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CEO overconfidence, investment decisions and firm value
in Indonesia

Abstract. This study examines the effect of CEO overconfident behaviour on investment decisions with a
behavioural finance theory-based approach, then, examines the effect of investment decisions on firm value
with a traditional finance theory approach. Managers who are overconfident are the cause of investment
deviations, investment sensitivity, and overestimated project returns that actually affect the value of the
company. This study uses 175 non-financial companies on the Indonesia Stock Exchange led by the same
CEO during the 2015-2019 period. Data analysis in this study was carried out using the Partial Least Square
(PLS) method. PLS is a method of solving structural equation modelling (SEM) which in this case (according
to the research objectives) is more precise than other SEM techniques.

The results showed that the CEQO’s overconfident behaviour had a significant effect on firm value with
investment decisions as a mediating variable. This means that the CEO’s overconfident behaviour is able to
increase firm value through investment decisions as a mediating variable.
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AHoTauifa. Y uUbOMy [OOCHIOXEHHI PO3rNaaaceTbCa BMIMB CaMOBMNEBHEHOI MOBEAIHKM FeHepasibHOro
OVPEeKTopa Ha iHBECTUUiMHI PilLEHHSA 3a A0MOMOrol nigxody, wo 6a3yeTbCs Ha MOBEAIHKOBIN Teopii
diHaHCciB, a NOTiM A0CNIAXYETLCA BMANB iIHBECTULIMHUX pilleHb Ha BapTiCTb QipMM 3 BUKOPUCTAHHSM
TpaamuinHoro nigxoay Teopii piHaHciB. HagMipHO caMOBMEBHEHI MEHEOXXEPU € NPUYNHOLO iIHBECTULLIMHUX
BiOXWNEHb, IHBECTULiAHOI YyTNNMBOCTI Ta 3aBULLEHOT NpMBYTKOBOCTI NPOEKTIB, SIKi HACMpPaBai BNIMBAOTbL Ha
BAPTICTb KOMMaHIi. ¥ ubOMYy AOCAIOXEHHI BUKOPUCTOBYIOTECS 175 HediHaHCOBMX KOMMaHi Ha HOHOOBIN
Bipxi IHOOHEeSIT, SIKi 04ONIOE OAMH | TOW Xe reHepanbHUl anpekTop y nepion 2015-2019 pokis.

AHani3 gaHnx OocnigXeHHs NPoBOAMBCS 3a JOMOMOIOK MEeToAy YaCTKOBUX HaMMeHLunx kBagparis (PLS).
Peaynbtatn nokasanu, WO CaMOBMNEBHEHICTb FeHepasibHOro AMPEeKTopa Crpaswuia 3Ha4YHW BrMIMB Ha
BapPTiCTb KOMMaHii, a iIHBECTULMHI PiLLEHHSA BUCTYNanu K NpoMidXxHa 3MiHHa. Lle o3Havae, 1o caMmoBneBHeHa
noBefiHka reHepanbHOro AupeKkTopa 3aarHa 30iNbWnTn BapTiCTb dipMK 32 paxyHOK iHBECTULLIMHNX PilLIEHb.
Knio4oBi cnoBa: camMoBNEBHEHWUI FreHepanbHUIN AMPEKTOP; BAPTICTb PipMIN; iIHBECTULiIHI PiLLIEHHS; IHBECTULL.

duoHuTta U.

KaHAMOAT SKOHOMUYECKMX HaYK, CTYAEHT, pakynsTeT GUHAHCOB 1 BM3Heca,

YHuBepcuteT JlamnyHr, JlamnyHr, UHooHe3uns

Kydenakcu M.

KaHOWAAT 93KOHOMUYECKUX HayK, Npodeccop, pakynsTeT GUHAHCOB 1 Bu3Heca,

YHusepcutet JlamnyHr, JlamnyHr, IHaooHe3us

XacHaBaTtu L.

