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Study on the manager’ s stock option compensation of the listed
company under the condition of overconfidence

CHEN Qi-an CHEN Liang
College of Economics and Business Administration Chongqing University Chongging 400030 China

Abstract  As a kind of common psychological preference overconfidence is bound to make the important effect on
the manager’ s stock option compensation of the listed company. Researching systematically the effect mechanism of
overconfidence on the listed company manager’ s stock option compensation has the important theoretical meaning and
applied value. Using the expressing methods of overconfidence provided by many scholars for reference under the
hypotheses condition that the stockholders are risk neutral and the manager is risk aversion and overconfident making
use of a simple two-period capital budgeting decision model and real option idea this paper studies the effect of the
manager’ s overconfident psychological preference on his stock option compensation by setting up an appropriate
mathematical model. The results show that the stock option compensation amount maximized the firm value and that
amount maximized the stockholder’ s return are decreased in the manager’ s overconfident level under the certain
conditions and the stock option compensation amount maximized the firm value are greater than that amount
maximized the stockholder’ s return.
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