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A Role of Regional Financial Institutions
— An Analysis with Perfect Bayesian Equilibrium —

FURUKAWA, Tetsuya

Abstract

In this paper, I analyze a two-period extensive form game between a bank with or without outside
profitable opportunity and firms. Assuming several parameter conditions, there are perfect Bayesian
equilibria in which both types of the bank continue to lend money to the firm in the first period even
though there are more profitable opportunities than lending money to it. This result indicates that
the existence of regional financial institutions would play an important role to maintain long-term

relationships with their client firms.
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