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Abstract

The fact that people have cognitive biases when making decisions and cannot make
completely rational decisions is the main issue of behavioral finance. One of the important
cognitive biases is overconfidence. Various studies have shown that professionals and
occupations that need to make decisions are more exposed to this bias. Overconfident
managers impose high costs on shareholders by not investing properly, over-using cash
within the company and not distributing it. Accordingly, the purpose of this study is to
investigate the relationship between managers' overconfidence, domestic financing and
investment efficiency of companies listed on the Tehran Stock Exchange. This research has
been done by descriptive-correlation method and is an applied research. The statistical
population of the research consists of companies listed on the Tehran Stock Exchange during
the years 1391 to 1396, which have been active in the stock market throughout the research
period and have been studied. The following four hypotheses were formulated in this study:
1) There is a direct and significant relationship between managers' overconfidence and
internal financing. 2) There is a direct and significant relationship between domestic
financing and over-investment. 3) There is a significant inverse relationship between
domestic financing and underinvestment. 4) Overconfident managers increase the volume of
investment by increasing domestic financing. The research findings confirm the above
hypotheses.
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