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Ab s t ra c t : This study e xamines the reaction of private m arke t participants to the
e m ergenc e o f the “To o -B ig-To-Fa il” (T BT F ) d o ctrin e in the Jap a nese b an k in g sec to r.
The e ve nt justifying the use of the “TBTF” lab el o c curred on M ay 17 th  , 2003, when
the J apane se g over nm ent d ecide d to bail ou t Re s o n a H o l d i n g s , the 5th  largest fi nan cia l
group in the country. By using a sample of all Japanese listed b an ks and the standard
e ve nt study m etho dology, we do cum e nt signifi cant and p ositive wealth eff ects in the sto ck
market accruing to la rge banks and n egative (though non-signifi cant) eff ects a cc ruing t o
smaller banks. B esid es the eff ect on bank e q uity va lues, we a lso d o cum e nt a signifi cant
p ositive ab normal volume of trad in g on d ays following th e b ailout announcement date
for the largest b an ks only. We exten d o ur e mp irical a naly sis o n s to ck prices and trading
vo lu m es by d etectin g a n o riginal “p u re” risk eff ect in th e C redit D efault Swap (C DS)
market.
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