banca Register (MBR) membership variable. The design has 292 strata. The number of sampled
enterprises is 12,712, defined by taking into account the accuracy of the main estimates, the budget constraint
and the expected response rate, according to the observed rate in the previous CST survey. The aim was to
collect approximately 1,300 complete interviews. The CST stratum sample allocation gives greater sampling
fractions to the strata with higher expected sampling variabilities of the main estimates. Allocation is carried
out by solving a multivariate, multidomain optimization problem (Chromy, 1987; Falorsi and Righi, 2015).
Strata with units belonging to the MBR are take-all strata. The data collection, implemented with a CATI
technique, defines a starting subsample of enterprises to be contacted with a uniform contact rate among the
strata. Then, the contact rate increases when the observed response rate decreases. There were 1,286 survey
respondents, for a contact rate of 29.9%. A total of 14.2% of the units were out of the target population, and
the response rate of the remaining units was 33.9%. The CST survey uses a calibration estimator (Deville and
Sarndal, 1992). The base weights (inverse of the inclusion probabilities) have been adjusted by the contact
and nonresponse rates (Sarndal and Lundstrém, 2005), assuming a nonresponse missing at random mechanism
(Little and Rubin, 2019). The calibrated weights reproduce the number of enterprises distributed by
macroregion, size classes of employed persons and economic sector. Finally, the estimation variance is
performed via the Taylor linearization variance estimation method (Deville and Séarndal, 1992).
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