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Overconfidence is pervasive in business decision-making. However, prior studies primarily focus on the 
return overestimation aspect of overconfidence (i.e., optimism) while neglecting the 
risk underestimation aspect (i.e., miscalibration). They also fail to consider that 
overconfidence is influenced by the external environment and thus fluctuates over time. To address 
these issues, I use statistical machine-learning tools to create two measures that quantify 
time-varying optimism and miscalibration. Using these measures, I estimate whether and how 
optimism and miscalibration jointly affect investment decisions and financial outcomes. I 
find that miscalibration has a stronger positive association with capital expenditure and R&D 
investment than optimism and increases the likelihood of overinvestment in capital expenditure. I also 
show that optimism negatively predicts return on assets, while miscalibration is positively 
associated with future earnings volatility. These findings underscore the distinct roles of optimism 
and miscalibration in shaping decision-making and financial outcomes, highlighting the importance of 
considering miscalibration when evaluating the effects of overconfidence. Further analyses reveal 
that miscalibration has a greater impact when uncertainty is low and the information 
environment is poor, offering practical implications for investors and directors.
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