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Abstract

Financing policies made by managers can play a key role in the risk and wealth creation for stochkholders. However,
identifying effective factors in managers™ financing decisions is of great importance. Overconfidence is one of the most
important personality traits of managers. Overconfidence is effective in risk taking. Overconfident managers overestimate
future returns of business projects due to false confidence. Therefore, they might overestimate the likelihood and impact of
positive shocks of future cash flows for these projects. Meanwhile, they may underestimate the negative shocks. They
believe that their business entities have been undervalued in the capital market and can choose shorter maturity debt and
increase shareholder wealth. They prefer to issue bonds rather than stocks. This study aims to examine the effect of a
psychological factor (managerial overconfidence) on debt maturity structure. The sample consisted of selected companies
listed in Tehran Stock Exchange from 2007 to 2014. Two scales which are based on managers" bias to forecast earnings and
investment decisions are employed to measure the managerial overconfidence. The results show that managerial
overconfidence has a positive and significant effect on debt maturity structure. Overconfident managers take shorter debt
maturity structure by applying higher percentage of short-term debt. Liquidity risk related to this financing policy would not
prevent them from such behavior.

Keywords: Managerial Overconfidence, Debt Maturity Structure, Liquidity Risk, Mispricing.
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1. Agency Cost

2. Leverage
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