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Managerial Overconfidence and Investment
Efficiency: Perspective of Diversifiable Risk
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Risk-averse managers make investment decisions sensitive to diversifiable firm-
specific risk, which may not be optimal from the shareholders’ perspective. This study
finds that firms with higher managerial overconfidence have less investment
sensitivity to firm-specific volatility. Moreover, managerial overconfidence does not
affect investment sensitivity to systematic volatility. The findings of this study suggest
that managerial overconfidence alleviates the conflicts between managers and
shareholder valuations of investment opportunities. This study further finds that the
effect of managerial overconfidence is stronger for firms with higher firm-specific

volatility, lower institutional ownership, and greater financial constraints.
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