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Resumo

Despite the evolution of corporate governance standards in Brazil, prior research provides
limited evidence on whether governance heterogeneity influences how financial distress is
incorporated into stock prices. While financial distress is known to affect firm valuation, the
extent to which governance structures condition investors’ responses to financial vulnerability
remains underexplored, especially in emerging markets characterized by premium listing
segments and high ownership concentration. In such contexts, stronger governance mechanisms
may enhance transparency and monitoring, whereas concentrated ownership may alter risk
perceptions through the presence of controlling shareholders. This institutional setting raises
the question of whether governance mechanisms amplify or mitigate the pricing effects of
financial distress. Using a sample of 2,197 firm-year observations from 2010 to 2025, our study
examines the relationship between financial distress and stock returns in Brazilian firms and
investigates whether governance structures are associated with distinct return patterns under
financial stress. Regression results reveal that financial distress is negatively associated with
stock returns, as lower Z-scores correspond to weaker market performance. Moreover, firms
listed in the New Market segment exhibit a stronger sensitivity of returns to financial condition,
suggesting that enhanced governance standards intensify the incorporation of financial risk into
prices. In contrast, ownership concentration attenuates the adverse return effects of distress,
consistent with the view that controlling shareholders may stabilize investor expectations
during periods of financial stress. This study provides empirical evidence on how governance
heterogeneity shapes the pricing of financial distress in an emerging market context,
contributing to the literature by integrating financial vulnerability and governance mechanisms
within a unified empirical framework.
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1. INTRODUCTION

Stock returns serve as an indicator of a firm's financial health, reflecting investors'
assessments of its risk, expected cash flows, and overall performance (Lee et al., 2017). Prior
research indicates that returns incorporate investors’ forward-looking evaluation of a firm’s
ability to withstand adverse conditions (Lauterbach, 2025). In this context, the relevance of
financial information for pricing purposes shifts under different financial states (Garcia-Feijoo
et al., 2024). Firms experiencing weaker financial conditions are generally perceived as riskier
and more vulnerable to uncertainty, which may translate into distinct return dynamics compared
to financially stable firms (He et al., 2021).

During periods of financial distress, firms tend to face deteriorating profitability, high
leverage, liquidity constraints, and an increased probability of default (Yousaf et al., 2024). In
such conditions, investors reassess firms’ stability and long-term viability, incorporating higher
uncertainty into pricing decisions (Kahl, 2002; Munera & Agudelo, 2022). Consistent with this
perspective, risk-adjusted valuation evidence shows that the present value of distress costs
depends on risk premia, reinforcing its relevance in equity pricing (Almeida & Philippon,
2007). For instance, the association between accounting performance measures and stock
returns changes under distress conditions (Lee et al., 2017), and distress increases exposure to
extreme negative return events such as crash risk (Biswas et al., 2025). These findings indicate
that financial distress affects realized stock returns, but its impact may differ across firms, as
exposure to distress risk is shaped by governance structures (Yousaf et al., 2024).

Corporate governance mechanisms mitigate agency conflicts, enhance monitoring, and
improve transparency, thereby shaping investors’ perception of firm risk (Boyarchenko et al.,
2025; Chen et al., 2020; Cuomo et al., 2016). In emerging markets, governance heterogeneity
is generally pronounced (Black et al., 2014). In this context, Brazil has experienced a gradual
evolution in governance quality since the 2000s, when it’s stock exchange Brasil, Bolsa, Balcdo
(B3) introduced premium listing segments that incentivized firms to adopt higher governance
standards (Black et al., 2014). At the same time, ownership concentration remains an important
characteristic of Brazilian firms, where monitoring benefits coexist with potential principal—
principal conflicts (Crisostomo et al., 2020; Martins et al., 2017; Miranda-Lopez & Tama-
Sweet, 2024). However, whether these governance differences are associated with distinct stock
return behavior during periods of financial distress remains underexplored.

This study examines the relationship between financial distress and stock returns in
Brazilian firms and investigates whether governance structures are linked to different return
patterns under financial stress. The central research question is whether corporate governance
reinforces this relationship. In other words, do firms with stronger corporate governance exhibit
different stock return behavior during periods of financial distress?.

This research uses data from Brazil, because the introduction of differentiated listing
segments, such as New Market, has incentivized firms to adopt higher governance standards,
contributing to improved market perception and firm valuation (Black et al., 2014; Caixe, 2022;
Carvalho et al., 2021). Despite these advancements, compliance and enforcement levels vary
across Brazilian firms, where conflicts between controlling shareholders and minority
shareholders persist and ownership concentration shapes governance practices (Black et al.,
2014; Caixe, 2025; Crisostomo et al., 2020). Moreover, the existence of such governance
structures may lead investors to price financial distress risk differently, resulting in distinct
stock return patterns under financial stress (Miranda-Lopez & Tama-Sweet, 2024; Sharma &
Singh, 2025; Wang, 2023).

To address these issues, this quantitative study uses panel data from 2010 to 2025,
obtained from the ComDinheiro database. Financial institutions and firms classified in the
financial sector were excluded from the sample, as they are subject to specific regulatory
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frameworks and accounting standards that differ substantially from those applied to non-
financial firms.

