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Abstract 

 
Rational imitation of financial policies, namely peer effects, was documented to 

prevail among firms within an industry in both developed and top emerging economies. 
Lacking evidence from medium-sized emerging Asian countries, this study examined 
intra-industry peer effects, i.e., imitation, on debt financing at Thai listed companies. The 
sample consisting of the firms listed on the Stock Exchange of Thailand (SET) during the 
years 2001–2018 was incorporated to discover those effects. Numerous databases 
associated with the SET (e.g., SETSMART) and the firms’ websites were used to collect 
financial numbers. With 6,058 firm-year observations, unbalanced panel data was then 
analyzed by using the random-effects and fixed-effects ordinary least squares models as 
well as the two-stage least squares regression. The main findings show that a focal firm 
imitates the long-term debt financing of its industry peers. Using the instrument approach 
to address endogeneity, the key results are confirmed. Peers’ equity shock as the 
instrumental variable decreases their financing with debt, subsequently lowering debt 
levels at a focal firm. This mimicking was operated through peer action, not peer 
character, i.e., performance. In additional tests, severe market competition was found to 
strengthen the uniformity of decision-making on debt finance among industry peers. 
Meanwhile, the high cost of information embedded in innovation-driven businesses has 
not been found to both promote and reduce peer effects on debt finance. Including the 
extra control variables at firm-specific levels, the key results remain robust. This study 
highlights a vein of social learning theory and competition-based theory in discussing 
herding behaviors toward all member firms in a certain industry. The conclusions enrich 
the literature on peer effects on debt finance policy. 
Keywords: Peer Effects, Intra-Industry, Debt Finance, Imitation, Thai Listed Company 
 
Introduction 

According to previous literature, the term ‘peer effects’ is defined as an imitation 
of financial policy selection among peers, and this herding behavior is mostly rational 
(e.g., Devenow & Welch, 1996). Imitation strategy in corporate policies helps firms 
maintain an advanced position under fierce market competition (e.g., mimicking new 
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product development), even if this practice benefits only their short-term performance 
(Peng et al., 2021). An externality that arises from its peers’ current action, surroundings, 
and output exerts an influence on a focal firm to make its own decision through imitation 
(Sacerdote, 2011). Firms never make financial decisions in isolation, and competitor 
information notably shapes business practices and strategies (Ali-Rind et al., 2023). The 
accounting scandal that resulted from WorldCom’s aggressive financial reporting, for 
example, made evident the peer pressure within the telecommunications industry that 
encouraged peers to imitate WorldCom’s financial practices. Peer effects have a 
substantial impact on financial and accounting approaches such as accounting 
restatement (Gleason et al., 2008), dividend payment (John et al., 2011), cash in hand 
(Chen et al., 2019), and tax relief (Kelchtermans, 2020). Corporate financing policies of a 
firm’s peers sometimes have a greater influence on the selection of the policies than its 
own fundamental information (Leary & Roberts, 2014). Capital structure mimicry is more 
prevalent in markets with limited investor protection (Francis et al., 2016), ineffective 
corporate governance (Fairhurst & Nam, 2020), and intimate business interconnection 
(Zhong & Zhang, 2018). 

This current study presents the three interesting aspects that motivate the 
investigation of peer effects, i.e., imitation, on debt finance among Thai firms. Firstly, in 
Thailand, numerous businesses are characterized by family business groups, and family 
firms appear to have lower costs of debt than those of non-family firms (Swanpitak et 
al., 2020). Thai firms may then establish the same pattern of capital structure. Secondly, 
among the external fund sources, debt has been predominant in Thai businesses over 
the decades. Prior to the Asian economic crisis of 1997, Thai companies relied exclusively 
on lending from domestic financial sources, i.e., commercial banks, finance companies, 
and state-owned banks, with the entire system’s assets constituting 190% of GDP. Thai 
firms seemed to follow similar patterns of financial structure. At that time, Thai financial 
institutions had lowered their lending standards, as preferential relationships had a 
greater impact than bank lending criteria on the extension of loans. In the subsequent 
corporate governance reform following the crisis, the pre-crisis regulations and 
institutions were replaced with something explicitly new (Limpaphayom & Connelly, 
2004), resulting in changes in the financial and banking systems (e.g., downsized or 
consolidated banks, tight lending restrictions). 

Later, the unrestricted mortgage lending and numerous financial instrument 
failures that caused the global financial crisis in 2007 plunged the US and the rest of the 
world into a deep recession (Kothari & Lester, 2012). However, the financial impact on 
East Asian economies, particularly in Thailand, was not as significant as it could have 
been in comparison to the serious disruptions experienced by Western nations. This 
suggests that the Thai financial reforms implemented after the Asian economic crisis 
enhanced the soundness of domestic banking and finance companies (Inoguchi, 2014). 
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Alternative explanations are that the perceived risks of Thai financial institutions are 
comparatively low or that irrational investors do not accurately price these risks 
(Vithessonthi, 2014). Using a variety of strategies, banks and financial companies have 
been continuing their fierce competition to supply funds for Thai firms. According to the 
report for 2011–2020 by Thanatawee (2023), Thai firms still have lower debt costs than 
those of firms from several Asian countries (China, Malaysia, and Vietnam). Meanwhile, 
both asymmetry of information and market competition among family-group businesses 
seize control over the Thai capital markets. It is expected that Thai companies would 
make debt finance decisions by mimicking the decisions of their counterparts in a normal 
manner. 

