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{# 7 : "Wall of main bank : Mega bank merger and lending adjustment"
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In Japan, main banks have historically played a pivotal role in corporate financing,
fostering stable relationships with client firms. However, during the merger between Bank
of Tokyo-Mitsubishi and UFJ Bank from 2004 to 2006, the combined outstanding loans
from these two banks were expected to exceed those of the incumbent main bank in some
cases. This study investigates the lending behavior of these banks in such cases; whether
the post-merged banks took the role of the main bank as the new largest lender or
deliberately reduced their lending to avoid becoming the main bank. Using DiD, RDD and
Synthetic DiD, we find that post-merged bank significantly reduced its loans to remain
below the main bank's threshold. However, this reduction did not hinder firms' investments,
as the incumbent main bank increased its lending to compensate. These results highlight a
new adjustment mechanism in bank lending during mergers, involving both merging and

incumbent main banks.
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