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Abstract

We model debt restructurings that could endogenously end in bankruptcy, and study-$pillovers to competi-
tors’ operating decisions, profits, restructuring outcomes and security prices. We show that while bankruptcy
could cause the firm’s share price to drop, bankruptcy always signals good news aboutthe firm. We identify
the conditions under which a bankruptcy also signals good news about-competitors. We demonstrate that
when a firm’s bankruptcy costs are relatively small, bankruptcy raises its share price while lowering the
prices of competitors’ shares and debt as well as boosting the probability that they will enter bankruptcy.
When there is little information asymmetry about the firm’ssprospects, or the information asymmetry is
about industry prospects, bankruptcy raises competitors’ share‘and debt prices and lowers their probability

of bankruptcy.

JEL Classification Code: G33

Keywords: restructuring, distress, spillover, feedback

*We thank Toni Whited (the editor), an anonymous referee, David Smith, seminar participants at Baruch College, University
of Texas at Dallas, Singapore Management University, University of Oklahoma, the 2012 China International Finance Conference,
and the 2016 Midwest Finance Association meeting for comments. An earlier version of the paper was titled “Product Market
Linkages and the Spillovers from Corporate Debt Restructurings.” We alone are responsible for all errors.

'Naveen Jindal School of Management, University of Texas at Dallas, 800 West Campbell Road SM31, Richardson, TX 75083-
0688.
2Corresponding author. Email: nina.baranchuk @utdallas.edu.

Preprint submitted to Elsevier March 15, 2018



ISIf)rticles el Y 20 6La5 s 3l OISl ¥
Olpl (pawasd DYl gz 5o Ve 00 Az 5 ddes 36kl Ol ¥/
auass daz 3 Gl Gy V

Wi Ol3a 9 £aoge o I rals 9oy T 55 g OISl V/

s ,a Jol domieo ¥ O, 55l 0lsel v/

ol guae sla oLl Al b ,mml csls p oKl V7

N s ls 5l e i (560 sglils V7

Sl 5,:K8) Kiadigh o Sl (5300 0,00 b 25 ol Sleiiy ¥/


https://isiarticles.com/article/147701

