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Managerial Overconfidence,
Corporate Governance and Firms’ Overinvestment

ZHANG Xizhen, ZHANG Xin
(School of Business, Central South University, Changsha 410083, China)

Abstract: From the perspective of behavioral finance, the authors examine the influence of managerial overconfidence
on firms’ overinvestment using the data of China A-share listed companies from 2007 to 2010, and test the restriction
effect of governance mechanisms. The evidence shows that managerial overconfidence is obviously positively
correlated with overinvestment, and effective corporate governance mitigates managerial overconfidence and hence
reduces the level of overinvestment of listed companies. Specifically, independent board, splitting of CEO and
Chairman, and creditor and the government’s interference can play the restraining role, while the industry competition
can’t.

Key Words: managerial overconfidence; illusion of control; corporate governance; overinvestment of enterprises;

agence by agreement; cognitive error-correcting effect
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