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Relationship between bank managers® overconfidence and regulations
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The purpose of this study is to examine theoretically and empirically the
impact of bank managers® overconfidence on banks®™ asset portfolio composition. With the introduction
of liquidity coverage ratio and net stable funding ratio regulations under Basel 111, the
importance of banks holding high-quality liquid assets has been emphasized. Using U.S. bank data,
this study finds that banks managed by more overconfident managers have lower liquidity ratios and
higher funding costs, and that overconfidence indicator positively affects the probability of
liquidity shortfalls during financial crises. The results have important policy implications for the

regulation of the net stable funding ratio and the liquidity coverage ratio.
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