KaHAMOAT SKOHOMUYECKMX HayK, Npenoaaratenb, dakynsteT GUHAHCOB 1 BU3Heca,

YuuBepcuteT JlamnyHr, JlamnyHr, UHooHe3uns

CamoyBepeHHOCTb reHepPasibHOro AUPEeKTOpPa, UHBECTULIMOHHbIE PeLueHns U

CTOMMOCTb KOMNaHuu B UHAOHEe3Un

AHHOTaums. BaTtommccnenoBaHnumpaccmaTpmBaeTCa BIMAHNE CAMOYBEPEHHOMO MOBEAEHNS FEHEPATbHOIO
OVPEKTopa Ha WMHBECTUUMOHHbBIE PELLUEHUS C MOMOLLbIO MOAXOAa, OCHOBAHHOIMO Ha MNoBeAEeHYEeCKOM
Teopum GUHAHCOB, a 3aTeM UCCNEOYyEeTCs BANGHNE UHBECTULMOHHbBIX PELUEeHUA Ha CTOMMOCTb GUPMbI C
NCNONb30BaHMEM TPAAMLMOHHOIO nNoaxona teopun GUHaAHCOB. M3nuwHe caMoyBepEHHbIE MEHEOXKEPDI
SABNAKOTCA NPUYNHON MHBECTULIMOHHbBIX OTKIIOHEHUI, MHBECTULIMIOHHOW YYBCTBUTENIbHOCTM U 3aBbILLEHHOW
[OXOOHOCTU NPOEKTOB, KOTOPbIE HA CaMOM Aene BANSIOT Ha CTOMMOCTb KOMNaHuu. B aTom nccneposaHnn
ncnonb3ytoTcsa 175 HepUHAHCOBbLIX KOMMaHWUM Ha GOHA0BON Bupxe NHOoHE3NK, BO3MMaBASIEMbIX OAHUM U
TEM Xe reHepasnbHbIM aMpekTopom B nepunog 2015-2019 ropos.

AHaNM3 OaHHbIX B STOM WUCCNEAOBaHUM MPOBOAMICA C MCMOJSIb30BAaHMEM METOAA YACTUYHBIX HAMMEHbLUVX
kBagparoB (PLS). Pe3ynbsrarbl nokasasnm, 4To CaMOyBEPEHHOCTb reHepasibHOM0 ANPEKTOPA OKasasia 3Ha4YnUTeIbHOE
BNSIHAE HA CTOMMOCTb KOMMaHUM, @ WHBECTULMOHHBbIE PELLUEHNS BbICTYNaNM B KA4E€CTBE MPOMEXYTOYHOM
NepeMEeHHON. DTO 03HAYAET, YTO CaMOHAAESHHOE NMOBEAEHNE FrEeHEPASTILHOMO AMPEKTOPA CMOCOOHO YBENYUTL
CTOMMOCTb GUPMbI 32 CHET MHBECTULIMOHHBIX PELLEHUI B KAYECTBE ONOCPeayoLLEN NEPEMEHHOMN.

KnioueBble cnoBa: CaMOYBEPEHHbLIN reHepasbHbI ANPEKTOP; CTOMMOCTb (PUPMbI; MHBECTULMVOHHbLIE
pPEeLLEeHUs; UHBECTULINN.

1. Introduction

Leadership is one of the factors that influence the success of an organization in achieving its
goals. Likewise in the business world, a CEO (Chief Executive Officer) has a role in determining the
direction of business development in order to achieve company goals. The role of the CEO is very
crucial, namely as a leader who is responsible for the failure or success of a company. The deci-
sion taken by the CEO is not an operational decision, but rather a strategic decision, which is very
difficult to analyze and predict the results (Ben-David et al., 2013). The existence and role of the
CEO are very important for the sustainability of the company in the capital market, what the CEO
does will have an economic impact on the company. CEO behaviour has information value that can
cause reactions to the public and investors, both related to company policies and outside compa-
ny policies, for example in relation to the social, ethical, moral environment and others.

