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Abstract

This paper studies how the hazards of firm-bank relationships evolve over the course of their relations. A parsimonious
dynamic equilibrium model is constructed to illustrate the mechanism potentially governing the shape of the hazard function.
The model implies that, given the firm profitability and the availability of other financing sources at each point, the hazard
function has downward slope when the surplus split to the incumbent banks decreases over the relationship duration.
Motivated by this theoretical illustration, we empirically examine the shape of hazard function by using unique Japanese
firm-bank match-level data over the last three decades. We find that the hazard function exhibits a hump-shape with
downward shape over the wide duration range. This negative duration dependence implies that the longer relations could
contribute to more stable relationships, which could reflect, for example, the reduction of the cost associated with loan provision.
It is a contrasting result to a hold-up story, which is supposed to generate positive duration dependence, in the extant studies and

provides an indirect evidence for the accumulation of relationship-capital over the course of firm-bank relations.

JEL Classification: C41, G21, G32, L14
Key words: Firm-Bank Relationships; Dynamic Equilibrium Model; Survival Analysis

* T thank Hugo Hopenhayn (UCLA), Andy Atkeson (UCLA), Lee Ohanian (UCLA), Daniel Ackerberg (Michigan), Isabelle
Perrigne (Penn State), Christian Hellwig (UCLA), Pierre-Olivier Weill (UCLA), Junichi Nakamura (DBJ), Keiichiro Oda (DBJ),
Pramuan Bunkanwanicha (ESCP Europe), Kazumi Asako (Hitotsubashi Uni.), Fukuju Yamazaki (Sophia Uni.), Eiji Ogawa
(Hitotsubashi Uni.), Shinichi Fukuda (Tokyo Uni.), Hidehiko Ishihara (Senshu Uni.), Miho Takizawa (Toyo Uni.), Kozo
Harimaya (Ritsumeikan Uni.), Katsutoshi Shimizu (Nagoya Uni.), Satoshi Koibuchi (Chuo Uni.), Junichi Suzuki (Toronto Uni.),
Worawat Margsiri (Fordahm Uni),and seminar participants at UCLA Monetary Economics Proseminar, Industrial
Organization Proseminar, and DBJ Applied Economics Workshop, The Institute of Statistical Research Monthly Seminar, The
Japan Society of Monetary Economics 2009 Fall Meeting, Japan Economic Association 2010 Spring Meeting, Sophia University,
Nihon University, RIETI, Asia-Pacific Economic Association (APEA) Sixth Annual Conference at Hong Kong Baptist University,
and 10th Comparative Analysis of Enterprise Data & COST Conference (CAED) 2010 at Imperial College London in London. I
also greatly appreciate for Takeshi Moriya for his excellent research assistant work. A part of the empirical section of this paper
was circulated under the title "How Does the Stability of Loan Relation Depend on its Duration? Evidence from Japanese Firm-
and Bank-Level Data".

T Associate Senior Economist, Research Institute of Capital Formation, Development Bank of Japan, 1-9-3 Otemachi Chiyoda-ku,
Tokyo, 100-0004 JAPAN. E-mail: damiyak@dbj.jp.



	Evolution of Firm-Bank Relationships:
	Theory and Empirical Evidence0F(
	April 2011
	Daisuke Miyakawa1F†
	Abstract
	This paper studies how the hazards of firm-bank relationships evolve over the course of their relations.  A parsimonious dynamic equilibrium model is constructed to illustrate the mechanism potentially governing the shape of the hazard function.  The ...
	JEL Classification: C41, G21, G32, L14
	Key words: Firm-Bank Relationships; Dynamic Equilibrium Model; Survival Analysis

