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Managerial Entrenchment and Loan
Decisions of Banking

Chia-Chung Chan™ Ta-Lin Cheng"™*

Abstract

This paper studies the association between managerial entrenchment of agency
problem and loan decisions in the equilibrium. We adopts game theory to build
equilibrium, especially how managers make loan decisions. We find bank manager selects
low rate to entrench themselves and high rate for building reputation. In presence of both
reputation and entrench incentives, managers' loan decisions consider talent, relocation
costs and reputation.
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