Traditional finance research on the effect of investment decisions on firm value has the same
result that investment decisions have a significant negative effect on firm value. Drobetz &
Momtaz (2020), conducted research on investment in global shipping companies, and the re-
sults confirmed previous research that investment had a significant negative effect on firm va-
lue. The same results were found in the research of Akhtaruddin & Hossain (2008); Hossain
et al. (2005); and MacKay (2003). Research by Del Brio et al. (2003), in addition to measuring
the effect of investment on firm value, also adds the free cash flow factor, the results show that
the level of investment and free cash flow has a significant negative effect on firm value, these
findings strengthen the theory of free cash flow, which there will be a decrease in the value of the
company for investments with high free cash flows.
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The financial theory emphasizes that the task of a manager is to maximize the value of the com-
pany through various policies and decisions he makes. In his position as an agent, the mana-
ger gets a mandate from the shareholders or company owners to always make the best policies
so that the value of the company always increases and in the end will increase the welfare of the
shareholders. A high company value will make the market believe not only in the company’s cur-
rent performance but also in the company’s prospects in the future (Kang et al., 2017).

This paper is concerned with a case in overconfident CEO, investment policy and firm value.
The paper is structured as follows. Following the introduction, the second section of the paper
presents the conceptual framework which explains the theoretical foundations of firm value. The
third section describes the research methodology and data used. Research results are presented
and discussed in the fourth section, while the conclusions derived from the results are presented
in the final, fifth section.

2. Method

2.1. Conceptual Framework

There is still little research on the effect of overconfident CEO behaviour on firm value. Bei Ye &
Yuan (2008), published a paper that studied the effect of CEO overconfident behaviour on firm va-
lue and found a positive influence between CEO overconfident behaviour on firm value. If a compa-
ny is high performing, CEOs attribute this success to their own performance and also become more
confident about future success. In this study, it was also found that the effect of CEO overconfident
behaviour on firm value was positive at first, and turned negative after reaching a certain point. This
finding confirms previous studies because there is a U-shaped relationship between CEO overcon-
fident behaviour and firm value, meaning that the optimal level of CEO overconfident can maximize
firm value. Based on this explanation, the following hypotheses can be formulated:
H1: CEO overconfident behaviour has a significant positive effect on firm value.
H2: CEO overconfident behaviour has a significant positive effect on investment decisions.
H3: Investment has a significant positive effect on firm value.
H4: CEO overconfident behaviour has a significant effect on firm value with investment as a

mediating variable.

2.2. Applied Methodology

Determination of the sample in this study is based on the purposive sampling method, namely
the technique of determining the sample based on certain criteria. From the sample data, it can be
explained that the number of companies listed on the Indonesia Stock Exchange in 2019 was 669
companies, with 466 non-financial companies. The number of non-financial companies that pub-
lished complete annual reports during the 2015-2019 period was 295 companies and companies
led by the same CEO during the 2015-2019 period were 174 companies and this number became
research observation data. For the purposes of this study, this study used the model in Figure 1.

Figure 1:
Latent variable indicators and the relationship between variables
Source: Compiled by the authors
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The structural model equations in this study are as follows:

Structural Equation Model 1: NP, = o, + B,(OCC);, + ¢;.

Structural Equation Model 2: INV;, = a, + 3,(OCC);, + €.

Structural Equation Model 3: NP, = o + B,(INV), + eit.

Structural Equation Model 4: NP, = o + 3,(OCC), + B,(INV), + B;(OCC *INV),, + €.

Endri & Fathony (2020) revealed that company value is an assessment of the performance
of company shares that have been traded in the capital market (go public). The valuation ratio
provides information on how much people value the company so that people are interested in
buying shares at a higher price than the book value. The following are some of the methods used
to measure firm value.

1 - Price earnings ratio
The price-earnings ratio (PER) shows how much money investors are willing to spend to pay
for each reported profit. The formula used to measure the Price earning ratio (PER) is as follows:

PER = Market Price Per Share / Earning Per Share . (1)

2 - Price book value

Price to Book Value (PBV) is a ratio that shows whether the price of the shares traded is over-
valued (above) or undervalued (below) the book value of the shares. The formula used to measure
Price to Book Value (PBYV) is as follows:

PBV = Market Price Per Share / Book Value Per Share . (2)

3 - Tobin’s Q

Another alternative used in measuring firm value is using Tobin’s Q method developed by Tobin
(Dashtbayaz & Mohammadi, 2016). Tobin’s Q is calculated by comparing the ratio of the market
value of the company’s stock to the book value of the company’s equity. The Q ratio is superior to
the market value to book value ratio because it focuses on what the company is worth today rela-
tive to how much it would cost to replace it today. Tobin’s Q formula is as follows:

O=(EMV+D)/(EBV+D). (3)

EMYV is the market value of equity, EMV is the book value of total assets, and D is the book va-
lue of total debt.

