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Title: The Impact of CEO Overconfidence on Stock Price Crash Risk:
Evidence from Saudi Arabia

Abstract

The study aims to find out the impact of CEO overconfidence on
stock price crash risk. The overconfidence of the CEO is measured
according to the scale developed by Schrand and Zechman (2012) based on
the investment and financing decisions and using a sample of non-financial
firms listed on the Saudi Stock Exchange (Tadawul) during the period 2019-
2021. This study found that CEO overconfidence impact positively on crash
risk based on bad news hoarding theory. In addition, it is found there is no
difference in institutional ownership as a result of the institutional
shareholder's attention being distracted between several different
investments, while there is a difference in according to the company's
business compatibility with Sharia as a result of Shariah-compliant firms
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tends to be more ethical in financial reporting, which helps to improve
corporate transparency. The study concludes with recommendations to the
regulatory authorities regarding improving levels of transparency in listed
companies.

Keywords: CEO overconfidence; Stock price crash risk; Institutional
ownership; Shariah-compliant firms
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Gp ) kA e o il Aldal) AE A B 508 g (AH0N Lua
wuall e Lslally dcwgal) stall @l Lagad) il

G Al 480 G 5 Lexie 43l Al-Mansour (2018) 4 caag
JA Gy gaidy ) bl skl Gl Y s b ddagdl) ae A
Lo o ol gyl ae dBdlgie ) Alfise duepd Gl B30 (e lediinal Qi dpa gl 45,008
Lty lglalis dujlen die Aagyilly Lealill oliy LW Loyl & aie - Ladyl
Ol 2022/7/17 b agead) Joh5s Cald Piagas (2019 ¢ papanll) Lelisai jolasy
agydll ae Al A gl AN sl ol Aalid e JS O b e
(2022 ¢apagaud) )

Ll @l Pl dadall chasdl e oY) 8 DY) @lisal s
LSl Al LAY Ja AW Geldl (alias) aiad . (Al-Khazali et al, 2014) duallal)
(Chen et al., A8 s e Jbedl U oan Lae o yselall ) 4S80 6 Lyl 55
e Aaa A8 o 1 e 25 .2001; Kim et al., 2011; Liu & Lei, 2021)
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DY) s adiig () Aappll) e Al 350 & Jery 3 AED 8 L) gha)
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Al e V-V

O sl Jhu b dapaall L) e dan ) SISHED e Al due ()5S
COA) e (303) Aplsall ol Sy slagind 2 a8 (b)) Lt el lSE
cleUaill aa) Alglaiall 4lial) Gaoliall g Usiy 4dlal) ¢ Usd S5 clgd cplghaiall dapla
Global ilelaill Capatl _dlall jlall coss liall ¢ il (4-digit GICS) el
s eledalin dagla Al e (Industry Classification Standard (GICS)
Db 12 L Al daudl) L) Al DA gl 26 (e J8 5aa) Lgagd Jsls @
(Look-Ahead Bias duisall ) allaill joa caimil ¢aladl Giles (o el 3D amy g0

AL a5 2017/1/8 (e (GICS) e il Cagiatl alall Jlonall e 5Ly e Uil 20 ged) 15 il
il Ll 3p3a3 Al )l alinal Gusi ) Jieadll o Caieadll b aiay
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31 b A g em Y il il sl ) dslayl “Kim et al. (2011)
Gl 8 dapadll ElSys aae Ji ) (2-digit GICS) i)l cleladll slagivly . jaa
chiall Gy el Gl LY calall Pl @lSH8 ol e dd)l