Findings reveal that financial distress is negatively associated with stock returns in
Brazilian firms, indicating that lower Altman Z-scores are reflected in weaker market
performance. Moreover, the results show that this relationship is amplified among firms listed
in New Market segment, suggesting that stronger governance enhances the sensitivity of stock
prices to financial condition. In contrast, ownership concentration mitigates the adverse return
effects of financial distress, as the negative association between lower Z-scores and returns is
attenuated in firms where the largest shareholder holds a majority stake.

This study contributes to the literature by providing empirical evidence on how
governance heterogeneity shapes the pricing of financial distress in an emerging market
framework. Specifically, it shows that premium governance segment of the New Market
intensify the sensitivity of stock returns to firms’ financial condition, while ownership
concentration mitigates the adverse return effects associated with distress. By emphasizing the
moderating role of governance structures, the study offers a understanding of how institutional
quality and ownership configuration influence the incorporation of financial risk into stock
prices.

2. BACKGROUND AND HYPOTHESIS DEVELOPMENT
2.1 Agency and Signaling Theories

From the perspective of Agency Theory (Jensen & Meckling, 1979), when managers’
objectives diverge from those of shareholders, conflicts arise that generate agency costs and
affect firm performance. Accordingly Kozlowski and Puleo (2021), especially under financial
distress, managers may become risk-averse in order to protect their positions and reputations,
avoiding risky but potentially value-enhancing projects. Alternatively, Rejeb and Bouzgarrou
(2025) suggest that managers may engage in opportunistic actions that heighten uncertainty and
are incorporated into stock prices through higher expected agency costs.

These costs (including monitoring expenses, bonding costs, and residual losses) are
anticipated by investors and incorporated into firm valuation (Jensen & Meckling, 1979).
Market participants adjust the price they are willing to pay for equity or debt by considering the
likelihood of managerial self-interested behavior, which affects expected returns and
contractual conditions. Such actions create frictions that may delay the realignment of executive
incentives with shareholder interests, thereby adversely affecting future firm performance
(Bushman et al., 2025).

A complementary theory that helps explain these effects is Signaling Theory (Spence,
1973). Signaling involves a sender transmitting observable actions or attributes to reduce
information asymmetry, allowing receivers to form judgments based on those signals. For a
signal to be credible, it must be costly or verifiable, so that low-quality firms cannot easily
mimic it without incurring losses that outweigh potential benefits (Mavlanova et al., 2012). In
environments characterized by information asymmetry, firms use observable actions and
institutional arrangements to convey information about their quality and prospects to external
stakeholders (Mavlanova et al., 2012; Zou & Yang, 2026). Information asymmetry also
influences financing and investment decisions, as shareholders may be reluctant to allow
managers in opaque environments to retain large cash holdings due to monitoring difficulties
(Chung et al., 2015).

Under this framework, Mavlanova et al. (2012) indicate that corporate policies and
governance structures may function as signals that either reinforce credibility or raise suspicion.
Purohit et al. (2025) highlight that companies use signals such as dividend policies, or
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technology investments to convey information to the market, with dividend policy, for example,
signaling expectations about future cash flows and profitability. However, Zou and Yang (2026)
suggest that signals may also be used in an opportunistic manner, through exaggerated
disclosures or optimistic projections, generating misleading impressions and resulting in
corporate misconduct.

Both theories highlight that the market response to financial distress varies across firms
(Jensen & Meckling, 1979; Lizares & Bautista, 2021; Spence, 1973). The impact of distress on
stock returns depends on the extent to which governance structures mitigate agency conflicts
and reduce informational frictions (Celiktas et al., 2025; Kozlowski & Puleo, 2021). Firms
operating under stronger governance environments may experience a different return response
to financial distress compared to firms with weaker monitoring and higher ownership
concentration, as investors adjust their risk assessment according to both financial conditions
and institutional safeguards (Braga-Alves & Shastri, 2011; Caixe, 2022; Cris6éstomo et al.,
2020; Lima & Sanvicente, 2013; Miranda-Lopez & Tama-Sweet, 2024). This perspective
underscores the importance of examining how governance quality shapes the market’s response
to financial vulnerability.

2.2 Governance Quality and the Princing of Financial Distress

Governance mechanisms reduce agency conflicts, enhance monitoring, and improve the
credibility of financial reporting, thereby influencing investors’ assessment of firm stability and
future performance (Boyarchenko et al., 2025; Chen et al., 2020; Cuomo et al., 2016). In the
context of financial distress, when governance mechanisms are robust, investors may perceive
financial information as more reliable and managerial actions as more constrained by oversight
mechanisms (He et al., 2021; Martins et al., 2017). As a result, the market’s response to
financial distress may be more aligned with fundamentals rather than driven by speculative
concerns or uncertainty (Lizares & Bautista, 2021).

In emerging markets, governance differences are especially evident (Black et al., 2014).
In Brazil, the introduction of premium listing segments, such as New Market, established
stricter governance requirements regarding board structure, ownership transparency, and
minority shareholder protection (Black et al., 2014; Caixe, 2022; Carvalho et al., 2021). Firms
listed in this segment are generally associated with improved disclosure practices and stronger
investor protection mechanisms, contributing to enhanced credibility in the eyes of the market
(Lima & Sanvicente, 2013; Miranda-Lopez & Tama-Sweet, 2024).

