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Herd behavior means a mode of behavior will be infected among the individuals in a group, and its existence and influence in
specific financial market are uncertain. (e paper utilizes the logistic model to test the existence and influence of herd behavior of
borrowers in Chinese microcredit market. We find that (1) herd behavior exists in Chinese microcredit market, (2) the two most
important factors affecting the default of microcredit resulted from herd behavior are the nature of microcredit institutions and
the education level of borrowers, and (3) herd behavior will increase the possibility of default, but it is relatively small.

1. Introduction

Herd behavior means a mode of behavior which will be
infected among the individuals in a group, that is to say, the
individuals in a group will think and act like most people. As
for the influence of herd behavior in financial markets,
Jegadeesh and Kim [1] regarded that herd behavior would
aggravate market volatility, undermine market stability, and
further increase the fragility of the financial system. So, herd
behavior is the trigger of financial crisis. At present, the
academic community has mainly focused on the three as-
pects of influence of herd behavior in the financial market.

First is the influence of herd behavior on the stockmarket.
(is kind of research mainly studies the risk of stock price
fluctuation and stock price collapse which resulted from herd
behavior (e.g., [2]). Second is the influence of herd behavior
on commodity market. (is kind of research focuses on the
existence or the influence on the commodity market (e.g.,
[3, 4]). (ird is the influence of herd behavior on Internet
finance. (is kind of research mainly takes the peer-to-peer
lending as the research object and regards the herd behavior
which will result in higher risk of default (e.g., [5]).

However, we find that there are few scholars who have
carried out research studies on the influence of herd be-
havior on the credit market. In view of this, this paper takes
Chinese microcredit as the research object to explore the

existence of herd behavior of borrowers and its effects on
default. (e reason for choosing microcredit as the most
research object is that microcredit is the most important tool
assigned by the World Bank to help to construct inclusive
finance and alleviate poverty. (erefore, studying the impact
of herd behavior on microcredit will help developing
countries to achieve poverty alleviation goals.

2. Testing the Existence of Herd Behavior

2.1. Method. Because the data availability of the LSV method
is stronger and easier to implement, it is widely used in
academic circles to test the existence of herding behavior.(is
paper adopts the modified LSV method by Wermers [6]. (e
method has three specific dimensions: first, the herd behavior
is measured by the time interval of applying for loan.With the
times of application increasing, the time interval between
applications will shorten, which is used to demonstrate the
existence of herd behavior (e.g., [7]). (e second is to test
whether themarket share increases with time, which is used to
demonstrate the existence of herd behavior (e.g., Lee) and [5].
(e third is to use “Whether to Get Subsequent Loan” as the
dependent variable to test herd behavior (e.g., [8]).

(e quality of date must be high in measuring the ex-
istence of herd behavior, no matter through testing time
interval or testing market share. (erefore, this paper
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chooses “Whether to Get Subsequent Loan” as the depen-
dent variable and “the Times of Current Loan” as the in-
dependent variable. (e null hypothesis is that if the
dependent variable is significantly and positively influenced
by the independent variable, there is herd behavior in
microcredit market; otherwise, there is no herd behavior.

2.2. Variables and Econometric Model. According to the
characteristics of Chinese microcredit market, the paper
selects 15 control variables. (e detailed descriptions of the
names, codes, and definitions of the variables are shown in
Table 1.

According to the selected variables, the corresponding
logistic regression model is

ln
P

1 − P
  � β0 + β1TCL + β2LA + β3LR + β4LL

+ β5NMI + β6OTD + +β7G + β8A + β9EL

+ β10FL + β11SLT + β12NRT + β13ALA

+ β14PA + β15TNB + β16BD + ε.
(1)

P � 1 means the current loan will get subsequent loan,
while P � 0 means no subsequent loan.

2.3. Data Resource. (e selected sample period is from the
first quarter of 2013 to the fourth quarter of 2017.(e data of
independent variables and control variables are provided by
China Association of Microcredit. (e preliminary empirical
results show that the value of sig. in the Hoster and
Lemeshow tests is obviously less than 0.05. It implies that the
model is not good in fitting the original data as a whole.
Moreover, many variables do not pass the significance test.
(erefore, in order to ensure the reliability of the empirical
results, the common processing methods are stepwise re-
gression and factor analysis. (e common factor was formed
by analysis, and then, the same common factor was used as
an independent variable for logistic regression analysis.