Alsall ulaall 43 pedl SIS, Budaly ALl Bl Cilelad AlSa 3ale) () Dl
-2018) 2021-2019 : & duball 52 g 2017 e Ay e (IFRS) Il Lyl
300 oo Awhall Lyl Al (&5 adles L (Apl)lls Al Ghaiddl I 4wall 2020
2alid) S5e gigay al)) adsas Aprgandl ol alse e U Lelily paend o3 3aalia
adl Tl (Pla (e Aleaiall cyriall Ayl adl) dallee & & Al ol
.Stata Blis zalin alaaiul <99% 5 1% e WiNsorizing s gl
pariall Guld Y-Y
) L) phad Gl VY-

ol Geliall .Chen et al. (2001) Leasil L) yhadl Guuliae aladial
Down-to-Up Volatility el 3 daul (e Gae ) dilsall (i 2 0 dusdpall o280
Negative e sl 355l sl alludl o151 Jales 1 5g8 daadl Lulisall Wl .(DUVOL)
Oy 4l Bl 4556 eyl ulad) Suats -Coefficient of Skewness (NCSKEW)
JDla Firm-Specific Weekly Returns (W) 4$,a0L dalal) de sl 2lgall Bla axe
Ly S Oy by o el e e 130 615N 1) G a3l alasiiad (psn AL A
LAy lial de ) dilsall (e

cllacans il e 2y e 12 Leine (3 Andlall A0l ) 5,LE el ellacae Al jall 038 a3305
S e e Alea dules dns ol 40 1385 et 12 Lot 3 Al il )5 L3 ML s
' ) A i) AL

(Chen Jsl aaa e & paall Ll slasind ¥ 50 anly e el J85 3 mendl) AL il pal) i
penY) (o Al Bastall Y Gl 8 A (3 5uY) 8 A sealls et al., 2001; Kim et al., 2011, 2016)
Gsmdl 2 Ugeall Wl (NYSE, 2022) V52 205 (e eied Ji Gl agul s lels Y50 aals Lgied
Gand) Aa) 2016/7/17 b e gl b o)l lee dad o 0.155% (ssbusis b sa A3 sraal) Alal)
(2016

Y¢



pYYY il Ay lxdd! Sogedd Acadad At (1 3231 ) (R k]

et dle Zaw JS 8 350 9 e gund) (galal) e Blall s Sy cdglad)
Glaal) e 35Sl 45a) dle Joopladlly LIl Gaadl 3 dalall @laal) il
(Hutton et al., 2009; Kim et al., 2016; Liang et il cluhal 4 LS (52
Gl Zisad e i) Aedl) 3558 el Lol alall e alall Jies .al., 2019)
Y o sall
iz = @ + B1jme—z + B2jTmr—1 + B3jTmc + Baj Tmesr +
(1) Bsj mr+2 T Bej Tivmz + B7j Ticm1 + Bsj Tix T Boj licsr +
Bioj Tir+2 + &t
Gsndl e o Sl i T gaal) 3 4S50 g o 2l e to) aa
Land) el sgjr T pond) A1 el plhdll dse o 2l trie T gsad) M
Lag Vi) dediiey dikalia Silse z3aill Gaiyg T gsmdl] g | 480 (alall e ilall)
ol e Joad) eyl 8ol & el plally sl yd5el and Lead
lebigad o5 1Al ce i) saad  Alsdl o8 . (Dimson, 1979) Nonsynchronous Trading
Bl ags Wip = In(1 + gjp) 11588 ¢ omphal) wiple gl daainly L Blae ayjs S
b ki Gaplie 8 Leadiod) dadl) g (Wie) 485800 palad) o)
diw UKV (DUVOL) el ) dal (g e s ilsall il (uliie ila ks
Slgall et I de genall L (pie gena ) AS5200 Aalall Lo ) Slsall api (Ale
doe ) gal) el A de sanally ¢(Lasgd) palasd) gsidl Janssiall (o JAY) de s
t ) 2 3saill alatinly Guliall Glus iy 3 (Asmaal) aubad) goiall L siall o HSY)
(ny — 1) Xpown Wﬁ
(ng — 1) Yyp W3
e sal) Sl 2ae 1Ny T gamad) 8] AN e gud) Nl (W s Cas
e IV A5l Ao gandl) Silsal) dae tng of Al A DA bugidl e Sy ASHEN
ke ha eyl 1) DUVOL e g i) s ot dla) 4l A Jaw siall
daalall due ) dilgal) aysl allad) ol e sgd ¢ Sle¥) phaal Joadl (uliall W
t Yz sall aladinly les s LAl diw JSU (NCSKEW) 485l