EMYV is obtained by multiplying the closing price at the end of the year (closing price) with the
number of shares outstanding at the end of the year, while EMV is obtained from the difference
between the company’s total assets and its total liabilities.

Investment is a commitment to a number of funds or other resources made at this time, with
the aim of obtaining a number of benefits in the future. There are several ratios used to measure
investment including:

4 - Market to Book Value of Asset Ratio (MBVA)

According to Balachandran & Nguyen (2018); Hribar &Yang (2016), Deshmukh et al. (2013), the
Market to Book Value of Asset Ratio (MBVA) is calculated to show the company’s growth pros-
pects expressed in market prices. This ratio describes the combination of on-site assets and in-
vestment opportunities. Therefore, the higher the MBVA ratio, the higher the investment opportu-
nity the company has in terms of on-site assets. The formula used to measure the Market to Book
Value of Asset Ratio is as follows:

(TA-TE)+(CS x CP)
Total Aset

MBVA = x100% |, (4)

where:
TA is total assets,
TE is total equity,
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CS is outstanding shares,
CP is the closing price of shares.

5 - Market to Book Value of Equity (MBVE)

Balachandran & Nguyen (2018), Hribar & Yang (2016), Deshmukh et al. (2013), reveal that the
Market to Book Value of Equity (MBVE) shows the company’s investment opportunities. If the
company can make good use of its capital, the more likely it is for the company to grow and reflect
that the market assesses that the return on the company’s investment in the future will be greater
than the expected return on equity. The formula used to measure Market to Book Value of Equity
is as follows:

Total outstanding shares X closing price
Total Equity

MBVE = x100% . (5)

Data analysis in this study was carried out using the Partial Least Square (PLS) method. PLS
is a method of solving structural equation modelling (SEM) which in this case (according to the
research objectives) is more precise than other SEM techniques. This study uses latent varia-
bles or unobserved variables, namely variables that cannot be measured directly, but through
indicators (manifest variables) in the form of a set of questions or statements in an instrument
(questionnaire/questionnaire) with a certain scale. In structural analysis, unobserved variables
are often referred to as latent variables or unobserved variables. These variables cannot be
measured directly so researchers must use several indicators (Hair et al., 2011). In addition, in
the SEM model, the measured variable has at least an interval scale. In this study, the overcon-
fident behaviour of the CEO uses an interval scale and the variables of capital structure, invest-
ment decisions, dividend policy, and firm value are measured by a ratio scale, so this research
is feasible to use SEM.

3. Result

To provide an overview of the results of data processing that has been observed, in this sub-
chapter descriptive statistics are presented. The number of observations in this study amounted
to 860 observations using 7 research indicators. The descriptive analysis of the indicators used in
this study is shown in Table 1.

Table 1:
Descriptive Statistical Test Results
Description Minimum Maximum Mean Std. Deviation | Valid N (listwise)
Ownership Score 1,000 4,000 1,976 1,400 860
Hold and Lose Score 1,000 4,000 2,051 1,273 860
Market to Book Value of Equity (MBVE) -3,651 270,379 2,699 11,256 860
Market to Book Value of Asset Ratio (MBVA) -3,920 53,842 1,584 2,612 860
Price Book Value (PBV) -3,651 270,379 2,697 11,256 860
Price Earning Ratio (PER) -1,518,541 7,786,431 39,538 310,757 860
Tobin’s Q 0.001 53,842 1,740 2,959 860

Source: Compiled by the authors

Table 1 is the result of descriptive statistical testing. The test results above can be explained
that the Ownership Score has a minimum value of 1 and a maximum value of 4, with a mean value
of 1,976. Observation data with Ownership Score, namely PT. Ramayana Lestari Sentosa, Tbk.,
and 115 other companies, shows that PT. Ramayana Lestari Sentosa, Tbk., and 115 other compa-
nies have CEOs who behave in Low Overconfident. Companies with an Ownership Score of 4 or
companies with CEOs who behave very highly overconfident, namely PT. Bisi International, Tbk.,
and 55 other companies. However, when viewed from the mean value, it can be concluded that the
average CEO of the sample companies behaves in Overconfident Moderate.

