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Does systematic distress risk drive the investment growth anomaly?
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4. Conclusion

This paper empirically demonstrated that equity market percep-
tions of firm exposure to systematic distress risk partially explain
the existence of the investment growth anomaly. Building upon
rational Q theory, my central hypothesis is that the lower expected
returns to firms with substantially increased capital investment can
be attributable to less exposure to systematic distress risk. By utiliz-
ing DEF as a proxy for a systematic distress risk factor, my empirical
results support four conclusions:

Stocks from firms with abnormally high (low) capital invest-
ment have substantially lower (higher) loadings on the distress risk
factor.

The distress risk factor is positively priced in the cross-section
of 25 ACI portfolios.

Combining the effect of distress risk loadings and their price of
risk shows that systematic distress risk accounts for 30-40% of the
investment growth anomaly.
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