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Abstract

This study investigates the impact of bank connections on the likelihood of corporate
restructuring activities in three sample periods covering the 1997 East Asian economic crisis
(pre-crisis (1996), during (1997-1998) and post-crisis (1999-2000)). We hypothesize that the
presence of connections between firms and banks would increase the possibility of firm
restructuring activities because of useful and timely advices from their close banks. The
connected banks could also provide monitoring over management to ensure their appropriate
decision-making on a firm’s strategies. If such connections are valuable, connected firms
should have better performance changes after restructurings than non-connected firms. Using
data of Thai non-financial listed firms, our analyses show supportive evidence for the
hypothesis. More specifically, bank-connected firms are more likely to restructure and the
restructuring activities they pursue are different in each sample period. In the pre-crisis
period, dividend cut is the financial strategy connected firms use to restructure themselves;
while during the crisis and in the post-crisis period, top management turnover and new
capital raising appear to be the restructuring strategy adopted by connected firms. As for the
connection strength, both director and ownership connections appear to have a marginal
impact on corporate restructurings. Nevertheless, we find no evidence that bank connections
add value to the firms since performances following restructuring activities are not different
between connected and non-connected firms. Overall, the results of this research suggest that
connected banks play an important role on a firm’s key financial strategy.
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