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This paper uses psychological biases in behavioral finance, specifically 
availability heuristic and loss/risk aversion, to explain the lending behaviors 
of banks in Taiwan. The relation between the time following high 
non-performing loans (NPL) and loan decisions should not emerge under the 
condition of no psychological biases. We employ loan growth rate (including 
general and credit card loans), loan-deposit interest rate spread (LDSP), and 
change in collateral loan-to-total loan ratio to measure the lending criteria. 
Using panel data and regression methods, the sample consists of data 
culled from banks in Taiwan between June, 2003 and December, 2008. We 
also test the effects of bank size and categories (including whether they are 
public-listed, if they are government- or privately-owned, and whether they 
are new or old banks) on the psychological biases of lending behaviors. After 
controlling the other factors affecting lending behaviors, we find distinctive 
psychological biases between banks with different sizes and types. This 
bias is mainly loss/risk aversion, rather than heuristic bias and institutional 
memory problem; and it is exhibited in the decisions of loan growth and 
interest rate spread. Following large NPL, we arrive at the following 
findings: all categories of banks reduce LDSP; small, privately-owned, and 
new banks also grow loans, in addition to reducing LDSP in order to drop 
NPL ratio; and large government-owned banks do not boost loan volume. 
Furthermore, non-publicly-trading and government-owned banks have 
higher loss aversion on LDSP decisions compared with publicly-trading and 
privately-owned ones. 
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