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1. Introduction

A major change in the rapid evolution of China’s financial system has been the
impressive growth in corporate bond issues. The size of corporate bond market rose from
520.2 billion yuan end of 2005 to 14.1 trillion yuan end of 2015.% In 2014, China’s corporate
bond issuance volume as a percentage of GDP is 6.1%, being the 1% in the world.?

The objective of this paper is to analyze the stock market reaction to bond issues of
Chinese companies to estimate their impact on the firm value. This question is of prime
interest in appraising China’s rapidly expanding bond markets. A positive stock market
reaction to a bond issue encourages firms to tap bond markets and thereby enhances overall
access to funding. Correspondingly, a negative stock market reaction could signal obstacles
that might prevent companies from making wider use of the bond markets.

The literature describes somewhat contradictory expectations on stock market reactions
to a bond issue. In one view, stock market investors will react positively to a bond issue when
it is perceived as putting pressure on the issuing firm to improve its governance. More
specifically, issuing new debt helps align the interests of managers and shareholders (Jensen
and Meckling, 1976), while the requirement of regular coupon payments limits the
opportunities of managers for retention of free cash flows which can be misused by managers
(Jensen, 1986). Under the competing view, new debt increases the company’s debt burden
and its likelihood of bankruptcy. An excessive debt burden, in turn, may lead to
underinvestment at the expense of shareholders (Myers, 1977). In this view, a bond issue
should provoke a negative stock market reaction.

Empirical literature does not provide a clear consensus with some papers concluding to
a positive reaction (Miller and Puthenpurackal, 2005; Fungacova, Godlewski and Weill,
2015) while others show a negative reaction (Chang et al., 2006, Cai and Lee, 2013) or no
significant reaction (Mikkelson and Partch, 1986; Eckbo, 1986). In any case, these papers deal
with Western countries. As the question has never been broached for China, an analysis
should be valuable in the general discussion, especially in light of the ownership features of
Chinese firms.

One of the most salient features of Chinese companies is state ownership with the state
(central, or local government) being often the main shareholder in Chinese firms. Such

ownership can exert an impact on the reaction to the bond issue. On the one hand, it can result

2 Source: Asian Bond Monitor.
® Source: Global Financial Development Database 2016. The ranking excludes small countries with population
less than 1 million.



in inefficient, politically driven investment projects (Chen et al., 2011b). In that case, the bond
issue may not create value for shareholders and may lead to a negative stock market reaction.
On the other hand, debt issued by a state-owned firm may be implicitly guaranteed by the
state. This assumption is supported by recent statements from the Chinese planning agency
(Reuters, 2015). Furthermore, state-owned enterprises (SOES) have access to a special type of
bonds, enterprise bonds. These bonds are used to fund national projects and are strongly
backed by the government. Privileged access to investment projects and a state guarantee may
therefore yield a positive stock reaction. Thus, the ultimate impact of a bond issue of a state-
owned firm on the firm value remains uncertain.

Chinese listed firms are further characterized by strong ownership concentration and
management shareholding (Gul, Kim and Qiu, 2010). These features may effectively reduce
agency conflicts between insiders and shareholders by aligning their interests. However, it
may also threaten minority shareholders with expropriation (La Porta et al., 2002). The
majority shareholder or the management may expropriate proceeds from the bond issue and
“tunnel” the funds out of the firm (Friedman, Johnson, and Mitton, 2003). Nevertheless this
effect depends on the level of insider shareholding. At a low level of ownership, insiders may
not be able to expropriate outsiders, whereas at high level of ownership, they may not be
willing to decrease the firm value.

To investigate the reactions of stock markets to corporate bond issues, we apply an
event-study methodology to measure cumulative abnormal returns after bond issues. Using
data on 481 bond issues of 347 issuers from 2009 to 2013, we determine the sign of the
reaction of stock market investors. We then examine if the stock market reaction is influenced
by state ownership, ownership concentration, and management ownership.

