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The Distressed Bank and its Clients: The Case from Chung-Shing Bank

Abstract

Using the crisis event of Chung-Shing Bank, we discuss the impacts of the distress
bank on their client firms. From the micro viewpoint, we ask the first question: are
performances of banks and firms links? From the macro viewpoint, we ask the second
question: Which is a better financial system, market-dominated or bank-oriented? Unlike
earlier studies, this study investigates the impacts to Chung-Shing Bank’s clients for the
multi-aspects, for example, the changes of their client firms’ investments, financial
constraints, stock prices, and loan contracts.

Many economists maintain that large-scale interruptions in bank lending activities can
propagate negative shocks to the real sector from the macro view. This also means that the
adverse effects of banking relationship pertain to the consequences on a firm resulting from
distress in the banking sector from the micro view. A shock to the bank-centered system
may obstruct the diversification of a firm’s funding source and investment and cause the
financial constraints, given its strong relationship with the bank. On the other hand, it is
typically though that a bank cannot perform well without a healthy corporate sector, of
which is able to redeem debt, and thus reduce the non-performing loans. Thus the
performances of the two sectors cannot theoretically be kept apart. Knowledge of the
relationship between the corporate and banking sector is helpful for policy-makers. If the
two sectors are isolated, policy makers need not worry about any contagious effects
spreading from the financial sector to the non-financial one. By contrast, the rescue of
one sector can often help in the recovery of the other. This means the authorities can save
the least crisis-hit industries first, of which the recovery will spread over to the heavy
crisis-hit industries.

Crisis-induced changes in bank lending patterns could favor some firms over others,
masking the damage caused by bank distress. To address these issues, we examine the
behavior and performance of firms leaving the distress bank in the years surrounding the
distress announcement. Overall, we find our investigation is similar to recent studies that
use firm-level data from crisis periods in Japan and other East Asian countries. Unlike our
paper, these studies find that negative shocks to banks harm borrowing firms.

Key Words: Chung-Shing Bank, Clients’ Firms, Investments, Financial Constraints,

Loan Contracts, Stock Price
JEL: G21, G3, C41
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2000(4/28 5 % | 159,179,571 | 100,249,397 | 179,040,199 | 2,739,933 | -13,697,410
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7] 0139| 0024 |-0657| 0.463 4501 |  -1319| 0846 1242
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7| 4115| 21489 | 0103 | 0.727 1369 | 2208 | 1494 1649
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18 LY 3.18 3.22 2.51 2.64) 0935 -1.472
RF% (1.25) (1.75)]  (2.00) (2.14)
2.2 E i A 25.41 27.68|  26.92 2467 1.006] 1.605
Yk % (11.23)  (14.42)| (18.64) (15.34)
3ELT TR 9.54 8.67 9.05 7.09) -0.965  1.641
HHET % (5.43) (4.92)]  (5.07) (5.42)
A5 ETIE T Y= 8.76 6.35 6.58 7.26] -0.276| -1.598
F 9% (5.36) (5.24)|  (4.98) (3.99)
5.ROA% 8.95 9.78 9.05 8.76)  1.379] 1472
(6.97) (5.63)]  (6.07) (4.63)
6.ROEY% 5.32 5.18 4.91 5.67] 1.168] -1.112
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L TR 4.05 4.46 3.82 2.05 1.683*| 2.407***
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6.ROEY% 6.35 7.05 6.26 5.00 1.805%| 1.793*
(3.36) (4.06)]  (3.98) (4.16)
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Panel AL [[TF#EL5 =i T (i) 2~ fily o FT T Heel= | U@ e (N=19)
1. Q%E'(f 7v) 7,926 9,073 ' 2,254 --| 5.268*** 0.851
(4,002) (4,585)  (2,016)
2.%[JEI~\(%) 7.82 7.36 6.50 - 2.100** -2.581***
(1.06) (1.53) (1.67)
3.HAE (?P) 6.25 4.98 5.01 -- 1.058 2.776%**
(4.45) (3.51) (3.27)
4 FERL T 49 31 11 = =
Panel A2 [ 5= E{py T IE] Hl(@), Fl RS | AT (N=21)
1. f,fg’E'(F’JJw) 6,645 12,001 --| 4,943*** --
(4,128) (3 951) (1,827)
2.7 (%) 8.17 7.54 7.54 -- 0.058 --
(1.54) (1.30) (1.76)
) 5.85 471 3.26 --| 1.979%** --
(3.96) (2.29) (1.95)
4}5’,}&,[’%}151&”'&?;\\% 83 54 23 - - -
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Panel B1 [[rZe8l= =gy T P (M) 2 il ) R E1 TIRIEEELS ) pUES R (N=21)

