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Abstract

I employ standard event study methodology to examine the value of banking relationship.
My analysis focuses on the case of the Niigata Chuo Bank during a financial crisis. Treating
the prompt corrective action by Financial Supervisory Agency for the Niigata Chuo Bank on
June 11, 1999 as a signal for bank failure, I investigate the effect of financial difficulty of the
Niigata Chuo Bank on the clients of the bank. I find that the market values of the customers of
the bank are not adversely affected on the event of the action announcement. However, my
analysis reveals that the Daishi Bank, the largest bank in Niigata, records a statistically
significant positive abnormal return. Firms and banks are not equally affected by bank
problems. The prompt corrective action represents a good new for the largest healthy bank.
The relationship banking of the Niigata Chuo Bank is likely to be replaced by that of the
Daishi Bank.
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