Accordingly to Caixe (2025), the New Market listing segment establishes enhanced
corporate governance standards designed to strengthen investor protection and increase
transparency in the Brazilian capital market. Under its ownership-control structure
requirements, firms are prohibited from issuing non-voting shares, thereby aligning voting
power with cash flow rights and reducing potential agency conflicts. Regarding board
governance, CEO duality is not permitted, reinforcing the separation between management and
oversight functions. Additionally, boards must comprise at least five members, with a minimum
of 20% classified as independent directors, promoting effective monitoring and balanced
decision-making. In terms of transparency, companies are required to disclose related-party
transactions and their securities trading policies, ensuring greater accountability and reducing
informational asymmetries. Collectively, these rules aim to enhance governance quality,
investor confidence, and market credibility.

Prior evidence indicates that higher governance standards are associated with lower cost
of equity and improved firm valuation (Caixe, 2022; Lima & Sanvicente, 2013). These findings
suggest that governance structures influence how risk is incorporated into prices (Celiktas et
al., 2025; Martins et al., 2017). When firms operate under stronger governance environments,
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financial signals may be more transparently communicated and more accurately interpreted by
investors (Hasan et al., 2024; Martins et al., 2017; Zhou et al., 2025). Consequently, the market
reaction to financial distress may be more responsive to changes in financial health in well-
governed firms (Celiktas et al., 2025). Based on the above discussion, we posit Hypothesis 1
(Hi):

H;. Financial distress is negatively related to stock returns in well-governed firms
2.3 Ownership Concentration and Return Sensitivity to Financial Distress

In firms with highly concentrated ownership structures, controlling shareholders
generally possess relevant decision-making power and influence over strategic and financial
policies (Castader et al., 2022; Martins et al., 2017; Sharma & Singh, 2025). From Agency and
Signaling Theories’ perspective , concentrated ownership may reduce traditional manager—
shareholder conflicts by strengthening monitoring incentives (Jensen & Meckling, 1979;
Spence, 1973). However, it may generate principal-principal conflicts, particularly in
environments where minority shareholder protection is limited (Black et al., 2014; Braga-Alves
& Shastri, 2011; Martins et al., 2017).

Crisostomo et al. (2020) show that Brazilian firms are characterized by a highly
concentrated ownership structure, in which control is generally held by a dominant shareholder
or a small coalition of blockholders. The authors indicate that the largest shareholder holds, on
average, close to half of the voting rights, while the five largest shareholders collectively control
a substantial majority of voting capital. A significant proportion of firms are controlled by a
single blockholder with more than 50% of voting shares, and in most cases control is exercised
by five or fewer shareholders. Control is frequently concentrated in families, business groups,
or shareholder coalitions formalized through agreements, reinforcing the stability of controlling
power. In this sense, Black et al., (2014) suggest that this ownership configuration gives rise to
a principal-principal agency problem, as conflicts may emerge between controlling and
minority shareholders, particularly in an institutional environment historically marked by
weaker investor protection.

Celiktas et al. (2025) indicate that the presence of a controlling shareholder can alter
how the market perceives risk in firms facing financial distress, with effects varying based on
market characteristics and the shareholder's level of control. In Brazilian firms, Crisoéstomo et
al. (2020) show evidence that concentrated ownership can facilitate faster internal decision-
making, renegotiation of debt, and strategic restructuring. Consistent with this view, Silva et al.
(2025) argue that investors may anticipate that controlling shareholders have both the incentive
and the capacity to intervene in distressed situations, potentially stabilizing expectations
regarding firm survival.

At the same time, when controlling shareholders dominate governance structures,
minority investors may face limited access to information regarding restructuring plans, related-
party transactions, or risk exposure (Bugeja et al., 2023; Crisostomo et al., 2020). While
concentrated ownership by blockholders can lead to conflicts, particularly between majority
and minority shareholders, it also influences how the market perceives and responds to a firm's
financial distress (Celiktas et al., 2025). If investors believe that controlling shareholders have
both the incentive and capacity to intervene and stabilize the firm, the negative impact of
financial distress on stock returns may be attenuated (Silva et al., 2025). Accordingly, we
develop Hypothesis 2 (H>):

H>. Financial distress is less negatively related to stock returns in firms with high
ownership concentration.
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3. RESEARCH DESIGN

The dataset focuses on firms listed on the Brazilian stock exchange from 2010 to 2025.
Financial and market data were obtained from the ComDinheiro database. Firms in the financial
sector were excluded from the sample due to their specific regulatory and accounting
frameworks, which differ substantially from those applied to non-financial companies. We
apply descriptive statistics, mean difference tests, correlation analysis, and panel data
regression models, executed in R Studio. Continuous variables were winsorized at the 1st and
99th percentiles to address potential outlier bias.

The period was selected because, in addition to the full adoption of the International
Financial Reporting Standards (IFRS), the 2010s marked the consolidation of differentiated
corporate governance segments in the Brazilian capital market, particularly the strengthening
of New Market standards and disclosure requirements (Black et al., 2014; Caixe, 2022). This
allows for the examination of how financial distress is reflected in stock returns under
heterogeneous governance structures within a relatively stable institutional framework.

