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Peer Effects and Policy Design in Social Networks
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Abstract Peer effects is a hot topic in socio-economic research. This article introduces the theoretical

foundations and practical value of peer effects research. Starting with the introduction of a linear-in-mean

model with social networks, it discusses the setting of its assumptions and introduces several mainstream

estimation methods for the model. This article summarizes the micro mechanisms of peer effects, including

complementarity, conformity, social status, social learning, and informal risk sharing. Peer effects theory

is closely related to policy practices in social networks. This article illustrates its practical value in assisting

policy design from two perspectives: designing policies that affect the formation of social networks and

designing policies given a specific social network.
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