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Abstract 

 

 In this study, we analyze the effect that the number of firms’ correspondent 

financial institutions has on the probability of firm bankruptcy using unique microdata 

from small and medium-sized enterprises incorporated in Japan between April 2003 

and January 2012. The result shows that an increase in the number of correspondent 

financial institutions increases the probability of firm bankruptcy, which implies that 

the free rider problem occurs in the financial sector; that is, an increase in the number 

of correspondent financial institutions of a firm accelerates the free ride of other 

financial institutions in supporting the firm. Ultimately, this decreases the level of firm 

support received from financial institutions and, therefore, increases the probability of 

firm bankruptcy. 
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