To test the hypotheses, we employ panel data regression models with fixed effects. In
Equation 1 tests A, which posits that financial distress is negatively related to stock returns in
well-governed firms.

Ret;; = Bo + B1Zscore; + D,GCG; + B3 (Zscore; x GCG,) +

5
BiControls;; + &;; (1)

k=1

in which the subscripts i and t denote, respectively, the firm and the year. The dependent variable Ret; represents
the stock return of firm i in year t. Zscore; corresponds to the Altman Z-score, a continuous measure of financial
distress in which lower values indicate greater financial vulnerability. GCG; is a dummy variable equal to 1 if the
firm is listed in B3’s New Market segment, and 0 otherwise. The interaction term (Zscore;*GCG;) captures
whether the sensitivity of stock returns to financial condition differs for firms subject to enhanced governance
standards. Y fSrControls; represents the vector of control variables described in a specific section; and &; is the error
term.

In Equation 2, we test H2, which posits that financial distress is less negatively related
to stock returns in firms with high ownership concentration:
5
Ret;; = By + B1ZScore;; + D,0wnCon;, + f5(Zscore;, x OwnCon,) + ) ByrControls;,

k=1
+ & (2)

in which the subscripts i and t denote, respectively, the firm and the year. The dependent variable Ref; represents
the stock return of firm i in year t. Zscore; corresponds to the Altman Z-score, a continuous measure of financial
distress in which lower values indicate greater financial vulnerability. OwnCon; is a dummy variable equal to 1 if
the largest sharecholder holds at least 50% of total equity ownership, and 0 otherwise. The interaction term
(Zscore;*OwnCony) captures whether ownership concentration moderates the relationship between financial
condition and stock returns. Y fiControls;, represents the vector of control variables described in a specific section;
and g is the error term.

Consistent with prior literature (Celiktas et al., 2025; Chen et al., 2020; Choi et al., 2013;
Hasan et al., 2024; Huang et al., 2025; Hudson & Gregoriou, 2015; Xue et al., 2024), we expect
a positive and significant coefficient for the interaction Zscore;*GCG;, indicating that the
sensitivity of stock returns to financial condition is stronger among firms listed in the New
Market segment. In contrast, we expect a negative and significant coefficient for Zscore;*
OwnCony, indicating that concentrated ownership attenuates the relationship between financial
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distress and stock returns, consistent with the view that controlling shareholders may stabilize
investor expectations during periods of financial stress.

3.1 Research Variables

The dependent variable Stock returns are measured using logarithmic returns computed
from daily closing prices. Specifically, the daily return is defined as the natural logarithm of the
ratio between consecutive closing prices:

P.
Retjog,, = In (Pitl—l) (Eq.3)

where P; represents the closing price of firm i on day t. Logarithmic returns approximate continuously
compounded returns and allow for additive aggregation over time. To align with annual accounting and financial
variables, we compute annual stock returns as the sum of daily log returns within each fiscal year.

Logarithmic returns present statistical advantages for econometric estimation.
Compared to simple returns, they are less affected by extreme price variations and tend to
exhibit more stable distributional properties, which improves the reliability of panel regressions
(Hasan et al., 2024; Huang et al., 2025; Hudson & Gregoriou, 2015; Xue et al., 2024). This
feature is particularly important in contexts of financial distress, where volatility tends to
increase and price adjustments may be abrupt. By aggregating daily log returns into annual
measures, the proxy reflects the cumulative market evaluation of firm risk throughout the year
while preserving adequate statistical properties for panel data analysis.

For the variable of interest to measure financial distress, this study employs the Altman
Z-Score (Altman, 2000), a widely used indicator in the literature to assess firm’s financial
vulnerability. The Z-score captures the likelihood of financial deterioration based on accounting
and market-based information, reflecting profitability, liquidity, leverage, and operational
efficiency. Lower values indicate a higher probability of financial distress. Lower Z-scores
indicate a higher likelihood of financial distress. The measurement is obtained using the
following equation:

Zscore = 1.2X; + 1.4X, + 3.3X5 + 0.6X, + 0.999X; (Eq.4)

where: X 1: Working Capital / Total Assets (measures the company’s liquidity, or its ability to cover short-term
obligations using its current assets); X 2: Retained Earnings / Total Assets (Represents the accumulated profits
reinvested in the business relative to total assets); X 3: EBIT / Total Assets (Reflects the company’s profitability
before interest and tax expenses, as a proportion of its total assets); X 4: Market Value of Equity / Total Liabilities
(Assesses the leverage of the firm by comparing its market capitalization to its total liabilities); X 5: Operating
Revenue / Total Assets (Evaluates the firm’s efficiency in generating revenue from its assets).

As moderating variables, this study employs two corporate governance indicators: the
Good Corporate Governance (GCGi), following Caixe (2025), and Ownership Concentration
(OwnConir), similarly used in Criséstomo et al. (2020) and Joura et al. (2025).