(2 DUVOL;; = log
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n (n— 1 TW;

(n—1)(n—2) (TW2)?
Lo sl Nleall e N T gamd) ] AL e gud) Sl W 1) Gas
ke ha el ) NCSKEW dad g i) adys ot adlall daud) DA 38,0
SRR )l A jial) ALYl Y-Y -
Dile leuld L) pae cuy hdtl Gl Abiall A Guplie i
(Ahmed & Duellman, 2013; Kim et al., 2016; Malmendier & Tate, 2005b;
Opdle e opalie aladii) & Al od 4y .Schrand & Zechman, 2012)
Ssine o dnjiall A8 o Gui)ll Gulid) L Leglly A ) Dla ddajiall 460 (Proxy)
el & aslaiinl S5 «Schrand and Zechman (2012) o5k 3 (CEOQ_OC) 48,4l
(Depoers et al., 2022; Kim et al., 2016; Liang et al., 2019; 4dslu cluhall e
@2l il e o ddajiall A8 b Jaadl Gulad) W oLLiu & Lei, 2021)
il aas (Kim et al. (2016) sl (i)l uliall Jaee (uliie g5 (OC_MSZ)
Gsie o e Y A gsina o i (e Gl el Jisats agiy adl 8 Jal
SV AEN 8 Lajhe (2T ey Gyl a3 ad] Auball sda 8 adle el L gdnl) (i)
ARl Gl Glily 855 ae o (Slie (52450 (ad)
Dalae EDG ciiias 13 (1) dedll L (CEO_OC) ddajiall 481 (uiill (elial)
Dnlad) oday Loy (DA IS 13 (0) Aedlly sedll ulaall (e ol DA IS e
:Lé:.y\s
dagil) L] (ailh Jiayy - ool g Uil daps e S) 4S50 chlang) pails L)
Gy g U8 IS 30 oy (g3 elaaall sai e Jpnal) lea) sai Jlasd) (g il
ple IS Al 4 s
vl g Uaill Jagusy (pe ST Apail) i) Al L M) Gllee (ge il ila LY
Gllee b gaill Jopall e cadel ) diall A8 ae (mlisdl ) Bl
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|
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sl g il dass e Sl Al Al Al ) JaY) Aliga el Fas LY
sl e ST 8jted) agud) sl Jysatll QAN cpal) Lt
e luall ~ Ll Clagy s 48500 adss o Lo

ol ot Ay e (1) el 30 (OC_MSZ) dhajidl 48l Joadl (ulial)
O ale A8 8 hse afl ) (CEO_OC) Gildl Gusiyll Guliall alainly sdal
Ul QDA 13 (0) Ay capaie o Jealf iy of ) il g Ladingg
o) Galiall 3 Ll slaie¥) 5 aié (2017 ale o pudyll el by i ) Bk,
PN (528 Gy () AR 8 Lajhall (sl )l Caiea Uad g sl
A8l cypitial) uld F-Y-v

COEAYIS gl Jlad e fig ) Jalsall (e e gene i) ciludpall el

DV ety AN pailads @A agu Sle paibady paalud) G Lﬁi)n &
Al cluhal) b LS Al clysie Auhall 23 ) delsall 238 dila) 5 a8, L4400
(Beshkooh & Keshavarz, 2018; Kim et al., 2016; Liang et al., 2019; Liu &
.Lei, 2021; Qiao et al., 2022)

Jaee sas 8le e ebie aladinly cpealaadl gu b 8 CDERY) Gl &
Jare busie Jiey 53y «(DTURN) Detrended Turnover oladl ¢sn aead! olsd
P el agul) s Jane Jausgic die agseade Ll Liadl DA gyeill agu) G5
el Pla Jolall aas Gy gyedll ag) s Jaee s 2y Al Ald) dud)
s Gl Cpanlusall ) & DR Ak e flys o edl) DA A el e o
(Chenetal., 2001) JLe¥! slady i) 8 agun aDEAY)
t V) il e pailad SO Jid il A8 g dle pailad il S
((NCSKEW) alull 3Ll dsd) (Pla 38l de sl Silsall agysil calld) ¢ )5y
adll Pla @bl e Aades Gigan Jlaial e 2y A 3538 PlA JLg) jha i)l

