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Independ M LA CAERMAT B ANB A R EF SR
A | T BB T K LB ) AL L A RO
A Msize HF M NGECISYN
Share o5 BRI L A ¢ AF AR L R RO/ A R
Year AR JEE A AR 11 AR, B 10 A B B
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Overinvst; , = B, + 3, Qverconf, , + B,Growth, , +
B:Flow, , + B, Profit, , + BsConcent, , +

BeIndepend, , + B,Two, , + BsMsize; , +
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z Year + Z Industry + &, (8)
N T BB H, HrEE o il T S 2 ou Al
BN NG A A RIS, AR (4) Ay
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L iRt
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*x6 FETEREER

Ty 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013

A 431 230 183 215 235 191 282 261 357 529 529
YIE | 0.095 0. 109 0. 088 0. 100 0.131 0. 105 0. 089 0.102 0. 094 0. 089 0.072
. FRUEZ | 0.104 0.123 0. 103 0.119 0. 169 0. 166 0.117 0. 158 0. 140 0. 150 0.113
Eﬁg fe/ME | 0.000 0. 000 0. 001 0. 000 0. 000 0. 000 0. 000 0. 000 0. 000 0. 000 0. 000
B | 1,080 0.723 0.612 0. 975 1. 060 1.370 0. 849 1. 301 1. 085 1. 644 1. 626
A EC| 0.063 0.073 0. 055 0. 067 0.072 0. 066 0. 048 0. 054 0. 055 0. 046 0.043




2016 4 55 4 (KA 544 1))

EAgy 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013
PIE | 2.117 1.993 1. 994 1. 969 1. 966 1.918 1.916 1. 884 1. 898 2.235 2.312

%f PrUEZE | 0.593 0.510 0. 489 0.519 0.476 0. 465 0.435 0. 444 0. 439 0. 451 0. 459
;;% f/ME | 1.051 1. 048 1.042 1. 151 1.022 1.133 1. 121 1.118 1.116 1.112 1. 045
g R 4.025 3.580 3.623 3.703 3.566 3.517 4. 057 4.093 4.017 5.097 4.460
FRAIE| 2. 054 1. 954 1.944 1. 905 1. 931 1. 838 1. 881 1.797 1. 843 2.211 2.303

BORER IR A ST R

Mt BE R BE B 4 AR A, 2007 AR B i,
X5 s R 28 % g Al 8L B e KR O
RGBT, EHARMKT A S SR
Bos, R 520k B XA KobRvfE 22 8 B oR
TE 2003—2011 4EZ AT R a4 1 B o8 25 il Dt
AN NERE 22 5 R R, H E A RS SR =
AR ALK L FE. (HJE, M 2012 4R F-46 , ¥(E

SRR EZEERIT 46 B e L i LR AR A rp 5 5 AT
B VAFEAT: BE N85 22, T dee/MEL A0 B4 235 54
ARERYJELAE A 2012 AR5 LT A R, HEF 5=
Z UMK L LARTAF BE S TR

2. AREARIE T

XL (4) B9 45> BEAS B 7158 T Pearson Af]
REBEERMET Fs.

*=7 HEBRTEEXES R
A Overconf Growth Flow Profit Concent Independ Two Msize Share
Overconf 1. 000
Growth 0. 008 1. 000
Flow -0.014 -0.0143 1. 000
Profit 0. 002 0.023 0. 005 1. 000
Concent 0.010 0. 031 0.017 0. 046 ™ 1. 000
Independ -0.124™ 0.014 —-0. 000 -0.018 -0.004 1. 000
Two -0.089™ -0.0113 0.039 " -0.022 -0.038" 0.115™ 1. 000
Msize 0.070 ™ -0.0227 -0.034™ 0. 003 0.057™ -0.339"™ -0.134™ 1. 000
Share -0.242"  -0.024 0.040" -0.011 -0.018 0.147™ 0.213™ -0.183™ 1.000