The variable GCGy, following Caixe (2025), is a dummy indicator for good governance,
assigned a value of 1 if the firm is listed on B3’s premium New Market segment, and 0
otherwise. This study focuses on these segment because it represents the highest level of
governance requirements among B3’s listing tiers. Firms in this segment are required to
minimize ownership—control divergence, ensure greater board independence, and enhance
transparency in managerial disclosures.

OwnConir is measured as a dummy variable equal to 1 if the largest shareholder holds
at least 50% of the firm’s total shares and 0 otherwise. This variable captures the degree of
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control concentration within the firm and reflects differences in monitoring incentives and
control dynamics that may influence how financial distress risk is perceived and priced by the
market.
Following prior studies on stock returns and firm risk, we included 5 control variables:
firm size (Sizeir), market-to-book ratio (MTBi), return on assets (ROAi), leverage (Levir), and

negative equity (NegEqir). Table 1 show the measurement of the study’s variables.

Table 1: Variable Definition and Operationalization

Variables Definition Operationalization Sources
Hasan et al. (2024);
Huang et al.
Ret; Stock return Logarithmic return calculated as In(Py / Pi—1) (2025); Hudson
and Gregoriou
(2015); Xue et al.
(2024)
Continuous measure of financial distress
Zscore; Altman's Zscore based on Altman. Lower values indicate Altman (2000)
greater financial vulnerability.
"Good" Corporate A dummy variable equal to 1 if the firm is
GCGy listed in B3’s New Market segment, and 0 Caixe (2025)
Governance .
otherwise.
A dummy variable equal to 1 if the largest Black et al. (2014);
OwnCon;  Ownership Concentration shareholder holds at least 50% of total equity =~ Cris6éstomo et al.,
! ownership in firm i at time t, and 0 (2020); Martins et
otherwise. al. (2017)
Caixe (2022); Lima
and Sanvicente
Sizej Firm size Natural logarithm of total assets (2013); Miranda-
Lopez and Tama-
Sweet (2024)
Caixe (2022);
Levy Financial leverage Ratio of total liabilities to total assets Kozlowski and
Puleo (2021)
Celiktas et al.,
ROA; Return on Assets Earnings before taxes divided by total assets gg;gg: Egzlfoit];kl'i’
and Puleo (2021)
MTB; Market-to-book Mar.ket value divided by book value of Chung et al. (2015)
equity
NegEqs Negative equity Equals 1 if shareholders’ equity is negative, =~ Donelson et al.,

and 0 otherwise

(2023)

Source: Authors’ own work

4. RESULTS AND DISCUSSION

Table 2 presents the descriptive statistics of the study variables, totaling 2,197 firm-year
observations, distributed between firms listed in the New Market segment (1,231 observations)
and firms listed in other governance segments (966 observations).

Table 2: Descriptive statistics

Other Segments

New Market

. _ 2
Variables N N = 966! N=1.231! p-value
Panel A: Quantitative Variables

Reti¢ 2,197  0.000,0.028 (0.411)  -0.080, -0.136 (0.498)  <0.001

www.congressousp.fipecafi.org



2 6 o Theme: Accounting, Technology and Sustainability: shaping the future
research and practice

USP International

Conference on Accounting
Variables N Oth;rfggg;llents lelvi li/f;;ll(f ¢ p-value?
Panel A: Quantitative Variables
Zscoreit 2,197  0.880, -0.130 (5.445) 1.407,1.129 (3.776) <0.001
Sizei 2,197  20.848,21.208 (2.330) 22.153,22.276 (1.573) <0.001
MTB:; 2,197  0.760, 1.498 (3.780) 1.269,2.197 (3.776) <0.001
ROA; 2,197 0.007, -0.087 (0.582) 0.019, -0.018 (0.306) <0.001
Levi 2,197  0.756,1.433 (3.194) 0.665, 0.754 (0.706) <0.001
Panel B: Qualitative Variables
OwnConj; 2,156 301 (32%) 309 (26%) 0.003
NegEqit 2,197 296 (31%) 91 (7.4%) <0.001
Segit 2,197 <0.001
TRAD 713 (74%) 0 (0%)
NI 131 (14%) 0 (0%)
N2 122 (13%) 0 (0%)
NM 0 (0%) 1,231 (100%)

"Median, Mean (SD); n (%). 2Welch Two Sample t-test; Kruskal-Wallis rank sum test. /V: number of observations;
Zscore;: Altman Z-score (lower values indicate greater financial distress); Ret;: annual stock return calculated as
the sum of daily logarithmic returns; GCG;: Good Corporate Governance, a dummy variable equal to 1 if the
firm is listed in B3’s New Market segment, and 0 otherwise; OwnCon;;: Ownership concentration dummy equal
to 1 if the largest shareholder holds at least 50% of total shares and 0 otherwise; Size;: natural logarithm of total
assets; Levi: leverage ratio (total liabilities divided by total assets); ROA;: return on assets (earnings before taxes
divided by total assets); MTB;: market-to-book ratio; NegEq;: dummy variable equal to 1 if shareholders’ equity
is negative and 0 otherwise.

