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Table 2 Results of Descriptive Statistics

A b HfH itk 2E w/IME ERDA SSYNIEN
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Roa 0.017 0.078 -0.360 0.025 0.223
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Table 3 Pearson Correlation Coefficients Analysis
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Table 4 The Existence of Peer Effects of Internal Control Weakness Disclosure
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Table 5 The Determinants of Peer Effects of Internal Control Weakness Disclosure: Management Overconfidence
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Table 6 The Consequences of Peer Effects of Internal
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Table 7 Regression Results for Instrumental Variable Test
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Table 8 Regression Results for Other Robustness Tests
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Revealing or Concealing: The Peer Effect of Listed Firms' Internal
Control Defect Disclosure

ZHU Peiging', SONG Jianbo’, JING Jiaqi’

1 CSG Energy Development Research Institute, China Southern Power Grid Co., Ltd., Guangzhou 510663, China
2 Business School, Renmin University of China, Beijing 100872, China

3 Postdoctoral Workstation China Construction Bank, Beijing 100033, China

Abstract: The information content of internal control defect(ICD) of Chinese listed firms remains to be verified. Most of the
existing researches study the determinants of ICD disclosure from the perspective of firms’ own characteristics, while few liter-
atures have examined the relationship between peer effects and ICD disclosure from the perspective of the interaction behavior
between external individuals.

Based on signal theory, institutional theory and social learning theory, this study applies Chinese A-share listed compan-
ies from 2011 to 2022 as the research sample. Using OLS multiple linear regression, fixed effects model and instrumental vari-
able model, this study explores the existence, influencing factors, and economic consequences of the peer effects on ICD dis-
closure in enterprises, that is, whether the peer effects of ICD disclosure reduces the likelihood of companies being subject to
regulatory penalties in the future.

The results show that: the peer effect of ICD disclosure exisis. Firms mainly imitate the average ICD disclosure level of
the industry rather than the industry leaders and firms mainly imitate the disclosure of normal ICD rather than important ICD.
According to the influencing factors of the peer effect, we suggest that management overconfidence influences the degree of
peer effect, CEOs with higher shareholding ratios are less inclined to imitate the internal control disclosure behavior of other
companies. According to the economic consequences of the peer effect, we suggest that peer effect may help firms “conceal
real information” and escape regulatory punishment. In further studies, we find that firms only imitate the corrected ICD of
peer firms, not the uncorrected defect. And the peer effect of ICD disclosure comes from two types of mechanisms: one is com-
petitive imitation, the more competitive the industry is, the more significant peer effect will be; the other is communicative im-
itation, there is more serious peer effect among peer firms in the same region.

This study expands the boundaries of research on the determinants of ICD disclosure and provides new empirical evid-
ence for understanding peer effects of information disclosure as well as the ICD disclosure behavior in enterprises. The re-
search results provide a reference for stakeholders to accurately interpret the information content of ICD disclosure, avoid be-
ing misled by inaccurate information, and have a certain guiding significance for regulatory authorities to improve internal con-
trol information disclosure policies.

Keywords: internal control defect; information disclosure; peer effects; imitation behavior; manager overconfidence; regulat-

ory penalties
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