The Hold and Lose Score has a minimum value of 1 and a maximum value of 4, with a mean va-
lue of 2,051. The minimum value of 1 indicates that the company is led by a CEO with Low Over-
confident behaviour. Companies led by CEOs with Low Overconfident as many as 91 sample com-
panies, including PT. Unilever Indonesia, Tbk., and others. Meanwhile, there are 44 companies
led by CEOs with very high Overconfident behaviour, including PT. Saratoga Investama Sedaya,
Tbk., PT. Ultrajaya Milk Industry & Trading Co., Tbk., PT. Indofood, Tbk., and others. If it is seen
from the mean value, the CEO of the sample company behaves Overconfident Moderates.
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Market to Book Value of Equity (MBVE) has a minimum value of -3,651, namely PT. SLJ Global,
Tbk., in 2016. The low MBVE value indicates the company’s low investment opportunities. Fur-
thermore, the maximum value of 270,379 is PT. Atlas Resources, Tbk., in 2018. The high MBVE
value indicates that the company’s investment opportunities are high. If the company can make
good use of its capital, the more likely it is for the company to grow and reflect that the market as-
sesses that the return on the company’s investment in the future will be greater than the expec-
ted return. The mean value is 2,699 and the standard deviation is 11,256. Market to Book Value of
Asset Ratio (MBVA) has a minimum value of -3,920, namely PT. Resource Alam Indonesia, Tbk.,
in 2018. The low MBVA value indicates the company’s low investment opportunities therefore the
company’s growth prospects expressed in market prices are low. Furthermore, the maximum va-
lue of 53,842 is PT. Chandra Asri Petrochemical, Tbk., in 2019. The higher the MBVA ratio, the
higher the investment opportunity the company has in terms of company assets. The mean value
is 1.584 and the standard deviation is 2,612.

The Company Value variable which is proxied by Price Book Value (PBV) has a minimum value
of -3,651, namely, PT. SLJ Global, Tbk., in 2016, the maximum score is 270,379 that is, PT. Atlas
Resources, Thk., in 2018, the mean is 2,697 and the standard deviation is 11,256. A low PBV va-
lue indicates low market confidence in the company’s prospects. A PBV value above one indicates
that the market value of the stock is greater than its book value. The greater the PBV ratio, the
higher the company is assessed by investors relative to the funds that have been invested in the
company. Price Earning Ratio (PER) has a minimum value of -1,518,541 that is, PT. XL Axiata Tbk,
in 2015, the maximum value of 7,786,431 that is, PT. Chandra Asri Petrochemical Tbk., in 2019, the
mean is 39,538 and the standard deviation is 310,757. A low PER value indicates the company’s
low earnings. Meanwhile, a high PER value indicates the company’s high earnings from the com-
pany’s investment results. Tobin’s Q has a minimum value of 0.001, namely PT. Sitara Propertin-
do, Tbk., in 2018. The low value of Tobin’s Q shows the low value of the company. Furthermore,
the maximum value of 53,842 is PT. Chandra Asri Petrochemical, Tbk., in 2019. The high value of
Tobin’s Q indicates the high value of the company. The mean value is 1,740 and the standard de-
viation is 2,959.

3.1. Direct Effect Hypothesis Testing

The basis for testing the hypothesis in this study is the value contained in the output result for
inner weight. The estimation output results for structural model testing can be seenin Table 2.