330en mgd ol Sy pmill AL (30 ol sl Ly ol 4ld cdipall S 515l udae 8 e 2l °
AS a8 oaan ST Y o0 ad S Adiially 65 Al all o388 AS ) 8 ke gae sas dla 8
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DAY cpias Ayl e 5l Al odg] alida yuadi 3515 «(Chen et al., 2001) Al
Olasleall pyan NV ¢omitie Lol 558l Pla (a] 50 agadl yr ) Jlaals (i
(in & Jshl 358 5a1 50 Asndl JLAY) SI5 Gllaiyy clgie Jaal) &3 38 D) 230
Al Ll Al Pa 3GEl el dlell g)ledl Gl .Myers, 2006)
(Chen et al.,, diiwd) & bV jhd (e a5 44l dadiyll UG (SIGMA)
A L BE Jad) el sleind 3 gy LB ) 1 dile) of LS .2001)
ol Lo ity A Axdipall il g dadl JLed) iy ddajdall 4Gl G dulay)
) Pl 3GEl Lo ) dilgall Jassiag (Kim et al., 2016) &l é Jajiall gaxl)
by Gl basp Aglll dadiyell ailsalld ¢(100) A lpa s (RET) sl 4L
Gsin Ao (a8 Al Nl aie iy JliaY) Cima Ga) Bubble de i) dagis jledY)
.(Chenetal., 2001) i)l

aplesl iy (SIZE) 358 ana 1Y) saill o lguld 5 45,40 Gailad
Al Al ) A8 sl dagll dusty (el (MB) 45,800 sais ASLal) (5g8a] 4850l 2ol
dmidie GIGA ae A3jlae HLeV) by ST i sall dadipe IS AL (35l
U6 Aal adipall salll o A dallee 8 agen B il e Aila) o LS L sall
Oy o (e (A OS5 8 paill Aadipe AN o Gan (B sl Gl Al jdall A8 e
JaY) dlgh ol les) dendy (ulsy (LEV) Il iy A8 8 Jojaal) ghgall )l
el e Jaall il dasdy (il (ROA) Jsead) o dilally Jsal) Jlea) o
(Kim et al., 2016) alall da JsuaY)

Hutton laas Al cpils syl Gubeiss (OPAQUE) 4l Lp)lill (i see (il o
Discretionary — appaiil) cliliain) a6z JY) dajal) aiuln 8 et al. (2009)
t oY) o phadl) ¢ Wil Accruals
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Glua 4kl Glieasay) Glual (Dechow et al., 1995) Jones Model
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alall 8 ] 48,50 lasally ailiadlly lSliadl :PPEj; ¢(t-1 Galad) alall <oyl 4ie ppnda
J ASA Ayl cliliaiay) (DA -1 Gl bl 3 ASal) Jeal s tAjeg ot
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(Cohen et al., 2008; ale JS 3 usiy gl JS 3 J8Y) e <l pi ol by 555 sal i bty
‘Cohen & Zarowin, 2010)
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aloel A ) ale e Chaay dypaill liliaiuay) 4 el of Dechow et al. (1996)
oasee eld 4u) I Hutton et al. (2009) 4wl caaay LS clgilis) 2y of Jd
ke Jhay sl aalyale e alae Yl Ly )
Luhal) zigad ¥y
Slo ) Gl dlaadl A8 B LY V) Aubl zise e slael) @
ey haa
CrashRiskjc = B, + B;CEOoverconfidencj_; + B, DTURN;j._;
@) + B3NCSKEW;_; + B4SIGMA;;_; + BsRET;_;
+ B6SIZEj_; + B7MBji—; + BgLEVji_; + BoROAj_4
+ Bl()OPAQUE]t + Year FE + Industry FE + 8]"[

pladinly Guliss tplall (] 3580 pg sa bl lad :CrashRiskie :¢) Cus
b gl iyl 4k sl 3&ll :CEOoverconfidencir; «<NCSKEWj; 5| DUVOL;
Jalas :B1 <OC_MSZji; 5§ CEQO_OCjrg iy (ulis t-1 Giladl lall b j 38,0
hdy dbdd) A8 G A mms oA anll i)l ddajiall sl Coefficient
QS Agll) Chstie b il haria U WL Gilay) 06 O dsidl gas Ol
Fixed Effects (FE) autl)l cudlill Ll el ¢ Uailly alell DUMMY dsats <yia
Aclually (il