2.4. Results of the Factor Analysis. Firstly, the KMO and
Bartlett Test of Sphericity is carried out on the variables that
affect dependent variables. According to the results in Ta-
ble 2, the KMO statistic value is 0.698, which is greater than
the standard value of 0.5, so the factor analysis can be
performed. (e approximate chi-square value is 240121.092
and the sig. value is 0.001. It can be seen that the spherical
hypothesis is rejected and there is a strong correlation
among variables, so it is appropriate to carry out factor
analysis.

(e common factor was extracted by principal com-
ponent analysis. (e test results in Table 3 indicate that 5
common factors meet the requirements when setting factors
with extraction feature values greater than 1. At the same
time, the results show that the cumulative contribution rate

of these 5 factors reaches 83.83%, which has good explan-
atory power.

(e factor loading matrix indicates that all selected
factors have linear relationship with original variables, while
the rotated factor has a high load, which can simplify the
explanation of the factor and is more beneficial to the ex-
planation of various factors. According to the rotated
component matrix, all the common factors (Fi), respec-
tively, include the variables: the first (F1): LL, ALA, and PA;
the second (F2): LA, A, and FLN; the third (F3): LR, G, and
TNB; the fourth (F4): TCL, NMI, EL, and BD; the fifth (F5):
OTD, SLT, and NRT.

2.5. Results of Logistic Regression. Taking the common factor
as the independent variable, the modified logistic model is

ln
P

1 − P
  � β0 + β1F1 + β2F2 + β3F3 + β4F4 + β5F5 + ε.

(2)

(e results of comprehensive test of coefficients shown
in Table 4 indicate that the likelihood of the model is very
larger than the chi-square value, and the p value is 0, which
shows that the equation has stronger significance. (e
summary of the model shows that the −2 log likelihood value
is larger than the chi-square critical value in the table above
and indicates that themodel fits well. In addition, the p value
of Hosmer and Lemeshow test is significantly greater than
0.05, which indicates that there is no sufficient reason to
reject the null hypothesis. (ere is a significant difference
between the predicted and observed values of the model,
which suggests that the overall fitting effect of the model is
good.

(e results in Table 5 indicate that the p values of first
and fifth common factors are greater than 0.05 and others
are smaller than 0.05, which suggest that the coefficients
of the model have good significance and their influences
are positive. In particular, the coefficient of the fourth
common factor is much higher than other common
factors, which suggests that the TCL, NMI, EL, and ELBD
are the reasonable explanatory variables. (e significant
positive influence also shows that, with the increase of
the current times of application, the subsequent bor-
rowing will also increase. (erefore, it is verified that
there is obvious herd behavior in Chinese microcredit
market.

3. Effects of Herd Behavior on Default

3.1. Method. Since it is not possible to directly obtain the
time when the borrower defaults and the information
provided by the Microcredit Alliance related to defaults is
only the number of times the borrower defaults, so the
logistic default model is the most appropriate selection.
Since the influence of the first and fifth common factors is
not significant, we will eliminate the variables contained in
the first and fifth common factors.(e revised default model
is as follows:
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Table 2: Results of KMO and Bartlett tests.

Kaiser–Meyer–Olkin measure of sampling adequacy 0.698

Bartlett test of sphericity
Approximate chi square 240121.092

Df 149
Sig 0.001

Table 3: (e interpreted total variance.

Common factors
Initial eigenvalue Sum of squares extracted Sum of squares rotated

Total Var. (%) Cumulative sum (%) Total Var. (%) Cumulative sum (%) Total Var. (%) Cumulative sum (%)
1 3.12 23.20 23.20 3.52 21.87 21.87 3.05 21.06 21.06
2 2.36 19.01 42.21 3.01 19.11 40.98 2.65 17.30 38.36
3 1.83 16.33 58.54 2.85 17.63 58.61 2.14 16.48 54.83
4 1.49 14.25 72.80 1.90 15.20 73.81 1.68 15.24 70.07
5 1.01 11.04 83.83 1.53 10.02 83.83 1.21 13.76 83.83

Table 4: Results of logistic regression analysis.