The results of the bootstrapping test in this study from the PLS analysis showed that the CEO’s
overconfident behaviour had no significant positive effect on firm value. The effect of CEO over-
confident behaviour on firm value shows a coefficient value of 0.001 with a #-statistics value of
0.117. With a confidence level of 5%, this value is smaller than ¢-table (1.9627) which means that
hypothesis 1 is not accepted. This means that the CEO’s overconfident behaviour cannot be a
contributing factor to the increase in firm value. The effect of CEO overconfident behaviour on
investment decisions shows a coefficient value of 0.074 with a ¢-statistics value of 2.277. With
a confidence level of 5%, this value is greater than ¢-table (1.9627) which means that hypo-
thesis 2 is accepted. Based on these results, it can be interpreted that the CEO’s overconfident
behaviour has a significant positive effect on investment decisions. This means that the CEO’s
overconfident behaviour is a supporting factor for increasing the company’s investment deci-
sions. The effect of investment decisions on firm value shows a coefficient value of 0.951 with

Table 2:
Result For Inner Weights

Original Sample Standard T Statistics P Values

Model Sample (0) Mean (M) Deviation (STDEV) | (]JO/STDEV])

CEO Overconfident Behaviour (X) -> The value 0.001 0.001 0.012 0.117 0.907
of the company (Y)
CEQ Qverconﬂdent Behaviour (X) -> Investation 0.074 0.071 0.032 2.277 0.023%*
Decision (M1)
Investation Decision (M1) -> The value of the 0.951 0.955 0.026 36.865 0.000%*
company (Y)

Note: Robust standard errors are presented in the parentheses. ***, **, and * denote coefficients
significant at 1%, 5%, and 10% significance levels, respectively.

Source: Compiled by the authors
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a t-statistics value of 36.865. With a confidence level of 5%, this value is greater than #-table
(1.9627), which means that hypothesis 3 is accepted. Based on these results, it can be inter-
preted that investment decisions have a significant positive effect on firm value. This means that
investment decisions are a supporting factor for increasing firm value.

3.2. Indirect Effect Hypothesis Testing

The results of testing the indirect influence hypothesis through investment decisions as a me-
diating variable (intervening) can be presented in Table 3.

The results of the bootstrapping test in this study from the PLS analysis of indirect testing
showed that the CEO’s overconfident behaviour had a significant effect on firm value with invest-
ment policy as a mediating variable. The effect of CEO overconfident behaviour on firm value with
investment decisions as a mediating variable shows a coefficient value of 0.070, with a ¢-statis-
tics value of 2.233. With a confidence level of 5%, this value is greater than #-table (1.9627) which
means that hypothesis 4 is accepted. Based on these results, it can be interpreted that the CEO’s
overconfident behaviour is able to increase firm value through investment decisions as a media-
ting variable.

Table 3:
Specific Indirect Effect
Model | original Sample (0) | T Statistics (JO/STDEV|) | P values
CEO Overconfident Behaviour (X) -> Investation %
Decision (M1) -> The Value of The Company (Y) 2040 REEE ‘ SR
Note: Robust standard errors are presented in the parentheses. ***, **, and * denote coefficients
significant at 1%, 5%, and 10% significance levels, respectively.

Source: Compiled by the authors

4. Discussion

4.1. Effect of CEO overconfident behaviour on firm value

The results of testing the CEO’s overconfident behaviour on firm value have a positive but not
significant direct effect value. This shows that overconfident CEO behaviour has no significant ef-
fect on firm value, high CEO overconfident behaviour will not have a good impact on firm value,
because overconfident CEO will not necessarily perform better to avoid losses. Thus, H1 which
states that the CEQO’s overconfident behaviour has a significant positive effect on the 95% confi-
dence level on firm value cannot be confirmed or not accepted.

The results of this hypothesis test do not support the research conducted by Shah et al. (2018)
which shows that CEO overconfident behaviour has a positive and significant effect on firm va-
lue and most of the positive effects of high CEO overconfident behaviour on firm value are due
to greater innovation. and lower costs of debt. Shah et al. (2018) used the model used by Fair-
child (2009), with consistent results that CEO overconfident behaviour increases firm value.
The same results were also found in the research of Kang et al. (2017). They draw the conclu-
sion that CEO overconfident behaviour can lead to accurate and appropriate policies on invest-
ment decisions and increase company returns.