Thirdly, to the best of my knowledge, this study seems to be the first to explore 
peer effects on debt finance choices for Thai companies. With the exception of studies 
from China (Zhong & Zhang, 2018; He & Wang, 2020), Spain (Maté-Sánchez-Val et al., 
2017), and Romania (Brendea & Pop, 2019), peer effects on financing choices have not 
been studied much in other single economies since the seminal research of Leary and 
Roberts (2014) based on US firms. This study enhances our understanding of the 
association between the imitation of debt financing in Asian emerging markets outside 
China. The debt structure of developing markets differs from that of developed 
economies due to the underdeveloped capital markets and low availability of external 
financial sources (Abadi et al., 2016). For the Thai emerging market, incomplete and 
divergent information can result in suboptimal financial decisions that are driven by 
unknown conditions, and the country is currently in charge of the need for innovation. 
It is unclear whether and how focal firms follow the debt finance behavior of their 
industry peers, so this study fills the void by examining this mimic behavior within the 
industry and the motives behind the imitation. 
 
Objective 

The objective of this study is to investigate the influence of intra-industry peer 
effects on debt finance policy (debt finance imitation) among Thai listed firms. 
 
Theory, Literature Review, and Hypothesis 

Social Learning Theory 
Social learning theory refers to the social behavior and learning process through 

which an individual’s new behaviors arise from its direct experiences through the 
observation of its peers’ actions and consequent outcomes (Bandura, 1971). The term 
‘peer effects’ was first mentioned in the sociological literature to describe the tendency 
of members of a social group to learn and mimic their colleagues’ actions and attitudes 
without engaging in a trial-and-error process (Hyman, 1942). Researchers in economics 
then adopted the concept and developed information asymmetry models to explain 
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the fact that a firm imitates and learns from its peers if the costs of making a decision 
are significant (Conlisk, 1980). Corporate finance scholars apply these economic models 
to test whether peer action explains financial decisions (e.g., Patnam, 2011). Damodaran 
(2010) states that “firms in a business tend to follow the leader… When this firm chooses 
a financing mix, presumably based upon its fundamentals, other firms in that sector then 
imitate the leader, hoping to imitate its success.” An imitation strategy stemming from 
learning behavior was found among enterprises that must adapt rapidly to technological 
and innovative changes, and this strategy helps them improve market competitiveness 
(Peng et al., 2021; Wu et al., 2019). 

Organizational Isomorphism and Institutional Theory 
Aldrich (1979) argued that “the major factors that organizations must take into 

account are other organizations.” Limited resources and customers are not the only 
factors driving competition in business. Instead, the enterprise pursues political authority 
and institutional legitimacy for social and economic sustainability. Institutional 
isomorphism exemplifies the political and ceremonial imperatives that dominate the 
survival of the majority of modern business organizations. Organizational isomorphism 
was conceptualized to describe homogeneity among businesses, particularly within the 
industry. According to Hawley (1968), isomorphism occurs when a company’s processes 
and operations, as well as its information, are so constrained that it cannot make a 
decision. Thus, it is compelled to resemble counterparts in the industry that encounter 
the same environmental conditions. DiMaggio and Powell (1983) argued that as 
businesses continue to become more homogeneous, bureaucracy plays a crucial role in 
forming the common organization. Even though organizational structures have been 
altered to maintain productivity and competitiveness, this transformation is the result of 
processes that make businesses more similar without actually rendering them more 
effective. In line with organizational isomorphism and institution theory, peer effects 
within an industry likely exist to legitimize the power of organizations, including alliances, 
and facilitate access to financial sources. Following that, Ghani et al. (2023) conclude 
that a similar policy for the capital structure among the energy companies in ASEAN 
would enhance regional collaboration in the allocation of effective manufacturing 
resources. 

Peer Effects and Hypothesis Development 
Leary and Roberts (2014) were the pioneers of empirical research into the 

connection between peer effects and capital structures. The authors define peer effects 
as the behavior (e.g., leverage ratios) and characteristics (e.g., sales, growth) of the peer. 
They show that the leverage ratios of firms in the US sample are positively related to 
those of their peers. This view is supported by Francis et al. (2016), who reported that 
firms across 47 countries follow their peers’ capital structure choices. In particular, the 
similarity of financing structures was more pronounced in countries with strong creditor 
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rights and less-protected investors. Moreover, Camara (2017) exhibits that imitation 
behavior of inter-industry capital structure is existent in the service industries during the 
economic contraction in the US, as their high procyclical nature makes for the worst 
performance. Im (2019) also reveals that over-levered firms in the US promptly adjust 
their leverage when their peers encounter extremely unfavorable or favorable shocks. 
Furthermore, Fairhurst and Nam (2020) conclude that US firms with weak corporate 
governance mimic their peers’ debt policies. The tendency to imitate is noticeable in 
these firms with executive reputation concerns and high litigation risks. 

Subsequent to Leary and Robert’s original study, few have investigated the 
imitation of capital structures outside the US market, except for those in China and 
Romania. Zhong and Zhang (2018) concentrate on Chinese A-share-listed companies 
whose stock is only available to mainland Chinese investors. The authors find evidence 
for peer effects on capital structures only in the downward direction. When peers cut 
leverage levels, firms would replicate the peers’ decision by reducing their own debt 
levels. In Romania, Brendea and Pop (2019) also found a herding behavior in the 
financing source and concluded that the average capital structure of the sector shapes 
firms’ financing pattern. Later, He and Wang (2020) investigated peer effects during the 
period of the split-share structure reform in China. The authors suggest that firms adjust 
their capital structure in response to changes in their peers’ leverage ratios. Such 
adjustments have profound impacts on industries characterized by intense competition 
and high debt volatility and on firms with a small market share, zero dividend payouts, 
and tight financial constraints. Chu et al. (2022) have also observed that the capital 
structure decisions of a firm are influenced not just by peer effects arising from the 
leading firm, but also by those originating from a little successful firm. In a recent study 
conducted by Liu et al. (2023), new evidence was presented on the influence of peer 
effects on the corporate capital structure within the Chinese capital markets. The 
researchers postulated that these impacts were observed through many mechanisms, 
including the industrial average, industrial leaders, and firms that share similarities within 
the industry. 

