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Does Idiosyncratic Risk Affect Corporate Investment Behavior —Based On Financial Constraint
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Abstract: Using a sample of listed companies in Chinese stock exchanges from 2004 to 2015, and based on
financial constraint, investigate the effect of idiosyncratic risk on the corporate investment constraint. And
the conclusion is as follows: firstly, based on “company fundamental channel” and “company non-funda-
mental channel”, uncertainty in corporate business and investor sentiments are passed to the enterprise
through “the feedback affect” by idiosyncratic risk, which restrains the investment impulse of management
and reduces the scale of investment. Secondly. there is a relationship of inverted U type between idiosyn-
cratic risk and financial constraint because of “alternative mechanism” of financial channel. Thirdly, based
on the background of rising financial constraint, there is nonlinear relationship of positive U type between
idiosyncratic risk and corporate investment behavior. The result reveals that idiosyncratic risk has an effect
on corporate investment behavior, but this effect shows a linear tendency according to the changes in finan-

cial constraint.
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