Comprehensive test of coefficients Summary of model
Chi square df Sig −2 log likelihood Cox and snell R square Nagelkerke R square

Step 1
Step 513.297 5 0.001 1743.170 0.179 0.301
Bloc 513.297 5 0.001 Results of Hosmer and Lemeshow test
Model 513.297 5 0.001 10.561 7 0.202

Table 5: Details of common factor.

B S.E. Wals df Sig. Exp (B)

Step 1

FAC1 −0.096 0.061 0.964 1 0.632 0.952
FAC2 0.094 0.088 51.086 1 0.000∗∗∗ 2.543
FAC3 0.215 0.072 37.209 1 0.021∗ 1.209
FAC4 1.203 0.109 241.753 1 0.000∗∗∗ 6.071
FAC5 −0.102 0.057 1.002 1 0.749 0.970

Constant — 0.091 233.762 1 0.000∗∗∗ 5.437
Note: ∗, ∗∗, and ∗∗∗ denote the 10%, 5%, and 1% significant level, respectively.

Table 1: Meanings, codes, and definition of the variables.

Names of variable (code) Definition
Dependent variable Whether to get subsequent loan If there is subsequent loan, the value is 1, otherwise, 0
Independent
variable

(e current times of application
(TCL)

(e times of application for microcredit

Control variables

Loan amount (LA) (e amount of current application
Loan interest (LR) (e interest rate of the microcredit
Life of loan (LL) (e life of the microcredit to be granted

Nature of microcredit
institutions (NMI)

If the microcredit institutions are government led, the value is 1, otherwise,
0

Original times of default (OTD) (e total numbers of failing to repay on time
Gender (G) (e borrowers are male, the value is 1, female, 0
Age (A) (e ages of borrowers

Education level (EL) Bachelor degree or above, the value is 1, below, 0
First lending or not (FLN) If it is first loan, the value is 1, otherwise, 0

(e successful loan times (SLT) (e successful loan times by now
Normal repayment times (NRT) Normal repayment times by now
Accumulated loan amount (ALA) (e accumulated amount of loan by now

(e prepared amount (PA) (e prepared amount of repayment
Total number of borrowing (TNB) Total number of borrowing by now

Proportion of bad debt (BD) Proportion of bad debt of total loan
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ln
Y

1 − Y
  � β0 + β1TCL + β2LA + β3LR + β5NMI

+ β6OTD + β7G + β8A

+ β9EL + β10FL + β15TNB + β16BD.

(3)

Y � 1 means the borrower will default, while Y � 0
means no default.

3.2. Results. (e results in Table 6 indicate that the value p is
significantly less than 0.05, which suggests that the com-
prehensive test of model coefficients has passed.(e value of
−2 log likelihood is also greater than the previous chi-square
critical value, so the model fits well as a whole. In addition,
the p value of Hosmer and Lemeshow tests is also greater
than 0.05, which shows that the overall goodness of fit of the
model is high.

(e results in Table 7 suggest that the value of p is
smaller than 0.05 and the coefficient is negative, which
indicate that the bigger the value of TCL, the less the
possibility of default. (eoretically, the herd behavior of
borrowers in Chinese microcredit market can reduce the
possibility of default. However, because the absolute value of
its coefficient is very small, its actual impact on the possi-
bility of default is also very small, which suggests that the
borrower’s behavior is rational to some extent. When most
borrowers can do this, the market will automatically elim-
inate those borrowers with high risk of default, thus reducing
the risk of default in the entire market. (erefore, herd
behavior in China microcredit market can reduce the
possibility of default.

(e borrower’s ability also affects the possibility of de-
fault. (ere is a positive correlation between BD and the
possibility of default. When a borrower has strong invest-
ment ability, he or she will choose the loan with lower default
probability and exclude the target with higher default
probability, thus reducing the probability of default. Another
indicator of investor’s ability TNB is negatively correlated
with default. (is also shows that the more experienced the
borrowers are, the more they can choose the target with less
possible default.