This current study argues that the theoretical motivations underlying the 
imitation of capital structures are twofold. Firstly, firms compete in their industry by 
learning from their peers’ actions and consequent outcomes based on social learning 
theory. Market competition mechanisms create agency problems that result in the 
predation behavior of rivals. For example, reliance on debt finance exposes a firm with 
a high level of debt to the ruthless competitive policy of a low-debt rival that adopts a 
price reduction strategy. If the expected costs of the predatory behavior are significant, 
the high-debt firm would mimic the capital structure of the low-debt firm (Bolton & 
Scharfstein, 1990). In this case, highly leveraged firms imitate the capital structure of 
their less leveraged peers in the same industry to reduce price competition from their 
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more solvent rivals. Imitation behaviors under competitive pressure are also found when 
going public. According to Aghamolla and Thakor (2022), in the drug industry, private 
firms are more likely to transition to public equity markets when a close competitor has 
recently gone public. 

Second, organizational isomorphism and institutional theory, which say that 
limited business resources, operations, and information cause a focal firm's finance 
policies to look like those of its peer in similar environments, are likely the driving forces 
behind imitation of finance policy. This leads to homogeneity in capital structure among 
firms within the industry. If firms operate in a highly uncertain environment (Dodgson, 
1993) and have poor-quality information (Bikhchandani et al., 1998) for the design of 
their optimal capital structure, imitation becomes meaningful. An alternative explanation 
of imitation is referred to as herding behavior, a tendency to follow the actions of the 
group norm. Managers might prefer to either hide in the herd—actions escape scrutiny—
or ride with the herd—capability is assessed (Devenow & Welch, 1996). To avoid risks to 
their reputation, managers are well disposed to free ride on information about the capital 
structure of their industry peers. Krishnankutty et al. (2022) exhibit that, in the 
manufacturing, services, and real estate and construction sectors, there is imitation 
behavior in Indian firms to follow the mean capital structure of their sector. Even in 
decision-making on tax planning, Liao et al. (2022) conclude that the effect of 
information sources, namely peer effects, on corporate tax avoidance is existent. The 
authors find that a company has a higher level of tax avoidance if its peers in the same 
industry adopt an aggressive tax avoidance strategy. In an emerging economy like 
Thailand, the capital market is relatively young and lacks informational efficiency 
(Connelly, 2016), and Thai firms have substantially relied on external debt finance for 
many decades. The optimal capital structure has then been rigorously formulated. To 
either compete in the product market or free ride on inadequate information and 
resources, the imitation of debt finance structures exists among peers within a particular 
industry. The hypothesis is the following: 

H1: Industry peers’ debt financing is positively associated with the debt financing 
of a focal firm. 
 
Methodology 

Sample and Data 
The scope of this study focuses on all Thai listed companies on the Stock 

Exchange of Thailand (SET) in the years 2001–2018 as the sample. The study compiles 
longitudinal financial data from numerous databases, including the SET Market Analysis 
and Reporting Tool (SETSMART), as well as the websites of the Securities and Exchange 
Commission of Thailand (SEC), the SET, the SETTRADE, and the listed firms. The study 
initially obtains data from those databases for 8,401 firm-year observations, ignoring 
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rehabilitated firms. The initial sample is comprised of firms from the eight industries of 
agro and food, consumer products, financials, industrials, property and construction, 
resources, services, and technology. Then, the study employs the following procedures. 
Due to missing or insufficient financial data, 2,301 firm-year observations were first 
eliminated from the original sample. 42 firm-year observations were then used to 
remove unusual values (the outlier, leverage, and influential data points) from a dataset 
that were hindering statistical analysis. Using unbalanced panel data, the final sample 
consists of 6,058 firm-year observations from 549 unique companies. 

Regression Model and Variable Measure 
To examine peer effects on financial decision-making, this study employs the 

following ordinary least squares (OLS) regression in the baseline model: 
DFINj,i,t = β0 + β1PEER-j,i,t  + β2PEERCHA-j,i,t  +   ∑ 𝛿4

𝛿=1  FocalControlsj,i,t  + Year FE + 

Industry FE + εj,i,t 

Where subscripts j, -j, i, and t denote focal firm, peer firm, industry, and year, respectively. 
In this regression2, focal firms’ debt finance policy is the linear function of peers’ debt 
financing and the control variables, including peers’ character, focal firms’ own 
characteristics, year fixed effects, and industry fixed effects. 

This study measures debt finance policy (DFINj,i,t) by using the book value ratio 
of long-term debt to total assets of the focal firm j in the industry i at the end of fiscal 
year t. The ratio of long-term debt compared to that of short-term debt can improve 
constructive information about the existence of peer effects (Zhong & Zhang, 2018). As 
finance managers often utilize book leverage to make company choices (Graham & 
Harvey, 2001), adopting leverage book values as opposed to leverage market values is 
also a simpler approach. 

