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One of the most important decisions facing business unit managers is
financing decisions. Financing is one of the essential components of
the operation of any business unit. Adoption of financing policies by
managers plays a significant role in risk and wealth creation for
shareholders. However, recognizing the factors influencing
managers' financing decisions is more important. The purpose of this
study was to investigate the effect of managers' overconfidence on
financial behaviors of banks listed on the Tehran Stock Exchange
during the financial crisis. In order to achieve this goal, three
hypotheses were formulated. To test the hypotheses the systematic
elimination method was used. A sample consisting of 16 banks
admitted to the Iranian banking industry during 2017-2021 was
selected and a multivariate regression model based on composite and
logistic data was used. In addition, Ives 10 software was used for
statistical analysis. The results of the study showed that banks that
were overconfident had more facilities than banks that were not. In
times of crisis, banks that trust too much do not have more growth in
financial debt than banks that do not trust much. During the critical
years, banks that trust too much are more likely to go bankrupt than
banks that do not trust too much.
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EXTENDED ABSTRACT

Introduction

Banks, as the most important part of the financial system of countries, have roles and
duties in financing various sectors of the economy. Providing facilities is defined as one
of the most important tasks of banks and in this way, all sectors of the economy
including households, companies, and the government, are financed. One of the
controversial issues that has been the focus of capital market researchers in recent
years is the issue of bank loans and their arrears. The usefulness of studying the changes
in the facilities granted by the banks on the part of investors is because, from their
perspective, the changes in the granted facilities are a measure of increasing liquidity.
In addition, the policy of capital market investors can use this criterion as a tool to
measure the degree of vulnerability of the capital market. On the other hand,
overconfidence is one of the most important modern financial concepts that has a
special place in both financial theories and psychology. Overconfident managers value
borrowers' prospects and underestimate their investment risk. Therefore, it causes
overconfident banks to place less weight on downside risk, which leads to lower lending
standards and, as a result, increased lending amounts. Furthermore, when
overconfident CEOs overestimate investment returns but cannot fully fund the
investment with their capital, they need to borrow from external sources and prefer
debt to equity. The bankruptcy of banks and financial institutions is always a concern of
economic systems and governments because weakness and disruption in the financial
system, increasing costs and losses, questioning the efficiency of the economic system
create public distrust and spread it to the entire system. Banking and other such factors
can be the cause of economic crises in society.

Methodology

To test the hypotheses the systematic elimination method was used. A sample
consisting of 16 accepted banks in Iran's banking industry during the years 2017 to
2021 was selected and a multivariate regression model based on composite and logistic
data was used. The required data was obtained from financial statements and
accompanying notes. For this purpose, the latest software was used as well as internet
research (the official website of the Tehran Stock Exchange and other related sites).

Results and Discussion

The results obtained from the test of the first research model indicate the existence of a
positive and significant relationship between management overconfidence and changes
in facilities. This implied that a bank, by equipping resources (including capital and
equity and various types of deposits or other debts) uses them in line with
predetermined goals. In other words, it is assumed that a bank becomes profitable by
creating these income-generating assets at the end of each financial period and expands
its activities again by using the accumulated profits and new resources including capital
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increase or creating other liabilities. Overconfidence can be summed up as an
unfounded belief about one's cognitive abilities, judgments, and intuitive reasoning.
Therefore, over-trusted managers, despite this characteristic, and assuming that the
granted facilities will lead to income generation and expansion of activities, proceed to
grant more facilities compared to banks that are not over-trusted. Based on the results
obtained from the second research model test, the results obtained from the second
model test indicate that there is no significant relationship between management
overconfidence and changes in financial debts; these results show that the increase in
managers' trust did not reduce the amount of bank debt. The overconfidence of the
managers means that they have overestimated future cash flows and profitability of the
business units. This may confuse the choice of financing methods by managers.
Therefore, overconfident managers underestimate the negative effects of adverse
events such as a financial crisis. In other words, managers' overconfidence does not
cause them to finance through debt in such circumstances. Based on the results
obtained from the test of the third model of the research, the results indicated the
existence of a positive and significant relationship between the overconfidence of the
management and exposure to the bankruptcy of the bank; these results showed that the
increase in the output resources compared to the input resources causes an increase in
the probability of bank bankruptcy. Overconfident managers may invest internal cash
in projects with negative net present value, which will waste the company's internal
resources and cause the company to be in financial turmoil. If managers overinvest in
the company's internal resources, the cash flows needed to fulfil obligations and pay
debts may not be provided at the right time, and companies may experience financial
turmoil. In other words, excessive self-confidence causes managers to underestimate
the possibility of adverse conditions such as financial crises and increase the probability
of company bankruptcy with irrational actions.

Conclusions

Banks that have excessive confidence have more facilities than banks that do not have
this characteristic. Therefore, according to the result of the first hypothesis, investors
and shareholders in these banks are advised to be careful in checking the conditions of
the banks. In crisis years, banks that trust too much do not grow more in financial debt
than banks that do not trust too much. Therefore, according to the result of the second
hypothesis, bank managers are recommended to take different financing methods to
secure the bank's cash flows. In addition, during the years of a financial crisis,
overconfident banks were more likely to fail than non-overconfident banks. Therefore,
according to the result of the third hypothesis, it is recommended to the depositors,
considering the great importance of the financial crisis and the influence of the
managers' point of view in granting facilities and adopting resource acquisition policies
in examining the conditions of banks for depositing, they should pay great attention to
the behavioural characteristics of the managers.
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