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Focusing on the financial crisis in Japan, we investigate how small businesses
finance their credit demand. We also investigate the empirical relationships between financial activities
and_firm performance. Using firm and bank level data of Japan, we show following results. 1) The
empirical relationships between leverage and firm performance of small businesses are positive. The
leverage has positive effects on the variance of firm performance. These results suggest that small
businesses invest high-risk high-return project when they are highly leveraged. 2) During the global
financial shock, trade credit is mainly determined by real activities, 3) Lending relationships with
small businesses are finished when credit demand of gorrowers is low and credit risk of borrowers is
high. These imply that the lending relationships are finished effectively. 4) During the global financial
shock, firms that end relationships with banks finance credit demand by using internal cash.
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