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Highlights
Corporate investment increases in response to changes in peer firms’ stock prices.
As a moderating variable, superior peer firm performance strengthens the effect of
peer firms' stock prices on corporate investment.
As a moderating variable, CEO overconfidence strengthens the effect of peer firms'
stock prices on corporate investment.
Abstract

In financial markets, stock prices not only reflect firm-specific information
but also convey industry conditions, growth opportunities, and market expec-
tations. Drawing on the informational role of financial markets and peer learn-
ing theory, managers use information embedded in stock prices and peer firms'
performance when making investment decisions. This study investigates the
effect of peer firms' stock prices on corporate investment and the moderating
roles of peer performance and managerial overconfidence. The hypotheses are
tested using a sample of 144 firms listed on the Tehran Stock Exchange during
2015-2024, employing multivariate regression models with year and industry
fixed effects. Managerial overconfidence is measured using two proxies: over-
investment and capital expenditures. The findings indicate that peer firms'
stock prices have a positive and statistically significant effect on corporate
investment, while peer performance strengthens this relationship. Further-
more, the moderating role of managerial overconfidence depends on the proxy
used. Specifically, managerial overconfidence, when measured by capital ex-
penditures, positively and significantly moderates the relationship between
peer firms' stock prices and corporate investment, whereas this effect is not
statistically significant when overconfidence is measured by overinvestment.
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rial overconfidence.
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Introduction

In competitive and uncertain economic environments, corporate in-
vestment decisions play a pivotal role in firm growth, profitability, and
value creation. Although managers rely on firm-specific information
when making investment decisions, theoretical and empirical evidence
indicates an increasing reliance on external signals, particularly infor-
mation embedded in peer firms’ stock prices. Behavioral finance theo-
ries, especially herding behavior, suggest that managers tend to imitate
the actions of similar firms under uncertainty. In this context, peer stock
prices convey valuable information regarding market expectations, in-
dustry conditions, and future growth opportunities. However, manag-
ers’ reliance on such information depends on peer performance and
managerial behavioral characteristics, most notably overconfidence.
Accordingly, this study examines the sensitivity of corporate invest-
ment to peer firms’ stock prices.
Methodology

This study adopts an applied research approach using an ex-post
facto design. The sample consists of 144 firms listed on the Tehran
Stock Exchange over the period 2015-2024, selected after applying the
relevant screening criteria. To test the hypotheses, multivariate regres-
sion models with year and industry fixed effects are employed to meas-
ure the sensitivity of corporate investment to peer stock prices. Peer
performance and managerial overconfidence are incorporated as mod-
erating variables to assess their roles in strengthening or weakening this
relationship.
Findings

The results indicate that peer firms’ stock prices are positively and
significantly related to corporate investment, with a stronger effect for
firms whose peers exhibit superior performance. The findings further
suggest that the moderating effect of managerial overconfidence on in-
vestment sensitivity to peer stock prices depends on the proxy em-
ployed, being significant when measured using capital expenditures but
not when an overinvestment-based measure is used.
Conclusion

The results suggest that corporate investment decisions are influ-
enced not only by internal firm-specific factors but also by information
extracted from capital markets and peer firm behavior. Peer perfor-
mance and managerial behavioral characteristics, particularly overcon-
fidence, play a decisive role in shaping how managers interpret and



utilize market-based information. These findings underscore the im-
portance of jointly considering informational and behavioral factors in
analyzing corporate investment decisions.
Knowledge Contribution

By providing new evidence from the Iranian capital market, this
study contributes to the corporate investment literature. Its primary con-
tribution lies in simultaneously examining the roles of peer stock price
information, peer performance, and managerial behavioral traits in cor-
porate investment decisions. Moreover, the use of an alternative meas-
ure of managerial overconfidence, derived from managerial behavior
and decision-making patterns, enables a more precise assessment of be-
havioral effects on investment sensitivity and offers a valuable founda-
tion for future research in accounting and behavioral finance.
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