We therefore provide a twofold contribution to the literature. First, we contribute to the
burgeoning literature on Chinese corporate bond market by documenting the stock market
reaction following bond issuance in this country for the first time. Pessarossi and Weill (2013)
have examined the determinants of the choice between corporate bonds and syndicated loans,
while Lin and Milhaupt (2016) use a network perspective to explore this market. Our work
helps understanding the valuation effects of bond issues in China. Second, we add an
investigation to the wide literature on the influence of ownership structure of firms in China.
A large bunch of studies have shown the influence of ownership on financing and investment
decisions in China (e.g., Chen et al., 2006; Chen et al., 2011b; Fan, Huang and Zhu, 2013).
We extend this literature by analyzing how ownership can affect the perception of stock

market investors to bond issuance and therefore the use of bond as a financing tool.
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The rest of the paper is organized as follows. Section 2 describes the Chinese financial
markets in China. Section 3 presents our hypotheses. Section 4 documents data and

methodology. The results are reported in section 5. Section 6 concludes.

2. Chinese financial markets

The following brief overview describes the main characteristics of Chinese bond

markets and stock markets to provide the background for our research question.

2.1 Bond markets in China

Chinese bond markets emerged in the 1980s. The 1990s saw an expansion in bond
issues, but bond defaults were common due to poor financial reporting and governance
mechanisms. After the government bailed out a number of large state companies, it
implemented stricter rules on bond market access through the National Development Reform
Commission (NDRC). The government required that any corporate bond issue first needed
NDRC clearance and set annual quotas on bond issues. It mandated that every issue be
guaranteed in full and limited the use of money from a bond issue to fixed asset investment.
The tough rules chilled China’s bond market. Those left issuing bonds were largely state-
owned enterprises (SOEs) — the very firms most likely to get bailed out or otherwise benefit
from state favoritism.

The 2004 document “Some Opinions of the State Council on Promoting the Reform,
Opening and Steady Growth of Capital Markets” stressed the need to better develop the bond
market in order to provide companies with access to large-scale debt financing. In 2007, the
issuance approbation process was divided between the NDRC and the China Securities
Regulatory Commission (CSRC). The CSRC lifted several impediments to bond market
development: annual quotas were eliminated, the People’s Bank of China (PBoC)
relinquished control of coupons, bank guarantees were no longer compulsory, and proceeds
raised could be used for any reasonable purpose.

More recently, the PBoC has been preparing for the rollout of a market-based interest-
rate scheme in anticipation of liberalized market-based interest-rate formation and the
introduction of benchmark interest rates for policy guidance (PBoC, 2013). KPMG expects
bond market growth to accelerate and increase its influence in the financial sector in coming
years (KPMG, 2014).



These recent government measures have clearly helped boost the size of the corporate
bond market, which reached a valuation of nearly $150 billion in 2013. Chinese companies
today are the largest issuers of private bonds through private placement (Celik, Demirtas and
Isaksson, 2015). The share of SOEs among issuers, despite NDRC favoritism, decreased from
70% in 2007 to 48% in 2009 (Chen, Mazumdar and Surana, 2011).

2.2 Stock markets in China

When they were launched in 1991, the original role of Chinese stock markets was to
assist in privatization of large SOEs. They subsequently assumed other roles and grew
rapidly, however, with the market capitalization of Chinese stock markets hitting $10 trillion
in mid-2015 (Bloomberg, 2015).

Regardless of whether a firm seeks listing on the Shanghai or Shenzhen stock exchange,
four characteristics of the Chinese system inevitably come into play.

First, state capitalism dominates Chinese stock markets, with SOEs controlling large
market shares in many branches of the economy. Peng, Wei and Yang (2011) note that 80%
of listed companies are SOEs and 70% of shares are held directly or indirectly by the state.

Second, Chinese firms are characterized by highly concentrated shareholding. Allen,
Qian and Qian (2005) highlight the fact that the state, business conglomerates or funding
families hold most of the shares in listed firms. Indeed, not only do most listed firms possess a
pyramidal structure, but Xiao and Zhao (2014) point out that 90% of all privately owned firms
have pyramidal ownership structures.

Third, the CSRC is responsible for the regulatory framework and its enforcement in
Chinese stock markets. Any listing must be first approved with the CSRC. Peng, Wei and
Yang (2011) point out that SOEs, quite understandably, tend to be favored in this process.
They enjoy tight political connections and exploit the fact that the original purpose of Chinese
stock markets was privatization of state companies.