At the same time, EL is positively related to the prob-
ability of default, which means that the higher the value of
EL, the higher the probability of default. (is may be due to
the fact that borrowers understand the characteristics of
investors’ preference for highly educated, so low-educated
borrowers pay more attention to the default. (e nature of
microcredit institutions has a significant impact on defaults.
(e government-led microcredit has higher possibility of
default, while the nongovernment-led microcredit institu-
tions are relatively lower.

4. Discussion

From the findings, we learn that herd behavior exists among
borrowers of Chinese microcredit and that herd behavior
has an impact on default, but it is not significant.

Generally, the applicants of microcredit are mainly small
business owners and the poor, and they have the charac-
teristics of large population and residential dispersion, so the
cost of accessing information about them is higher, which is
the most important factor resulting herd behavior. In ad-
dition, conformity psychology, trading mechanism, as well
as some factors of microcredit itself, etc., are the factors
resulting herd behavior too. However, the two most im-
portant factors with Chinese characteristics are the nature of
microcredit institutions and the education level of
borrowers.

(e Chinese government has long implemented the
poverty alleviation policy through free financial subsidies.
Meanwhile, besides government-led type, Chinese micro-
credit institutions also include banking, P2P, Fintech
companies, etc., among which only government-led
microcredit institutions are public ownership. So, the bor-
rowers, whose education levels are lower, whose decision-
making capacities are limited and prefer to conformity
behavior, mistakenly believe that the government-led
microcredit is also similar to the free financial subsidies.
(erefore, herd behavior is significant among them. And,
more importantly, the funds of government-led microcredit
come from the government’s finance, and public ownership
means the property rights are not clear. So, when the
borrower defaults, the government has no corresponding
measures even credit rating. On the contrary, the funds of
other types come from market financing with clear property
rights. So, when the borrower defaults, the institution will
take various measures or even resort to violence to recover
the loan. (erefore, the default cost of the government-led
microcredit is very low, which leads herd behavior of
borrowers to be more serious.

Since the market share of government-led microcredit is
limited, when we take Chinese microcredit as a whole, we
find that herd behavior has no serious impact on default. We
surmise that even if there are serious impacts of herd be-
havior on default of government-led microcredit, it may be
diluted. Whether it is the case or not, the article does not
have a definite answer. In addition, this article takes
microcredit as a whole, and it is unable to answer some
specific questions. (erefore, we believe that future research
studies can take into consideration the differences of herd
behavior in gender, age, region, etc.

In order to utilize microcredit to achieve poverty alle-
viation more effectively, the paper proposes the following.

First, utilize the positive role of the herd behavior in the
microcredit market. Although the empirical results show
that the herd behavior is rational to some extent and can
reduce the overall loan default, the impact is very small.
(erefore, it is very important to expand this positive in-
fluence, which can be practiced from two aspects. On the one
hand, it can reduce the occurrence of irrational herd be-
havior of investors; on the other hand, it can strengthen the
leading role of key borrowers in the group.

Second, build a credit rating system and playing the role
of market supervision. Herd behavior in Chinese micro-
credit market and its negative impact on default are partly
due to the nonself-discipline of borrowers, such as the
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influences of government-led microcredit and educational
level. (erefore, the market should establish a credit rating
system and use the reputation restraint mechanism to
promote self-discipline of borrowers.

(ird, strengthen government supervision. (e opera-
tion status of the platform also affects investors’ herding
behavior. If the platform operation mechanism is not
complete, even if investors can make rational herding be-
havior, it may also cause negative impacts. However, the
domestic platform operation mechanism is quite different,
which also leads to the conclusion that the herding behavior
in the auction and loan studied in this paper is not com-
pletely consistent with the conclusion of other scholars.
(erefore, strengthening the classified supervision of dif-
ferent platforms and the supervision of prominent problems
on platforms can strengthen the positive role of rational
investor herding behavior.
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