Ordinary Least bl (gyall cilagpall diph aladiuly Auball z3sa pai o3
Al clad¥l e s A (<) dgbasdd dysuadll adll Hlasiuly .Squares (OLS)
il aadind s LA (ggiua e Cluster—Robust Standard Errors daeall
sl Aie 51 e Linear Panel Models aphaall Jilll zila & Gyl ¢UasY)
Autocorrelation  dlsdl e S LUy Heteroscedasticity Al cpls
(Lee et al., 2019; Liang et 4Ll cluhall & LS (Cameron & Trivedi, 2005)
.al., 2019; Liu & Lei, 2021; Qiao et al., 2022)
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) gl — ¢
il galal Jutailly Lduagll clebaay) V- ¢
O sl (e pzys LAuhall il dgeall clelasyl (1) Jsaall moas
-0.375 -0.13 s NCSKEW s DUVOL dpgudl Sl i jledV) jha b
Ol el )l 1S Jasgie Wl Ll 0.845 0.30 sa (gylmall CibaiVls ccanyilly
A Ses of ) el )y .0.13 s CEO_OC (slie e 3l 4al & Okl
dagas iey (328l 300) duhll due (10 13.3% b aals oIS o2l (i)l ddajidll
S5 058 (OC_MSZ l) hanll Gud)l soime ) 4S80 (goime (e Culiall 128
23% sa A& 3 Cpdajiall Gl oL )
S lGE G sl hd dAlid sid) galal diaall (2) Jsaad) maas
( Dlanll 2l Gud ) led Jery ) N A8 b dasall o2anll bl Led Jesy
O Ailas) ANa 13 (38 aag 4 Jsaall e ey . il (el (@) laa) aladiul
) Sl AR 8 Lo i) s2anl et e Jamy ) AN 8 L) el Jangia
Lodl aimll iyl 4550 (8 L) jhaa adiy Cus L (D) o2l Gudll Led Jexy
A
Lupal) cpiial Lbaagl) clplaay) (1) Jsss
95% 75% Median 25% 5% SD Mean N Variables
0361 0.054 -0.120 -0.337 -0.621 0297 -0.131 300 DUVOL,
1.008 0167 -0.339 -0.893 -1.866 0.843 -0.374 300 NCSKEW,
1 0 0 0 0 0341 0133 300 CEO_OCy
1 0 0 0 0 0422 0230 300 OC _MSZy
1131 0143 0016 -0.004 -0.083 0494 0187 300 DTURNy
0935 0167 -0.344 -0.875 -1.838 0826 -0.354 300 NCSKEW,,
0056 0.039 0.030 0025 0018 0013 0033 300 SIGMAy
0.807 0292 0006 -0.241 -0.631 0.449 0.042 300 RET.,
7501 6706 6203 5893 5554 0574 6.332 300 SIZE,
6.205 2.660 1.568 1.093 0.765 1956 2.261 300 MBy4
0465 0267 0.134 0.049 0008 0143 0175 300 LEV,y

0.147 0.056 0.016 -0.021 -0.132 0.080 0.015 300 ROA1
0.204 0.112 0.072 0.041 0.013 0.062 0.085 300 OPAQUE;
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DUVOL,
CEO_0OC.;=0 CEO_0OC.;=1
260 40 Observations
-0.143 -0.052 Mean
0.09 Mean-Diff
1.81* t-test

ol 0.10 5 0.05 5 0.01 (5 5ise die Afleany) AYA ) * g% %% o :Agala
bl M) ddghaa Y4