Peer effects (PEER-j,i,t) refer to debt finance policy among all peers (excluding a 
focal firm) within certain industries. Intra-industry peers’ debt finance policy is calculated 
by the average book value ratio of long-term debt to total assets of the peer firms (–j), 
excluding firm j, within their own industry i at the end of fiscal year t. This variable 
displays the average long-term debt taken on by business competitors and has been 
widely used in prior studies (e.g., Liu et al., 2023). 

Of the control variables, the first is the peer characteristic. In a similar business 
climate, firms’ finance policies respond to those of their peers through two channels: 
action (decision) and characteristics. Peer characteristic pressure occurs if a focal firm 
reacts to a change in the characteristics of its peers (e.g., sales, risks) by imitating the 
adjustment of the peer characteristics that subsequently results in uniform financing 

                                      
2 Whether to select a fixed or random effects model is a common issue that arises when estimating models with 
panel data.  This study presents the key findings of both models and uses the specification test to determine which 
model is superior for interpreting the results. 



 Economics and Business Administration Journal, Thaksin University Vol. 16 No. 2 
 

208 

policies3 (Leary & Roberts, 2014). The peer characteristic (PEERCHA-j,i,t) is measured by 
the average net sales of the natural logarithm of the peer firm (-j) within the own industry 
i and year t. Firms’ financial policies respond to peers’ character and are likely to display 
either a positive or negative association. 

Next, the four control variables of firm characteristics—FocalControls—are as 
follows: Firm size (SIZEj,i,t), which is calculated by the natural logarithm of total assets 
for focal firm j in industry i at the end of fiscal year t, represents the firm’s varying 
borrowing potential. The cost of insolvency will be reduced if businesses are diversified 
and large in size. Consequently, major enterprises will have smoother access to loans. 
According to previous research (e.g., Zhong & Zhang, 2018), a positive association 
between firm size and debt financing is expected. Profitability (ROAj,i,t), calculated as the 
ratio of earnings before interest and tax to the average of last year’s and current year’s 
total assets for focal firm j in industry i at the end of fiscal year t, represents returns on 
total assets. In light of substantial borrowing costs and financial constraints, businesses 
respond with accumulated earnings as their primary source of funding. Previous research 
(e.g., Francis et al., 2016) suggests that financial performance will have a negative impact 
on debt levels. 

Following that, growth opportunities (GROWTHj,i,t) are computed by dividing the 
market value equity by the book value equity for the focal firm j in the industry i at the 
end of the fiscal year t to determine the potential for future business expansion. The 
propensity for high growth elicits dysfunctional managerial behavior, such as 
overinvestment, which exacerbates financial distress and devalues the firm. Prospective 
businesses then attempt to reduce their debt usage. The negative relationship between 
growth opportunities and debt financing is anticipated (e.g., Im 2019). Tangibility 
(TANGj,i,t), measured by the ratio of property, plant, and equipment to total assets at the 
end of the fiscal year t, represents collateral for the firm j in the industry i. It is essential 
for the company to gain access to long-term loans. By requiring fixed-asset guarantees, 
lenders will compensate for enduring a customer’s risk of default and insolvency 
exposure. Tangibility is expected to positively influence funding through debt. 

Year FE is the year fixed effects variable, which consists of 17 dichotomous 
variables to account for differences in debt finance policy across the study periods. The 
variables are coded as one if the firm is in the years 2002–2018 and zero otherwise (the 
base year is 2001). Industry FE, the industry fixed effects variable, comprises seven 
dummy variables to control for business cycles across industry types. The variables are 

                                      
3 For instance, there are several rivals in a certain sector, including companies A and B. In order to finance its increased 
production when it introduces a new product into the market, Firm A issues seasonal stock, which lowers its leverage 
ratios. Firm B releases stock to finance its new product in reaction to the launch of the new product by its competition, 
reducing its leverage ratios. As a result, business B acts in response to the launch of the rival product rather than just 
duplicating the change in the financing strategy of its rival. 
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coded one if the firm is in the industries of agro and food, consumer products, financials, 
industrials, property and construction, resources, and services and zero otherwise (the 
technology industry is set as the baseline). εj,i,t represents the error component for the 
focal firm j in the industry i in the year t. 

Two-Stage Least Squares Regression  
This study attempts to address endogeneity concerns by using the fixed effects 

approach in the baseline models, allowing for unobserved variables to have associations 
with observed variables. In addition, the study conducts a two-stage least squares (2SLS) 
regression to instrumentalize the potentially endogenous variables. In the first stage of 
the regression, this variable is regressed onto the instrumental variable to obtain the 
estimated values. Next, the estimated values are used in place of the actual values in 
the baseline models so as to examine H1. The appropriate instrumental variable must 
correlate with the endogenous variable, independent of other determinants of capital 
structure.  

This study adopts the peers’ equity shocks (SHOCK) as an instrument for the peer 
decision, following previous studies (e.g., Fairhurst & Nam, 2020). Equity shocks are 
measured by the idiosyncratic equity returns that are derived from the market model, 
with the backward, 24-month rolling regression of the monthly returns as the following 
model of the expected return: 

𝑟𝑗,𝑖,𝑡 = 𝛼𝑗,𝑖,𝑡 + 𝛽𝑗,𝑖,𝑡
𝑀 (𝑟𝑚𝑡 − 𝑟𝑓𝑡) + 𝛽𝑗,𝑖,𝑡

𝐼𝑁𝐷(𝑟𝑚−𝑗,𝑖,𝑡 −  𝑟𝑓𝑡) + 𝜂𝑗,𝑖,𝑡 

where rj,i,t refers to the total return for focal firm j in industry i over month t, (rmt − rft) 
is the excess market return, and (rm-j,i,t − rft) is the excess return on a weighted industry 
portfolio excluding focal firm j’s return. To calculate the instrumental variable, this study 
first analyzes the rolling regression for each observation. 