In this study, the CEO’s overconfident behaviour showed an insignificant effect on firm value.
Thus, there is insufficient evidence that the CEO’s overconfident behaviour has a direct effect on
firm value. This finding shows that the CEO’s overconfident behaviour is not able to explain the va-
riation of changes in the value of companies listed on the Indonesia Stock Exchange. This reflects
that the higher the CEO’s overconfident behaviour does not affect the increase in firm value.

4.2. The effect of CEO overconfident behaviour on the company’s investment

decisions

The results of testing the effect of CEO overconfident behaviour on the company’s invest-
ment decisions have a positive and significant direct effect value. This shows that the CEQO’s
overconfident behaviour is a factor supporting the increase in the company’s investment deci-
sions. Thus, H2 which states that the CEO’s overconfident behaviour has a significant positive
effect on the 95% confidence level on the company’s investment decisions can be confirmed
or accepted.
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The results of this hypothesis test also support the research conducted by Gervais & Odean
(2001) which revealed that the level of overconfidence can reduce the fear of underinvestment
and avoid the cost of financial difficulties that are too high. Pikulina et al. (2017), revealed a posi-
tive and significant relationship between CEO overconfident behaviour and investment decisions.
In the experimental method, Pikulina et al. (2017), divide the level of CEO overconfidence in in-
vestment decision making into several levels, including; higher overconfident (high) results in a
higher level of investment, moderate overconfident (medium) is still profitable and leads to accu-
rate investments, extreme overconfident (very high) and underconfident (low) incurs high costs
for corporate decision making. Ben-David et al. (2013), tested the CEO’s overconfident behaviour
on the company’s investment policies using a survey method. The results of the study found that
the CEQ’s overconfident behaviour had a positive and significant effect on investment decisions.
Companies led by overconfident managers will have high levels of investment, often making ac-
quisitions.

The results of the hypothesis test of this study contradict Hackbarth (2009), revealing that
overconfident CEOs tend to invest less because they avoid external financing and engage with
more projects, as they overestimate future project returns and underestimate risk. Goel & Thakor
(2008), said that there is an optimal point of being overconfident. Overconfident CEOs are more
willing to engage in risky projects to reduce underinvestment problems, but overconfident beha-
viour causes them to take on too many projects with negative NPV. Overconfident CEOs have lo-
wer investment performance because they tend to make weak investment decisions into lower
NPV projects (Eichholtz & Yonder, 2014).

4.3. Effect of investment decisions on firm value

The results of testing the effect of investment on firm value have a positive and significant direct
effect value. This shows that investment decisions have a significant positive effect on firm value,
which means that the results of this study support investment decisions as a factor causing the in-
crease in firm value. Thus, H3 which states that investment decisions have a significant positive ef-
fect at the 95% confidence level on firm value can be confirmed or accepted.

This study supports the statement of Endri & Fathony (2020), that firm value is solely influenced
by investment decisions. They explains that investment decisions are used to achieve company
goals. Companies with large investment decisions show that the company has bright future pros-
pects. Thus, the higher the investment decision, the higher the firm value.

Investment decisions at the corporate level vary by taking into account various issues that di-
rectly affect the company in the long run. There are three main problems namely agency costs,
transaction costs and market values that can explain fluctuations in investment. The agency cost
theory developed by Hsu et al. (2017) can address the problem of why firms facing higher interest
rate costs do not try to get money from other sources (i.e., debt, equity markets). Agency prob-
lems arise when there is a conflict of interest between managers, creditors and shareholders due
to different objectives.

Transaction costs combined with debt and equity issues can increase the cost of external fi-
nancing. Supposedly debt is the only channel of external funding available to the company. Debt
financing allows creditors to be entitled to interest payments. Funding decisions are related to the
company’s decision to finance its investment and determine the composition of its funding sour-
ces. From a managerial perspective, the core of the funding function is how companies determine
optimal funding sources to fund various investment alternatives, so as to maximize firm value. In-
vestment is an action to invest current funds into current assets and fixed assets with the hope of
obtaining profits in the future (Kang et al., 2017). Investment activities carried out by the company
are expected to provide optimal returns which are reused for investment activities.