The analysis reveals statistically significant differences between the groups. In the
variable Stock Return (Reti: < 0.1%) and Altman’s Zscore (Zscorei:) across most financial
characteristics, suggesting relevant heterogeneity in financial conditions and governance
structures within the Brazilian capital market. Ref: is statistically different between segments
(p < 0.1%), with New Market firms presenting lower average returns. This result is associated
with lower risk premia demanded by investors for firms operating under stricter governance
standards, as stronger monitoring mechanisms can reduce uncertainty and agency conflicts
(Black et al., 2014; Braga-Alves & Shastri, 2011).

In the variable Z-scoreir, firms listed in the New Market display higher median and mean
values relative to firms in other segments (p < 0.1%), indicating lower financial vulnerability.
This result is consistent with prior evidence that premium governance segments are associated
with stronger financial performance and lower perceived risk (Caixe, 2022; Lima & Sanvicente,
2013). Also, for Ownership Concentration (OwnConir) the difference across governance
segments is statistically significant (p = 0.003), indicating that firms listed in New Market
exhibit lower levels of ownership concentration compared to firms in other segments
(Crisoéstomo et al., 2020; Martins et al., 2017). In addition, among control variables and
compared to others segments, New Market firms exhibit higher return on assets (ROA;: 0.019),
lower leverage (Levi: 0.665), and higher market-to-book ratios (MTB;.: 1.269), reinforcing that
these firms operate under more stable financial conditions greater growth expectations (Caixe,
2025).

In summary, the results in Table 2 indicate that governance segments are associated with
distinct financial profiles, consistent with the relevance of examining whether financial distress
is priced differently under heterogeneous governance structures. Considering the Agency
(Jensen & Murphy, 1990) and Signaling Theories (Spence, 1973), stronger governance segment
may constrain managerial discretion and reduce uncertainty surrounding strategic decisions
under distress (Celiktas et al., 2025). It’s structures can serve as institutional signals of
credibility, influencing how investors reassess firm risk when financial conditions deteriorate
(Martins et al., 2017; Silva et al., 2025; Vo et al., 2021).
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Table 3 show the Pearson and Spearman correlation matrix, offering preliminary
evidence on the relationships among financial distress, governance mechanisms, and firm
characteristics.

Table 3: Correlation matrix of main and control variables
Zscore CGC Size MTB ROA Lev NegEq OwnCon Ret

Zscore 0.14**  0.33**  0.23*%*  0.60** -0.77** -0.57**  0.07** 0.10**
CGC 0.21** 0.26**  0.09**  0.08*%*  -0.15** -030** -0.06*%* -0.17**
Size 0.23**  (.28** 0.00 0.24**  -0.31**  -0.40** 0.04 -0.01
MTB 0.63**  0.23**  0.26%* 0.09**  -0.09**  -0.32%* 0.04* 0.14**
ROA 0.67** 0.05* 0.23**  (.42%* -0.62%*  -0.33%* 0.01 0.08**
Lev -0.69%*  -0.19*%*  -0.17**  -0.33** -0.47** 0.43** -0.05* 0.01

NegEq  -0.60**  -0.30** -0.40** -0.66** -0.40**  0.66** -0.02 -0.01

OwnCon  0.05*  -0.06**  0.07**  0.08** 0.05%* 0.00 -0.02 0.06**

Ret 0.18*%*  -0.16** -0.01 0.19%*%  0.21** -0.03 0.00 0.06**
Notes: This tables presents the correlation matrix of the main and control variables. Pearson correlation coefficients
are shown above the diagonal, and Spearman correlation coefficients are shown below the diagonal. Significance
levels. ** p <1%; * p <5%. Models include firm and year fixed effects. Zscore;;: Altman Z-score (lower values
indicate greater financial distress); Ret;: annual stock return calculated as the sum of daily logarithmic returns;
GCGj: Good Corporate Governance, a dummy variable equal to 1 if the firm is listed in B3’s New Market segment,
and 0 otherwise; OwnCon;;: Ownership concentration dummy equal to 1 if the largest shareholder holds at least
50% of total shares and 0 otherwise; Size;: natural logarithm of total assets; Lev;: leverage ratio (total liabilities
divided by total assets); ROA;: return on assets (earnings before taxes divided by total assets); MTB;: market-to-
book ratio; NegEgqi: dummy variable equal to 1 if shareholders’ equity is negative and 0 otherwise.

In relation to the Pearson coefficients (above the diagonal), Zscore; is positively and
significantly correlated with stock returns (0.10, p < 1%), suggesting that firms with better
financial conditions tend to exhibit higher returns, consistent with the expected risk-return
dynamics. The variable is also positively associated with firm size (0.33), market-to-book ratio
(0.23), and return on assets (0.60), while being negatively correlated with leverage (—0.77) and
negative equity (—0.57), all significant at the 1% level. These relationships indicate that
financially healthier firms are larger, more profitable, and less leveraged. The Spearman
coefficients (below the diagonal) corroborate these findings. Zscore; remains positively
associated with stock returns (0.18), firm size (0.23), market-to-book ratio (0.63), and
profitability (0.67), while exhibiting negative correlations with leverage (—0.69) and negative
equity (—0.60), all statistically significant. The consistency between Pearson and Spearman
correlations for Altman’s Zscore supports the validity of the financial distress proxy and
suggests that the results are not driven by extreme values or distributional effects.