In this expected return model, the ηj,i,t represents the idiosyncratic equity return 
for focal firm j in industry i and month t. In other words, the idiosyncratic equity return 
of firm j is equal to actual monthly returns minus expected monthly returns. The 
idiosyncratic equity returns are a price change’s risk stemming from the unique 
circumstances of an individual firm, and these stock returns obviously affect the capital 
financing (Chen & Ma, 2017; Duong et al., 2015). This instrument is a potential source of 
exogenous variation in the peer decision, as it is serially uncorrelated and across-
uncorrelated4. Second, this study compounds the monthly idiosyncratic returns to 
obtain their annual measure. Thus, the source of exogenous variation for peer firms’ 
decisions—the instrumental variable—is the average peer firm’s (except for focal firm j) 
equity return shock, i.e., η−j,i,t. 
 

                                      
4 In other words, the firms’ current equity shocks are found not to predict their own future shocks or their peers’ 
future and current shocks. 
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Empirical Results and Discussion 
Descriptive and correlation analysis 
A summary of the descriptive statistics and correlation analysis for the baseline 

model’s variables is presented in Table 1. The DFIN mean of 0.184 suggests that almost 
one-fifth of total assets were funded by long-term loans. In Thai listed companies, the 
use of long-term finance from debts is higher than that of Indonesian firms, as reported 
by Haron (2018). The average PEER is 0.190, suggesting that the long-term debt of peers 
within the industry makes up around 19 percent of total assets. Clearly, the value of the 
DFIN mean corresponds with that of the PEER mean. The PEERCHA mean of 16.300 
indicates that average net sales at the end of the fiscal year account for around 20 billion 
baht for the industry peers. 

The SIZE mean reveals that the sampled firms exhibited, on average, 4.5 billion 
baht in total assets. The mean of ROA reveals that the Thai firms generate approximately 
net income before interest and tax at eight percent of total assets, which is identical to 
the US finding of Duong et al. (2015). The mean of GROWTH suggests that the market 
value of the SET-listed firms is about double the book value per share. The average 
TANG value indicates that approximately one-third of total assets could be used as 
collateral. The tangibility of the Thai firms is comparable to that of US firms, as found 
by Hung et al. (2020), and Malaysian firms, as found by M’ng et al. (2017). 

In the same table, the Pearson correlation matrix indicates the existence of a 
statistically significant correlation among the variables in the baseline model. The 
positive and significant correlations of DFIN with PEER, PEERCHA, SIZE, and TANG imply 
that the debt finances of a focal firm are positively related to the peers’ debt finances 
and total revenues, including its size and fixed assets. The correlations of PEER with 
PEERCHA, SIZE, and TANG imply a positive association between the debt finances of the 
peers, total revenues of the peers, size of the focal firms, and tangibility of the focal 
firms. The correlations of SIZE with ROA and TANG indicate a negative association 
between the focal firms’ size, financial performance, and tangible assets. The variance 
inflation factors, or VIFs scores, for the baseline regression model range from 1.01 to 
4.02, suggesting that the variables are less likely to encounter multicollinearity problems.  
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Table 1 Descriptive and Pearson Correlation Analysis 

Variables  Mean  SD  Q1  Q3  VIFs 
DFIN  0.184  0.432   0.000   0.305   
PEER  0.190  0.121   0.130   0.223  1.75 
PEERCHA 16.300  0.910 15.890 16.650  4.02 
SIZE 15.524  1.669 14.338 16.383  1.12 
ROA  0.080  0.706   0.024   0.103  1.01 
GROWTH  2.151  0.156   0.790   2.230  1.01 
TANG  0.350  0.256   0.118   0.534  1.15 
Variables  DFIN  PEER PEERCHA  SIZE ROA GROWTH 

DFIN       
PEER  0.094***      
PEERCHA  0.029**  0.097***     
SIZE  0.184***  0.049***  0.093***    
ROA -0.014  0.000 -0.005 -0.037***   
GROWTH -0.005  -0.007 -0.004 -0.012  0.003  
TANG  0.022*  0.059***  0.081*** -0.063***  0.022* 0.009 

Notes: *, **, and *** indicate statistical significance at the 0.10, 0.05, and 0.01 levels (two-tailed), respectively. The 
VIFs are referred to the variance inflation factors. All variables are described in Appendix A. 
 

Baseline results of the OLS analysis 
Table 2 tabulates the hypothesis test’s results by using the random-effects, fixed-

effects, and 2SLS regressions in columns (1), (2), and (3), respectively. With the 
unbalanced panel data, the common issue regarding model estimations is whether to 
use fixed or random effects models. The chi-square values of the Hausman test (34.13) 
reject the null hypothesis of the random effects model in favor of the fixed effects 
model, suggesting that unexplained year-to-year variations exist in the observations. This 
study then uses the estimates from the fixed effects regression in column (2) to describe 
the findings. However, the empirical results from both random-effects and fixed-effects 
models are rather identical. 
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Table 2 Hypothesis Test 

Variables Sign Coefficient (p-value) 

 (1) 
Random-effects 
GLS regression 

 (2) 
Fixed-effects 

regression 

 (3) 
2SLS regression 

Constant   -0.618 (0.000***)  -0.640 (0.000***)  -0.199 (0.000***) 

PEER (+)   0.296 (0.000***)   0.158 (0.002***)   

PEER̂        0.087 (0.074*) 

