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A Study on Relationship Banking Behavior
among Regional Financial Institutions in
Korea

Duksoo Lee™ - Eui Burm Park™™ - Won Joong Kim™**

Abstract

Relationship banking emphasizes the role of bank as the
financial service provider and relationship between the firms and
the banks to overcome the problems that arise from information
asymmetry. It is studied that, with the relationship banking, the
firms acquire stable source of finance as well as the banks
ensures revenues throughout the repeated transactions with the
firms under mutual trust and respect. Under relationship
banking, the banks are likely to lend more to their corporate
customers even when their deposits decline.

The vector autoregression(VAR) model for analyzing the
relationship banking has an advantage in comparing the results
across countries or within different banking groups. So far, the
studies on the relationship banking in Korea are only limited to
aggregate level data. This study extends previous studies using
the VAR model with block exogeneity and analyzes similarities or
differences in relationship banking behavior among regional

financial institutions, such as major commercial banks, regional

* First author, PhD Candidate, Kangwon National University, e-mail:
duksoo33@hanmail.net
** Coauthor, Professor, Kangwon National University, e-mail: euibpark@
kangwon.ac.kr
*** Corresponding author, Assistant Professor, Kangwon National
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banks, credit cooperatives, and mutual savings banks. The study
confirms the evidence of relationship banking behavior in Korean
regional financial institution groups. Regional financial
institutions clearly show the responses that are different from
the response of the major commercial banks to tight money
shocks.

Our result is very similar to the study of K{ippers(2001) that
analyzes the relationship banking behavior among German
regional banking groups. It means that Korean regional financial
institution groups playing an active role in the transmission
process. In addition, the result support the existence of close
bank-customer relationship in Korean regional financial
institution groups. The findings implies that the success of
Korean regional finance depends on enhancing the relationship
banking between customer and regional financial institutions

further.

KRF Classification: B030600

Key Words: credit path, relationship banking, structural vector
autocorrelation, variance decomposition, block
exogeneity
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