£ AR 22013 BV ( Overconf) 38 bBCTR th 0 0E KA- KR S 04T A5 0 SR S OUBCAR 2 13 P e 5 00
oS R SIHEA B0 ™ 7 P BIERTE 1% 5% (10% KT 8%
VORI A SO
T IR A iR 4 AH G R HA X ok
hy 0. 242 B RE AL 1 2 (B B AHOCHEAR F . P2 VIF
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IR TE SR B A 15 18 B B0 Y S o i
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=8 NEREMEEFEKTE BEHIFIER
. (438 (55t (6)3t GES (8)3t
EMEAE | FRUE | EWIRIE | FERAE | EWEE | Eris | E0E | ERE | EWRE | FRa0E
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Does Diversification of Board Characteristic Restrain the Overconfidence of Board Chairman?
LV Zhao-de', XU Xiao-wei’
(1. Beijing Normal University, Beijing, 100875, China;
2. Binghamton University, State University of New York, Binghamton ,NY, US)

Abstract ; There are lots of researches analyzing the behavior bias resulting from overconfidence. The most im-
portant economic consequence is overinvestment. Many papers show the positive correlation between overinvestment
and managers overconfidence. This kind of bias reduces the value of firm. In this paper, manager is defined as
board chairman. We analyze two ways of refraining overconfidence of chairman. The first one is corporate govern-
ance. The second one is the diversification of board characteristic on chairman overconfidence.

In the paper, we use inside/outside of directors, age, sex, tenure, and education to construct the index of di-
versification of board characteristic. We get three test results. (1) Corporate governance has no effect on reducing
overinvestment due to the chairman overconfidence; (2) The diversification of board characteristic can restrain the
overconfidence of board chairman significantly; (3) The effectiveness of measures to reduce overinvestment de-
pends on the nature of the ownership of enterprise. The corporate governance has no effects in state-owned enterpri-
ses. But the diversification of board characteristic can reduce overinvestment due to chairman overconfidence. Pri-
vate enterprises are on the contrary.

In this paper, we provide three exploratory investigations on measures of restraining chairman overconfidence.
(1) The purpose of corporate governance is to solve the principal-agent problem, to reconcile the conflicts of inter-
ests of the principal and agent. But the irrational behavior of chairman is not due to their own interests. Even what
he does is to realize and remove the responsibility which the principal grants to him. Obviously, the purpose of cor-
porate governance can’t meet the need to solve the problems of irrational behavior. Because of the limitation of in-
dividual cognitive abilities, the decision making purpose is opposite to the result of decision making. It indicates
that corporate governance is very hard to restrain the decision errors stemming from chairman’ s cognitive biases;
(2) the decision making mechanism of each director representing one vote is conducive to express the opinions of
every person fully. The differences of director’ s characteristic, which include inside/outside director, age, sex,
tenure and education, have important effect on their cognition and decision-making. A board composed of directors
with different individual characteristic is more likely to analyze from multi-aspects. The differences of director’ s
characteristic would help to make the comprehensive analysis of corporate investment behavior, and increase firm’
s value; (3) the directors in state-owned enterprises hold no or less shares of the company. This is easy to form the
problem of insider control. On the one hand, it leads to the decrease of governance efficiency, but on the other
hand, it increases the consistency of the interests of insiders. Anyone in the board has to consider the opinion of
others seriously. So the chairman’ s cognitive biases are difficult to cause damage to the company’ s decision. Con-
versely, the chairmen in private enterprises are large shareholders generally, even are the business founders. They
have absolute authority in the firms, and control the right of investment decision-making. The opinions of other di-
rectors have little influence on them.

These findings have some implications that may be important for rational decision-making in firm. The chair-
man overconfidence will lead to overinvestment and decrease firm value. The effective way to prevent the damage is
to increase the degree of diversification of board characteristics. The individual characteristics include inside/out-
side director, age, sex, tenure and education. But it is not enough for private enterprises to increase the degree of
diversification of board characteristics. The methods such as setting specific dissenters, encouraging different opin-
ions should be taken to reduce the damage caused by chairman overconfidence, especially for those private firms
which chairman is the large shareholder or the founder.

Key Words: overconfidence; corporate governance; diversification of board characteristic
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