PEERCHA (+/-)  -0.000 (0.769)   0.000 (0.475)   0.001 (0.431) 

SIZE (+)   0.047 (0.000***)   0.049 (0.000***)   0.048 (0.000***) 

ROA (-)  -0.005 (0.585)  -0.006 (0.401)  -0.004 (0.572) 

GROWTH (-)  -0.000 (0.825)  -0.000 (0.750)  -0.000 (0.758) 

TANG (+)   0.042 (0.057*)   0.036 (0.097*)   0.097 (0.060*) 

First stage instrument:     

     SHOCK       -0.282 (0.000***) 

Year FE   No   Yes   Yes 

Industry FE   No   Yes   Yes 

R2    0.420   0.406   0.222 

F-value      36.87   

Wald X2   265.12 (0.000***)     289.42 (0.000***) 

Hausman’s test: X2                                                                         34.13     

N   6,058   6,058   6,058 
Notes: * and *** indicate statistical significance at the 0.10 and 0.01 levels (two-tailed), respectively. All variables 

are described in Appendix A. 

 
In column (2), the coefficients for PEER (0.158) are positive and significantly 

associated with DFIN (p-value = 0.002) at the 0.01 statistical level. A 1% increase in the 
long-term debt ratios of peer firms leads to a 0.158 increase in those of focal firms. This 
supports the H1 that peers’ decision-making on debt financing policy has a positive 
impact on the debt finance decision-making of a focal firm. The findings add to the 
evidence of the relationship between peer effects and the capital structure of US firms 
(Leary & Roberts, 2014) and firms in China (e.g., He & Wang, 2020). Consistent with Francis 
et al. (2016), flawed investor protection and established creditor rights trigger the 
mimicking behaviors of firms when they are deciding on the level of debt finance. In the 
Thai developing market, the Asian financial breakdown activates strong creditor 
protection. By learning from their peers’ decisions on debt finance, firms are likely to 
imitate this action to alleviate the risks arising from competition, e.g., price wars and 
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innovation exploration. Another rationale is the informational cost and limited resources 
that make the organizations within a specific industry form an identical capital structure 
under these constraints. In industries with a highly uncertain environment and poor-
quality information, free riding on information about the capital structure of their industry 
peers is appropriate. 

By controlling for peer character, the coefficient for PEERCHA is insignificant, 
suggesting that peer performance does not influence the decision-making on debt by 
focal firms. The absence of this influence corresponds with the results of Leary and 
Roberts (2014), who did not find peers’ sales effects on the market and book leverage 
ratios. The rationale behind this is that peer attributes (e.g., performance) do not directly 
cause firms’ operating processes and outcomes, so the firms disregard those factors 
when making their finance choice decision. Of the firm-specific control variables in the 
same column, the coefficients for SIZE (0.049) and TANG (0.036) are positive and 
statistically significant, with DFIN at the 0.01 and 0.1 levels, respectively, and the 
conclusions are similar to those in previous studies (e.g., Im, 2019). Large-sized 
companies are diversified and less likely to hinge on bankruptcy costs and agency costs 
of debt, facilitating their supply of long-term loans. Numerous fixed assets of the 
companies allow them to supply sufficient collateral to back loans. However, the results 
of column (2) show that firms’ ratios of returns on assets, ROA, and growth opportunities, 
GROWTH, do not affect their finance policy through debts. 

Instrumental variable approach 
To overcome endogenous problems in the PEER variable, the study adopts the 

2SLS method and the SHOCK instrumental variable in the first stage of the regression. 
The results are shown in column (3) of the same table. The findings of the first stage 
regression show that the coefficient for the SHOCK (-0.282) is negative and statistically 
significant (p-value = 0.000) at the 0.01 level. These findings are consistent with those of 
prior work (e.g., Fairhurst & Nam, 2020). Therefore, when its peers encounter the equity 
shock, the focal firm will respond by lowering its long-term debt ratio. In the second 
stage, the coefficient for 𝑃𝐸𝐸�̂� is positive (0.087) and statistically significant (p-value = 
0.074), which is consistent with the main findings in the OLS regression. In the remaining 
control variables, the conclusions are similar to those reported in the OLS models. 
Accordingly, the baseline conclusions for the association between peer effects and long-
term debt are robust. 
 
Further investigation and robustness tests 

Market competition motive 
In this section, this research analyzes the underlying mechanisms behind peer 

effects on debt finance policy. According to social learning theory, firms compete in the 
market by learning from their peers’ actions and subsequent outcomes. Imitation of 
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financial policy helps preserve competitive parity and limit rivalry. Adopting a financial 
approach different from that of industry peers may raise product market risks and capital 
costs. As such, peer effects are expected to be stronger in more competitive markets 
(Liang et al., 2021). This study uses the Herfindahl-Hirschman index (HHI) as a proxy for 
industry concentration (competition) faced by focal firms, measured by the sum of the 
squares of the annual market shares of the focal firms. A higher HHI suggests lower 
product market competition. To examine the competitive motives behind peer effects, 
this study analyzes the interaction term between the PEER and HHI variables. The results 
derived from the additional and robust tests are reported in Table 3. In column (1) of 
this table, the coefficient for PEER x HHI is negative (-0.996) and statistically significant 
(p-value = 0.035) at the 0.05 level. This indicates that peer effects on debt finance 
decision-making are lessened when the product market has low rivalry. In line with social 
learning theory and market competition views, the evidence in this test summarizes that 
an intense rivalry encourages the debt finance mimicry 

Costly Information Motive 
Within a particular industry, its member firms experienced a comparable 

economic climate. On the basis of organizational isomorphism and institutional norms, 
a firm’s financial policies should resemble those of society’s members. As such, imitation 
of financial approaches becomes more prominent when business sectors are 
characterized by limited resources and a highly unpredictable environment. This raises 
high information costs and a lack of information for selecting optimal finance sources. 
Currently, Thailand is encouraging innovation-driven corporate policies. Due to costly 
investments in technology and innovation, Thai businesses have struggled to gain access 
to the data required to promote new investment strategies and lack of capital funds. 
Peer effects on innovation investment were discovered by Xiao et al. (2022) in Chinese 
firms, particularly in modern industries with few newcomers. 