Turning to the Spearman correlations, GCG; exhibits a positive and statistically
significant association with Zscorey (0.21, p < 1%) and firm size (0.28, p < 1%), suggesting
that firms listed in the New Market segment tend to display stronger financial conditions and
larger scale. In contrast, the variable is negatively correlated with leverage (—0.19, p < 1%) and
negative equity (—0.30, p < 1%), indicating a conservative financial structure among firms
operating under stricter governance standards. Additionally, the negative association between
GCGy and stock returns (—0.16, p < 1%) suggests that firms in New Market segment may be
characterized by lower risk premia.

OwnCony presents relatively weak correlations with most variables, including financial
distress (0.05, p < 5%) and stock return (0.06, p < 1%), suggesting that ownership concentration
may not exert a strong direct association with returns but could instead operate through
interaction effects. In general, although several coefficients are statistically significant in Table
3, their magnitudes do not suggest multicollinearity concerns, supporting the adequacy of the
regression specifications.

www.congressousp.fipecafi.org



26°

USP International
Conference on Accounting

Theme: Accounting, Technology and Sustainability: shaping the future
research and practice

Table 4 reports the results of the analysis of the effect of Governance and Ownership
Concentration on Stock Returns under Financial Distress (Equations 1 and 2). For Zscore;, the
coefficient 0.011 is statistically significant (p < 5%) in column 2 (controls included), indicating
that financial condition becomes positively associated with stock returns. This result suggests
that firms with lower financial distress (higher Zscorei) exhibit higher stock returns, consistent
with the notion that financial health is positively priced by the market (Almeida & Philippon,
2007; Lee et al., 2017). From the perspectives of Agency and Signaling Theories (Jensen &
Meckling, 1979; Spence, 1973), stronger financial conditions reduce uncertainty regarding
managerial survival strategies, which may lower perceived agency costs embedded in stock
prices (Kozlowski & Puleo, 2021).

Table 4: Effect of Governance and Ownership Concentration on Stock Returns under
Financial Distress

Eq. 1 Eq.1 Eq. 2 Eq. 2
) (2) 3) “)
Zscorej; 0.002 (0.003) 0.011 * (0.005) 0.017 *** 0.036 ***
(0.003) (0.004)
GCGi -0.168 *** -0.149 *%*=*
(0.021) (0.023)
Zscore*GCGj; 0.031 *** 0.022 ***
(0.004) (0.005)
OwnConj; 0.037 (0.023) 0.043 (0.023)
Zscore*OwnConit -0.005 (0.005) -0.025 ***
(0.005)
Sizei -0.002 (0.006) -0.012 * (0.006)
MTBi;; 0.016 *** 0.015 ***
(0.003) (0.003)
ROA 0.083 ** (0.028) 0.115 ***
(0.029)
Levi 0.028 *** 0.060 ***
(0.008) (0.008)
NegEqit 0.074 * (0.034) 0.110 ** (0.034)
N 2,197 2,197 2,156 2,156
Max. VIF 1.676 2.518 1.325 2.021
R2 0.057 0.081 0.011 0.063
adj.R2 0.051 0.072 0.004 0.054
p.value 0.000 0.000 0.000 0.000

*¥EK p <0.1%; ** p<1%; * p <5%. Clustered robust standard errors. Models include firm and year fixed
effects. V: number of observations; Zscore;;: Altman Z-score (lower values indicate greater financial distress);
Ret: annual stock return calculated as the sum of daily logarithmic returns; GCG;: Good Corporate
Governance, a dummy variable equal to 1 if the firm is listed in B3’s New Market segment, and 0 otherwise;
OwnCon;:: Ownership concentration dummy equal to 1 if the largest shareholder holds at least 50% of total
shares and 0 otherwise; Size;: natural logarithm of total assets; Levi: leverage ratio (total liabilities divided by
total assets); ROA;: return on assets (earnings before taxes divided by total assets); MTB;: market-to-book
ratio; NegEgq;:: dummy variable equal to 1 if sharcholders’ equity is negative and 0 otherwise.

For GCGy, the coefficients are —0.168 (p < 0.1%) and —0.149 (p < 0.1%), showing that
firms listed in the New Market present lower average returns compared to firms in other
segments. This negative and statistically significant association suggests lower risk premia
demanded by investors in higher governance quality enviroments, consistent with prior
evidence (Black et al., 2014; Caixe, 2022; Lima & Sanvicente, 2013). Under Signaling Theory
(Spence, 1973), stronger governance segments may function as a credible institutional signal
that reduces information asymmetry and perceived risk (Mavlanova et al., 2012; Miranda-
Lopez & Tama-Sweet, 2024; Vo et al., 2021).
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For the interaction term Zscore; *GCG, the coefficients are 0.031 (p < 0.1%) and 0.022
(p < 0.1%), indicating that the sensitivity of stock returns to financial condition is stronger in
firms operating under stricter governance standards. This finding suggests that governance
mechanisms enhance the credibility and informational content of financial indicators, allowing
the market to price distress more efficiently (Celiktas et al., 2025; Miranda-Lopez & Tama-
Sweet, 2024). Therefore, the results confirm Hypothesis 1 (H:), as financial distress is more
negatively associated with stock returns in firms operating under stronger governance
standards.

