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2R P27 ISR i i R AL 5 RERESE IR B T S AT ML RO TR 3R 5 (3) AN 5 B, AR T 28 Wl 28 A1)
W AR 55 35 , 23 ) BB SR AR AN 5 T B2 W LRI 5 (4) TS, A7 0 U3 9 77 5 o B A ST
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A FIEEHEER
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FECER(4) PIARE B F y' . ERBB BF R FTREARG XA "GRG A B2 50 ;
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'y3Peer]:’roﬁmbilityﬂ.ﬂ71 +')/4Peerszgibilityﬂ-j,fl +A15ize[ﬂfl + )\zTObinQij171 +
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“Peer effect” in Capital Structure of China’s Listed Firms
LU Rong, WANG Ce, DENG Ming-mao
(School of Finance,Shanghai University of Finance and Economics, Shanghai, 200433, China)

Abstract: The continuous growth of leverage ratio and corporate bond defaults brought huge potential financial
risk to China’ s economy. Existing domestic research on the characteristics of companies’ investment and financing
decisions and its influencing factors are based on the hypothesis that corporate decisions are independent of each
other. Few study the interaction of financial decisions among companies. While the interaction of companies’ deci-
sion — making,namely the “peer effect” recently draws a lot of research attention abroad ( Leary and Roberts,2014 ;
Foucault and Fresard,2014 ; Huang and Zeng,2014 ; Williams and Chongxiao,2014; Parsons,et al. ,2014). In this
paper,we provide a possible explanation of current potential debt risk through the perspective of “peer effect” in
corporate capital structure decision.

Firstly, we show that the firm’ s capital structure is not only influenced by its own characteristics ( size, stock
price,etc. ) ,but also affected by their peers’ characteristics and capital structure , which confirm the existence of
the “peer effect” of the company’ s capital structure.

Secondly,we find that follower companies’ capital structure is more sensitive to their peers. Specifically , firms
that have lower market shares and profitability have more reliance on their peers. Due to lacking of information and
resources , managers of follower companies rely more on the external information to help them make decisions. The
reliance of leader and follower is quite different. Follower companies’ capital structure is significantly influenced by
the leader,while the leader is not significantly influenced by the followers.

Finally , different industries show significant different “peer effect” on the company’s capital structure deci-
sion-making. “Peer effect” of a company’ s capital structure is stronger in industries with higher degree of competi-
tion and uncertainty. In industries with high degree of competition,rival companies’ behavior has great influence on
the future development of the company ,so managers should pay close attention to rival companies’ capital structure
in order to make rapid response in the fierce competition. In industries with high degree of uncertainty, managers
need to rely on more information to make decisions,such as their peer’ s capital structure. We show that “manag-
ers’ learning” is an important internal mechanism of “peer effect” of the company’s capital structure.

We conclude that:1. A firm’s capital structure is significantly affected by its peer’s,indicating the existence of
“peer effect” in corporate capital structure decision. 2. One mechanism of “peer effect” in capital structure is “manag-
ers’ reputation concern”. CEOs with more reputation concerned are more likely to be affected by their peer. 3. Another
mechanism of “peer effect” in capital structure is “manager’ s information learning”. Follower firms are more likely to
be affected by the leaders. “Peer effect” in capital structure is more significant in industries with more competition,
more uncertainty and more growth. These mechanisms may lead firms competing to increase their debt level in certain
circumstances , which may potentially results in systematic risk of debt defaults in the same industry.

This study may contribute in the following aspects. 1. We provide an explanation through the perspective of
“peer effect” in corporate capital structure decision ,extends the research of capital structure. 2. We improve Leary
and Roberts (2014 ) by introducing the instrumental variable method to solve the “reflection problem”. Thus, in-
crease the robustness of the empirical conclusions. 3. This study has important regulation implications ; regulators
should consider both direct and indirect policy effect on companies,since “peer effect” will enlarge the policy con-
sequence. Policy effect would be larger for industry leaders, which prompts a possible shortcut and cost saving of in-
dustry regulation.

Key Words : peer effect; capital structure; debt default
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