This study then uses the targeted s-curve industries (SCUV) as a measure of 
information costs. A focal company is designated with a value of one if its operations 
align with the definitions of the 10 targeted s-curve industries and zero otherwise. By 
matching the s-curve definitions with the definitions of the SET’s total 28 sectors, the s-
curve firms consist of those in the following nine sectors: (1) agribusiness, (2) food and 
beverage, (3) automotive, (4) energy and utilities, (5) health care services, (6) tourism and 
leisure, (7) transportation and logistics, (8) electronic components, and (9) information 
and communication technology. Again, this study employs the interaction term between 
the PEER and the SCUV, i.e., a dichotomous variable, to discover costly information 
motives that lead to peer effects. It is anticipated that industries with higher information 
costs will exhibit a similar capital structure to those with low information costs. 

In column (2) of the same table, the PEER x SCUV coefficient is insignificant. As 
such, information costs that are assumed to be incurred in s-curve industries have no 
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effect on peer imitation of a debt finance policy. One potential cause is that an 
innovation-driven company is solely focused on minimizing liquidity risks, thereby 
disregarding industry peers’ capital structures. Informational costs therefore discourage 
industry partners from imitating debt financing. Perhaps financial distress costs are a 
major concern when selecting inappropriate sources of capital through mimicking. 
 
Table 3 Additional Analysis and Robustness Check 

Variables Sign 
Coefficient (p-value) 

(1) 
Market competition 

 
(2) 

Costly information 
 

(3) 
Extra control variables 

Constant  -0.690 (0.000***)  -0.635 (0.000***)  -0.623 (0.000***) 

PEER (+)  0.267 (0.039**)  -0.118 (0.361)   0.026 (0.097*) 

PEERCHA (+/-)  0.000 (0.878)   0.000 (0.631)  -0.000 (0.845) 

HHI   0.136 (0.296)     

PEER x HHI (+) -0.996 (0.035**)     

SCUV    -0.039 (0.253)   

PEER x SCUV (+)    0.175 (0.206)   

SIZE (+)  0.048 (0.000***)   0.049 (0.000***)   0.046 (0.000***) 

ROA (-) -0.007 (0.354)  -0.007 (0.343)  -0.015 (0.263) 

GROWTH (-) -0.000 (0.690)  -0.000 (0.726)  -0.000 (0.798) 

TANG (+)  0.039 (0.103)   0.040 (0.094*)   0.011 (0.709) 

AGE       0.000 (0.727) 

OCF      -0.133 (0.173) 

Year FE  Yes  Yes  Yes 

Industry FE  Yes  Yes  Yes 

R2  0.490  0.483  0.389 

F-value  41.10  41.28  17.09 

N  6,058  6,058  4,670 
Notes: *, **, and *** indicate statistical significance at the 0.10, 0.05, and 0.01 levels (two-tailed), respectively. All 
variables are described in Appendix A. 

 
Controlling for other firm characters 
The study adds the two variables to control for other firm-specific levels in the 

baseline model. The first factor in determining the firm’s age (AGE) is the length of time 
it has been on the SET. Next, operating cash flow volatility (OCF) is quantified as the 
ratio of the operating cash flow standard deviation over the previous five years to the 
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average total assets. In order to evaluate the firm’s cash flow distribution, the number 
of observations was decreased. By incorporating these control variables, the study 
reexamines the baseline model and reports the findings in column (3) of the same table. 
Consistent with the results of the primary test, the coefficient for PEER (0.026) is 
positively and significantly associated with DFIN (p-value = 0.097). The majority of control 
variable conclusions are comparable to those of the primary test. In this case, however, 
the coefficients for AGE and OCF are insignificant, indicating that firm age and cash flow 
divergence exert no influence over debt financing. 
 
Conclusion  

This study aims to investigate peer effects on debt financing in Thailand’s 
emerging market. By looking at the OLS fixed-effects model for unbalanced panel data, 
using the instrumental variable approach, and adding the control variables to deal with 
endogeneity issues, firms tend to make the same decisions about debt financing as their 
peers in the same industry. Consequently, this study came to the conclusion that peer 
effects only operate via the peer action channel and not the peer character channel. 
The motivation behind imitative behavior is to increase competitiveness, with highly 
competitive businesses imitating capital structures to a significant degree. According to 
the evidence of Chinese corporations discussed by Zhao et al. (2022), certain 
supermarkets (e.g., Gome and Suning retail companies) were also found to replicate the 
financing model of Wal-Mart to obtain funds for global expansion. Based on social 
learning theory and the product market competition view, the evidence from this current 
study summarizes that firms imitate their industry peers’ debt finance with the hope of 
survival in the emerging market with increases in competition degrees. Generally, high 
market competition causes a low price and gives the sellers a narrow profit margin. So, 
they need to align their capital financing with the industry average, aiming to mitigate a 
price war resulting from variations in capital costs. Perhaps this enhances the industry 
units’ competitiveness toward innovation exploitation and efficiency improvement 
instead of using a price strategy in the Thai markets. Divergence on informational costs 
and advanced resources between innovation firms and non-innovation firms was not 
found to have an impact on the imitation of debt financing structures. 

