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Abstract

Traditional corporate finance theories are all based on the hypothesis of
rational economic man, but with the development of corporate finance, scholars
have found that many phenomena can not be explained by traditional corporate
finance theories. At this time, behavioral finance came into being, which regarded
people as irrational, and explained various anomalies in the market by analyzing
the behavior and psychological characteristics of irrational people. Overconfidence
is a typical feature of irrational people. Overconfident people always think that
they are above average or overly optimistic about future development, so they are
more likely to engage in high-risk activities. In 2010, China introduced the margin
trading system. The introduction of the margin trading mechanism introduced the
short selling mechanism to China's capital market. It can improve the information
content of securities prices and provide the market with transactions in the
opposite direction. In addition, the margin trading system plays a role as an
external governance mechanism to remedy the defects of the company's internal
control system and constrain the behavior of managers.

This paper discusses the impact of managers' overconfidence on corporate
debt, and then adds the margin trading into the model to explain whether the
margin trading system can affect the relationship between managers'
overconfidence and corporate debt through its external governance role. In
addition, this paper also discusses whether margin trading can play a
corresponding role in the context of the enterprise nature, the market degree in
different regions, and being audited by the four major accounting firms. Based on
the existing theories and literature, this paper proposes relevant assumptions and
models, and collects the data of listed companies from 2009 to 2021, conducts
descriptive statistical analysis, correlation analysis, regression analysis and
robustness test, and finally draws the following conclusions: (1)Managers’
Overconfidence leads to an increase in the level of corporate debt and the
proportion of short-term debt to total debt, increasing the possibility of companies
falling into financial difficulties; (2) The margin trading can play a regulatory role
in the relationship between managers' overconfidence, enterprise debt level and

debt maturity structure, and weaken the positive role of managers' overconfidence



in promoting enterprise debt financing level and debt maturity structure; (3) The
margin trading system can play a more effective external governance role in
private enterprises, higher market degree region, and companies that have not been
audited by the four major accounting firms, weakening the positive role of
managers' overconfidence in promoting the level of corporate debt financing and
debt maturity structure;

On the basis of the existing overconfidence theory, this paper creatively puts
the margin trading mechanism into the model and discusses whether the margin it
can weaken the positive role of managers' overconfidence in promoting the level
of corporate debt financing and debt maturity structure, so we can regulate the
behavior of corporate managers. This can enrich the content of the existing
managers' overconfidence theory and provide ideas for solving the "adverse effects
of overconfidence on enterprises".What’s more,it also offer a new external

governance channel for current enterprises.

Keywords: Overconfidence; Margin trading; corporate debt
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