WDle a5 Jsall (e iy bl Clpaial Bl Aisiias (3) Jsaal) (e
Sles .NCSKEW s DUVOL el unlie o dbas) AVa <l dylay Lig))
(LY sbd (alf) Aaglaal) (e a3 SIS Legld Lagoluas 33l (DA (1 o)l
oull A i) A& Ganlie G Adlas) AVs @b Al Ll ADle s iy Sl
A8 ) 5p€ Ay iy CEO_OC ulis o) sl «<OC_MSZ 5 CEO_OC (shaull
¢ Managerial Overconfidence aylsy) ddajgdl 48l Lady sl Ludiyll ddadll
sba Gn Adlas) AV i Aglay) Llg)) ADle dpmp ) ) ALyl LASHa
oy LS L ) il Gase acx Aagill oday L odanll (uiyll Alajaall )y 5LV
Al i) alaeay Led! b G Aglas) AV 3 Ll Ale a5a;

@l hall Llayl S sy ae (3) Jsaadl e ey q@al Aal o
O BlY) COlalae aend L (Al Asiill) 4yl @lypseid) o Multicollinearity
"".(Saunders et al., 2019) 0.90+ jslaii sf (g5l Al dyyadill il piial)

Variance inflation factor (VIF) ol asdoai Jalaa aladinly Wa Jadl) Ll jY) 4S5 (e (Gl o3 "
Ao Al a1 Al e IS (3 10 (e S8 A pesdill i) and VIF daf ilS
Yy
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(300 :cdaalinal) aae) Ayl clpiial bl ¥) 48 ghiaa (3) Jg2a
(6) (5) 4 3) 2) (1) Variables
1 (1) DuVOL,
1 0.91%** (2) NCSKEW,
1 0.10* 0.10* (3) CEO_OCy,
1 0.72%** 0.08 0.12** (4) OC_MSZ.,
1 0.08 0.10* 0.14**  0.18*** (5) DTURN
1 -0.27***  0.04 0.06 -0.10*  -0.16*** (6) NCSKEW,,
-0.40***  0.68*** 0.05 0.02 0.09 0.15*** (7) SIGMA;
-0.62%**  (.38*** 0.01 -0.07  0.21***  0.29*** (8) RET.,
005  -0.24***  0.04 0.03 0.16***  0.18*** (9) SIZE,,
-0.15%**  0.45***  -0.06 0.01 0.11* 0.14**  (10) MB:.
0.04 0.01 0.42%**  (,32%** 0.04 0.05 (11) LEVi1
0.05  -0.28*** -0.19*** -0.17*** 0.13**  0.12** (12) ROA.
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Non-Shariah  Shariah Non-IO(SOE) 10(SOE) ALL
0.144* 0.080 0.109** 0.268* 0.119** CEO_OC,
(1.82) (1.13) (2.06) (1.87) (2.31)
0.046 -0.054 -0.003 0.028 -0.037 DTURN;
(0.63) (-0.83) (-0.06) (0.07) (-0.79)
0.003 0.007 0.027 -0.027 0.028 NCSKEW,,
(0.09) (0.19) (0.97) (-0.66) (1.19)
1.247 2.468 1.712 6.081 3.038* SIGMA;
(0.39) (1.05) (0.88) (0.58) (1.80)
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0.091 0.624 0.264 0.827 0.320 ROA.;
(0.17) (1.49) (0.89) (1.22) (1.18)
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-1.264*** -0.271 -0.915*** -1.098 -0.806*** Constant
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Yes Yes Yes Yes Yes Year FE
Yes Yes Yes Yes Yes Industry FE
Yes Yes Yes Yes Yes Firm Cluster
114 163 241 50 300 Observations
0.226 0.099 0.186 0.274 0.175 Adj. R?

x?=0.45 p-value=0.502

x?>=1.65 p-value=0.199

Difference in coefficients
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(-0.49) (0.01)
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0.047 0.109 LEV;1
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0.315 0.968 ROA1
(1.15) (1.17)
0.368 1.000 OPAQUE;
(1.19) (1.13)
-0.821*** -1.991%** Constant
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Yes Yes Year FE
Yes Yes Industry FE
Yes Yes Firm Cluster
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