This study contributes to the literature in three ways. Firstly, this evidence of 
peer effects on corporate financing policy from Thailand bridges a gap in the literature 
that lacks evidence from emerging markets outside the BRICKs and European countries. 
Mimic behaviors in capital structure were found in the cross-country setting (Francis et 
al., 2016) and various scaled economies, including the developed and top emerging 
countries (e.g., Leary & Roberts, 2014; Zhong & Zhang, 2018), as well as the non-largest 
emerging markets like Thailand, as reported by this study. Second, this study that looks 
into imitation’s motivations through the competition of the product market and 
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incomplete information for decision-making answers calls from Ali-Rind et al. (2023) that 
indicate limited evidence on reasoning for peer effects. In this current study, the 
evidence on market competition degrees that heighten peer effects on financing sources 
adds to the recent study of Liu et al. (2023), which utilized the Chinese economy and 
found similar conclusions. In contrast, peer effects are ineffective in a severe rival market 
where firms can promptly access relevant information, as discussed by Chen and Ma 
(2017). Lastly, the study showed no evidence of the interaction impact between peer 
effects and costly information, based on the assumption of organizational isomorphism 
and institutional theory. This conclusion is then contrary to Zhang and Hu’s (2017) study, 
which discovered that mimetic isomorphism encourages innovation performance. 
 
Implications and Policy Suggestions 

The findings of the study have significant implications for several parties. Investors 
should first be aware of any business financial policies in a certain industry that are being 
imitated. When analyzing trends in a firm’s financial stability, liquidity, and capital costs 
or comparing them across member businesses of an industry, it is important to use 
information regarding the capital structure of those firms carefully. A similar capital 
structure results from peer members’ imitation behavior, which is more crucial in highly 
competitive businesses. Then, unsophisticated investors must rationally assess economic 
signals to avoid prejudice brought on by common financing techniques used by all 
companies in a certain industry. Second, peer effects have the potential to encourage 
unethical financial disclosure practices, including tax evasion and earnings manipulation. 
If one company in an industry signals a financial collapse or an unusual financial policy, 
the remaining companies in that sector are more likely to experience unfavorable 
effects. This sends a clear message to the capital markets’ regulatory bodies to 
investigate spillover effects. Finally, this study’s findings recommend policymakers for 
the targeted s-curve industry by demonstrating that interdependency among funding 
policies is not found to be increased or weakened by innovation-driven policy. It is 
obvious that the condition for government assistance to eligible businesses should be 
their lack of access to financial sources and their ability to attract investment. 
 
Limitation and Future Study 

This investigation is subject to certain limitations. Despite the use of econometric 
techniques to deal with the endogenous variable, similar financial structures of firms 
within an industry are likely formed by unobserved or time- invariant factors or are 
dependent on macroeconomic conditions; thus, the results of the study should be 
interpreted with caution.  This unresolved issue left room for future investigation.  In 
addition, the study measures the variables at their current levels, so it is recommended 
that future research incorporate a change in the variable values or the lead or lagging 
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variables into the methodology.  In addition, this study only investigated peer effects 
within the industry under the SET classification. Effects of intra-sector peers on financial 
policy may yield evident results.  Even in industrial zones, economic corridors, and 
geographic neighborhood areas, it is unknown whether peer effects exist and what 
motivates imitation.  Peer effects on corporations’  other policies, their rationales, and 
the industry’s consequences are still evidently worthy of investigation. 
 
Appendix A. Variable Measurement 
Notation Variables Measurement 
Variables in the baseline model 

DFIN Debt finance The book value ratio of long-term debt to total assets at the 
end of the fiscal year. 

PEER Peer decision The average book value ratio of long-term debt to total assets 
of industry peers at the end of the fiscal year. 

PEERCHA Peer character The natural logarithm of average net sales for industry peers at 
the end of the fiscal year. 

SIZE Size The natural logarithm of total assets at the end of the fiscal 
year. 

ROA Financial 
Performance 

Earnings before interest and tax divided by the average of the 
last and current year’s total assets at the end of the fiscal year. 

GROWTH Growth 
opportunities 

Market value scaled by the book value of equity at the end of 
the fiscal year. 

TANG Tangibility Property, plant, and equipment divided by total assets at the 
end of the fiscal year. 

Year FE Year fixed effects Dummy variable coded 1 if a firm operates in the years 2002-
2018; 0 otherwise. 

Industry 
FE 

Industry fixed 
effects 

Dummy variable coded 1 if a firm is in the industries of agro-
food, consumer products, financials, industrials, property and 
construction, resources, and services; 0 otherwise. 

SHOCK Peer equity shocks The industry peers’ idiosyncratic equity returns from the market 
model with the backward 24-month rolling regression of the 
monthly returns. 

PEER̂ Predicted peer 
decision 

The predicted values of peer decision from the first stage of 
regression. 

Variables in the additional models 

HHI Industry 
concentration 

The sum of the squares of the annual market shares of a firm. 

SCUV Target s-curve 
industry 

Dummy variable coded 1 if a firm’s operations align with the 10 
targeted s-curve industry definitions; 0 otherwise. 

AGE Firm age Total years since a firm listed on the Thai stock market. 
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Notation Variables Measurement 
OCF Volatility of 

operating cash 
flows 

Standard deviation of cash flow from operations scaled by total 
assets over the five preceding years. 
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