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Managerial Overconfidence and Cost of Equity Capital .
Evidence from Shenzhen A-share Market

YU Fusheng', ZHANG Sheng', LI Yan®

(1. School of Business, Renmin University of China, Beijing 100872, China;
2. Price Waterhouse Coopers, Beijing 100020, China)

Abstract: This paper studies the relationship between managerial overconfidence and cost of equity capital of Chinese listed
companies with A-share companies listed in Shengzhen Stock Exchange. From the results of positive test, we can make a con-
clusion that managers’ overconfidence has been caused by means of impacting on the business investment behavior, excessive
investment, thereby affecting the sensitivity between investing and financing cash flow, which led to radical financing and
higher cost of equity capital of enterprises.

Key Words: managerial overconfidence; excessive investment; radical financing; cost of equity capital
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