Related to the results of Equation 2, for Zscore;, the coefficients are positive and
statistically significant (p < 0.1%) in both models (with and without control variables), showing
a positive association between financial condition and stock returns. This result reinforces the
finding in Equation 1 (column 2) that firms with lower financial distress exhibit higher returns,
consistent with the pricing of financial vulnerability (Almeida & Philippon, 2007; Lee et al.,
2017). From an Agency Theory perspective (Jensen & Meckling, 1979), improved financial
health reduces uncertainty regarding managerial survival strategies and default risk, which
lowers perceived agency costs and supports higher equity valuation (Celiktas et al., 2025; Kahl,
2002).

For OwnConj, the coefficients are 0.037 and 0.043, and neither is statistically
significant, indicating that ownership concentration does not exhibit a direct association with
stock returns. Although the main effect is not statistically different from zero, its economic
relevance remains important in concentrated ownership environments such as Brazil, where
controlling shareholders hold significant influence over monitoring and strategic decisions
(Castaner et al., 2022; Cris6stomo et al., 2020; Martins et al., 2017). This result suggests that
ownership concentration alone does not systematically influence stock performance in the
absence of financial distress.

For the interaction variable Zscore;*OwnCon;, the coefficient —0.025 is statistically
significant (p < 0.001) in column 4 (with control variables), indicating that ownership
concentration weakens the positive association between financial condition and stock returns.
Because lower Z-scores represent greater financial distress, this negative and statistically
significant interaction implies that the adverse impact of financial distress on stock returns is
attenuated in firms with highly concentrated ownership structures. This result suggests that
investors may anticipate that controlling shareholders possess both the incentive and the
capacity to intervene during distress, stabilizing expectations regarding firm survival (Celiktas
et al., 2025; Silva et al., 2025). Agency and Signaling Theories (Jensen & Meckling, 1979;
Spence, 1973) suggest that concentrated ownership may function as an internal governance
mechanism that mitigates uncertainty under financial stress (Celiktas et al., 2025; Criséstomo
et al., 2020), potentially attenuating the negative impact of financial distress on stock returns.
Therefore, the results confirm Hypothesis 2 (H2), indicating that financial distress is less
negatively related to stock returns in firms with high ownership concentration.

5. CONCLUSION

Our study examines whether corporate governance structures are associated with
differences in how financial distress is reflected in stock returns in Brazilian firms. Using a
sample of 2,197 firm-year observations from 2010 to 2025, we investigated whether listing in
premium governance segment (New Market) and ownership concentration influence the
sensitivity of stock returns to financial condition, proxied by the Altman Z-score. The empirical
strategy combined descriptive statistics and panel data regressions with fixed effects and robust
standard errors.
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The results for the first hypothesis (H1), which posits that financial distress is negatively
related to stock returns in well-governed firms, could be confirmed. Brazilian firms with lower
financial distress exhibited higher returns. Beyond this, the interaction between financial
condition and governance quality is positive and statistically significant. This finding suggests
that the relationship between financial distress and stock returns is stronger in firms operating
under stricter governance segment. In addition, stronger governance mechanisms enhance the
credibility and informational content of financial indicators, allowing investors to incorporate
financial vulnerability into prices more efficiently.

For the second hypothesis (Hz2), which posited that financial distress is less negatively
related to stock returns in firms with high ownership concentration, was also confirmed.
Although ownership concentration does not show a direct association with stock returns, the
interaction between financial condition and ownership concentration is negative and
statistically significant. This result indicates that concentrated ownership attenuates the
negative impact of financial distress on stock returns. In firms where the largest shareholder
holds at least 50% of shares, the adverse return effect associated with lower Z-scores is weaker.
This suggests that investors may anticipate that controlling shareholders possess both the
incentives and the capacity to intervene during periods of financial stress, stabilizing
expectations about firm survival and restructuring outcomes.

Thus, this study contributes to the literature by adding evidence that governance
heterogeneity influences how financial distress is priced in the Brazilian capital market. While
premium governance segment (New Market) appear to intensify the pricing sensitivity to
financial condition, ownership concentration acts as a moderating force that mitigates the
adverse return effects of distress. By integrating Agency and Signaling Theories, these findings
help explain return dynamics under financial vulnerability in an emerging market context
characterized by both evolving governance standards and ownership concentration. However,
this research has limitations. Financial distress is proxied only by the Altman Z-score, which
may not capture all dimensions of financial vulnerability. Additionally, governance quality is
measured using listing segment classification and ownership concentration thresholds, which
may not fully reflect the complexity of internal governance mechanisms. Furthermore, beyond
a return-based measure as the dependent variable, other market-based indicators, such as
liquidity measures or return volatility, could provide complementary evidence on how financial
distress is incorporated into market dynamics.

Future research could further examine the relationship between stock returns, financial
distress, and corporate governance in different institutional settings, particularly to clarify the
mixed evidence on board composition, managerial turnover, and CEO resignation in financially
distressed firms. Expanding the analysis to investigate market reactions to related-party
transactions as a potential signal of governance weaknesses and tunneling practices. Given the
absence of a standardized measure of financial distress, future studies should consider
combining multiple and forward-looking proxies to strengthen empirical robustness.
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