4.4. The effect of CEO overconfident behaviour on firm value with investment

decisions as a mediating variable

The results of testing the indirect effect of CEO overconfident behaviour on firm value with in-
vestment decisions as a mediating variable have a positive and significant indirect effect value.
Based on these results, it can be interpreted that the CEQ’s overconfident behaviour has a signi-
ficant effect on firm value with investment decisions as a mediating variable. This means that the
CEQ’s overconfident behaviour is able to increase firm value through investment decisions as a
mediating variable. Thus, H4 in this study can be confirmed or accepted. The results of this study
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indicate that the investment decision variable as a mediation of the influence of CEO overconfident
behaviour on firm value has a significant effect with a positive coefficient value. Based on the de-
scription of the nature of the overconfident CEO behaviour variable, it is found that the investment
decision variable is full mediation. This means that the indirect effect of the variable CEO overcon-
fident behaviour on firm value through investment decisions provides evidence that the tendency
to increase firm value through investment decisions. The positive direction reflects that if the in-
vestment made is greater, the value of the company will also increase.

Based on these facts, this research is able to prove that investment decisions are perfect inter-
vening variables to increase the role of CEO overconfident behaviour in influencing firm value. The
indirect effect of CEO overconfident behaviour on firm value through investment decisions is the
result obtained from investment activities themselves through project selection or other policies
such as creating new products, replacing more efficient machines, developing research & deve-
lopment, and mergers with other companies. Meanwhile, firm value is also influenced by invest-
ment opportunities and discretionary spending in the future.

The results of this study contradict Pikulina et al. (2017), who revealed that the CEO’s overcon-
fident behaviour shows high cash flow sensitivity, which can lead to either too much or too little in-
vestment. The most important is the excessive investment in connection with mergers and acqui-
sitions which is very detrimental to the value of the company. In this case, the internal funds are not
sufficient but the CEO who is overconfident continues to invest and has an impact on the decline
in the value of the company. Campbell et al. (2011), in their research-tested and proved a state-
ment which said that CEOs with high levels of overconfidence will have a high probability of being
fired from their jobs because managers with these characteristics have a habit of exaggerating the
quality of information.

5. Conclusion

CEO overconfident behaviour has no positive and significant effect on firm value. The high over-
confident behaviour of the CEO cannot have a good impact on the value of the company, because
the overconfident CEO does not necessarily perform better to avoid losses, but the overconfident
behaviour of the CEO has a significant positive effect on investment decisions. This shows that the
CEOQO’s overconfident behaviour can be a supporting factor as a cause of increasing company in-
vestment decisions. Furthermore, investment decisions have a significant positive effect on firm
value, which means that the results of this study support investment as a factor causing the in-
crease in firm value. The results of this study indicate a positive direction on the effect of invest-
ment on the company, which means it supports and strengthens the signalling theory, that there
will be an increase in the value of the company for high-value investments. When testing the effect
of CEO overconfident behaviour on firm value with investment decisions being the mediating va-
riable, the result is that CEO overconfident behaviour has a significant effect on firm value with in-
vestment decisions as a mediating variable. This means that the CEO’s overconfident behaviour
is able to increase firm value through investment decisions as a mediating variable. Overconfi-
dent CEOs are brave in making investment decisions, resulting in positive investments, and dare
to make high-risk investments. The CEO has an important task in making company policies, so
the selection of the CEO should be based on criteria that are in accordance with the company’s
goals and consider the overconfident characteristics possessed by the CEO so that it can be ad-
justed to the level of overconfident in accordance with the company’s goals, vision and mission.
This study provides results on the behavioural finance theory regarding the existence of an over-
confident CEO in the company. Future research can examine the gender and background of the
CEO who behaves overconfident and then assess its impact on firm value. Further research can
also be done by comparing overconfident CEOs in various industries and their impact on compa-
ny policies.
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