LEF(F™) 7526 7453 7,216 7941 -1.815%  -9.548%*
(3,792)  (3,071)] (2583)  (3.236)

2715 (%) 6.81 6.45 6.39 7.06| -2.207%* 1.690%
(1.34) (1.45)]  (1.26) (1.58)

3T ) 6.46 5.94 5.16 423 1522 -0.873
(2.91) (2.83)]  (2.02) (1.94)

LIERLILTET 75 59 24 68 = =

51 154 11.53 10.64]  10.95 9.88  1.002 -

SH(E) (3.17) (3.52)  (3.27) (4.05)

Panel B2 f[reesli= =bpu TZE R () il R F1 T PRIEEELS  pvHFTESF (N=21)

LET(E™) 5413 5887 ' 5,621 5002] -1.699%  7.430%%*
(2,156)]  (2,160)] (2,003)]  (1,958)

2 71 (%) 7.01 6.83 6.79 7.18[-2.301%* 1.715*
(1.15) (L57)]  (L.44) (1.40)

3. HE(F) 5.06 475 4.30 3.95 1.703* -0.873
(1.87) (1.93)]  (1.06) (1.42)

LFERL Hrgr 136 78 67 112 - =

g e 7.26 6.49 6.54 503 1.901% -

() (2.54) 2.32)]  (2.70) (1.97)
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TCRI 87 88 89 & (85 15 48) 90 91 = 92 =
AR || BVED | (BRI K| 6| BRI | R g“ K| RE | BRI F | R [’E‘,E'J 5| hrE [’E‘,E'J
B | Al | e | B | AR |G | B | I 7 a1 O a1 4 = I W = o =

Panel A_F7 " pilV 1 # #17 sivE Al (%)
1 6.50 - 6.22 - 6.18 - 3.45 - 2.26 - 1.83 -
2 6.67 | 0.17 6.32 | 0.10 6.32 | 0.14 3.69 | 0.24 242 | 0.16 1.95| 0.12
3 6.84 | 0.34 6.43 | 0.21 6.46 | 0.28 3.94 | 0.49 258 | 0.32 2.08| 0.25
4 7.01| 051 6.53 | 0.31 6.59 | 0.41 419 | 0.79 2.74 | 0.48 2.20| 0.37
5 7.17 | 0.67 6.63 | 0.41 6.73 | 0.55 4.44 | 0.99 2.90 | 0.64 2.33| 0.50
6 7.27 | 0.77 6.86 | 0.64 7.01| 0.83 5.13 | 1.68 3.76 | 1.50 3.09| 1.26
7 7.36 | 0.86 7.09 | 0.87 7.29 | 1.11 5.82 | 2.37 462 | 2.36 3.84| 201
8 7.70 | 1.20 7.24 | 1.02 7.45| 1.27 6.12 | 2.67 4.84 | 2.58 423 | 2.40
9 8.04 | 1.54 7.38 | 1.16 7.61| 1.43 6.42 | 2.97 5.06 | 2.80 462 2.79

Panel B “Rij3E < il 1 ##42 *ﬂifvﬁ*ﬂ}“ (%
1 6.37| - 6.19 6.22 - 3.43 - 2.30 - 1.81 -
2 6.56 | 0.19 6.33 | 0.14 6.39 | 0.17 3.76 | 0.33 2.49 | 0.19 3.03| 122
3 6.75| 0.38 6.47 | 0.28 6.56 | 0.34 4.08 | 0.65 2.68| 0.38 3.31| 1.50
4 6.94 | 057 6.61 | 0.42 6.73 | 0.51 4.41| 0.98 2.87 | 0.57 359 | 1.78
5 7.14 | 0.77 6.75| 0.56 6.91| 0.69 474 | 131 3.07| 0.77 2.46 | 0.65
6 7.47 | 1.10 7.12 | 0.93 7.21| 0.99 5.48 | 2.05 3.92| 1.62 461 2.80
7 7.80 | 1.43 7.48 | 1.29 751 | 1.29 6.21 | 2.78 478 | 2.48 404 | 2.24
8 8.01| 1.64 7.62 | 1.43 7.72 | 150 6.41 | 2.98 5.06 | 2.76 571| 3.91
9 8.22 | 1.85 7.77 | 1.58 7.93| 1.71 6.61 | 3.18 5.33| 3.03 6.08 | 4.28
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