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Table 2 Results for Descriptive Statistics
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Table 3 Test Results for Differences between Groups
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Table 4 Effect of Financial Distress on Cost of Equity Capital of Intra-industry Non-distressed Firms
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Table 5 Mediating Effect Test of Investor Sentiment
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Table 6 Moderating Effect of Market Competitive Position
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Table 8 Results for Balance Test
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Spillover Effect of Financial Distress on the Cost of
Equity Capital of Intra-industry Firms:
A Mediating Effect of Investor Sentiment

SUN lie, YIN Fangyuan, LIU Jianmei

School of Accounting, Tianjin University of Finance and Economics, Tianjin 300222, China

Abstract: In recent years, the spillover effect of corporate crisis has received increasingly more attention. The corporate crisis,
especially the financial distress, not only has a serious impact on the company’s own operations, investment and financing
activities, but also has an important impact on intra-industry companies. Existing research on the impact of financial distress on
intra-industry companies mainly is carried out from the perspective of financial distress on intra-industry companies’ market
value and debt cost. There is no research on the relationship between financial distress and the equity capital cost of intra-in-
dustry enterprises, and they ignore the impact of financial distress on equity capital cost of intra-industry enterprises.

Based on behavioral finance theory, using the 2007-2018 Shanghai and Shenzhen A-share non-financially-distressed com-
panies as a sample, we use a multiple linear regression model to examine the impact of financial distress on the cost of equity
capital of intra-industry non-distressed companies. We also test the mechanism of the above impact from the perspective of in-
vestor sentiment and conduct situational examination from two perspectives of market competition position and industry com-
petition degree. We adopt methods such as propensity score matching, fixed effect model, equity capital cost sensitivity test,
and control of industry average earnings per share to carry out robustness test and discussion.

The conclusions of the study are as follows. Firstly, financial distress reduces the cost of equity capital of intra-industry
non-distressed enterprises, which is manifested as intra-industry competition effect of financial distress. Secondly, the mechan-
ism test shows that investor sentiment is one of the ways in which the financial distress affects the cost of equity capital of intra-
industry non-distressed companies. That is, the occurrence of financial distress in an industry increases investors’ expectations
of intra-industry non-distressed companies in expanding their markets and enhancing competitiveness. Thirdly, the impact of
the financial distress on the cost of equity capital of intra-industry non-distressed companies only exists in companies with a
high market competitive position and a low level of industry competition.

This study demonstrates the spillover effect of financial distress on intra-industry non-distressed companies from the per-
spective of investors, and expands the research perspective of the economic consequences of enterprise financial distress, and
provides new empirical evidence and theoretical support for the competitive effect of financial distress. The research conclu-
sion has certain practical significance for intra-industry companies, their investors, and relevant regulatory authorities to under-
stand the spillover effect of financial distress.

Keywords: financial distress; cost of equity capital; spillover effect; investor sentiment; intra-industry firms
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