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4G FIE Fama-French 3 factor

HH =R

A7 3 6 9 12 N7 3 6 9 12
v FA B v #Al B ~ B
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Panel B: 39# #alg 2ol gh(OC_dif)& 0 7|02 73 2%
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THE KOREAN JOURNAL OF FINANCIAL MANAGEMENT
Volume 39, Number 5, October 2022

Long-term Performance of CEO
Overconfidence Measured by
Machine Learning

Haerin Choi* - Kyung Hee Park™ - Jinho Lee™™*

{Abstract

We present an anomaly of executive over-confidence that appears in portfolios classified by
CEQ'’s tendency to over-confidence. In order to measure manager’s overconfidence, the manager’s
opinions were directly extracted from “Management Discussion and Analysis (MD&A)” in the
company's annual report, and text analysis was conducted using Google BERT's natural language
processing technology to present an overconfidence portfolio. Analysis was performed based on
companies listed on the Korean KOSPI and KOSDAQ markets from 2011 to 2019.

We hypothesized that corporate governance (G) in ESG management will play a role in controlling
managers overconfidence. Therefore, it can be predicted that the higher the corporate governance
score, the lower the market’s underestimation of managerial overconfidence, and the decrease in
anomalies.

In addition, it was found that the misvaluation of manager overconfidence in the market increased
during a period when the economic situation was generally declining, and anomalies of manager
overconfidence appeared significantly.

This study has a contribution point as an investment strategy that can be practically used by

stock market investors and various pension funds.

Keywords : CEO Overconfidence, Anomaly, Machine-Learning, BERT, Textual Analysis
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