Fourth, Chinese stock markets are marked by tight controls over profitability and
bounded stock variations for listed companies. This regulatory framework, ostensibly aimed
at stabilizing and strengthening Chinese stock markets, tends to favor profitable SOEs.



3. Hypotheses

In this section, we present some hypotheses on how Chinese stock markets might
perceive a bond issue. We start with hypotheses on the overall stock market reaction. We then
focus on three characteristics of ownership in China: state ownership, concentration of

ownership in the hands of the first shareholder, and management ownership.

3.1 Stock market reaction

Two competing hypotheses explain the reaction of stock market investors following the
issue of a corporate bond.

In the first hypothesis, a bond issue generates a positive stock market reaction for two
reasons. First, it provides a positive signal that helps solve adverse selection from information
asymmetry between firm insiders and outsiders. High quality firms use debt issues, including
bonds, to demonstrate their creditworthiness and low probability of default. Second, it reduces
moral hazard behavior of managers, thereby helping lower agency costs from conflicts of
interest between shareholders and managers. Debt financing puts pressure on managers to
perform by restricting the amount of free cash flows at their disposal (Jensen, 1986). Greater
debt means higher interest payment obligations and a greater probability of default if these
obligations are not satisfied, so there is incentive for managers perform well and avoid
bankruptcy.

Under the second hypothesis, in contrast, a decision to issue a bond leads to a negative
stock market reaction for three reasons, which are all linked to higher debt loading. First,
issuing a bond implies higher agency costs between shareholders and debtholders (Jensen and
Meckling, 1976; Myers, 1977). Hence, it increases the cost of the debt for shareholders.
Second, the issuance of new debt increases the firm’s exposure to bankruptcy costs, which
reduces the stock valuation of the company. Finally, issuance of a bond provides management
with a large amount of cash that can be inefficiently invested if robust governance
mechanisms are not in place (Myers, 2000).

Empirically, shareholder reactions to a bond issue show no distinct pattern and seem to
depend on which effect dominates. Dann and Mikkelson (1984), Mikkelson and Partch
(1986), and Eckbo (1986) investigate this issue on the US stock and bond market. They find a
negative, but insignificant, reaction of shareholders to bond issues that is consistent with both

the perceived benefits and drawbacks for shareholder value.



Chang et al. (2006) scrutinize stock market reaction around secured debt offerings and
find a significant negative shareholder reaction. Cai and Lee (2013) confirm this result for the
US stock market, performing a comprehensive study of the US bonds issues from 1970 to
2010. While they conclude in favor of a negative stock market reaction, their finding is only
significant for speculative grade companies.

A handful of studies provide evidence of a positive reaction of shareholders. Miller and
Puthenpurackal (2005) find a positive stock market reaction for US global bonds. Chang et al.
(2006) show that shareholder reaction to a bond issue is likely to be positive for all bond
grades during an economic downturn. Finally, Fungacova, Godlewski and Weill (2015)
provide evidence of positive shareholder reactions in the European bond market.

We conclude from the empirical literature that no consensual finding has emerged for
the stock market reaction following a bond issue. The reaction is governed by characteristics
of the firm and the country where the issuance occurs.

No study we are aware of has investigated stock market reactions following Chinese
bond issues, so we can offer no similar former studies to draw upon when tackling this
particular question. We expect that stock market reactions should be positive in China
because of the pronounced signaling role of bond issues. Here, four aspects of this signaling
deserve mention.

First, constraints in the banking industry and the scarcity of bond financing means that
most Chinese firms suffer from a lack of access to loan funding (Cousin, 2011). Firms that are
able to tap into the bond market are demonstrating access to large-scale funding.

Second, bond financing sends a positive signal of regulatory approval. To secure a bond
issue, the regulator requires the firm to submit to a strict administrative vetting, including a
proof of three consecutive years of profitability prior to the bond issue. Thus, a bond issue is a
regulatory acknowledgement that the issuer enjoys a degree of financial health.

Finally, bond market access tells something about the political relationships of firm
managers. Liu and Tian (2010) demonstrate that political relationships play an important role
in debt funding in China. Chen et al. (2011a) further observe that these relationships enable
firms to extract rents and promote their investments. Hence, issuing a bond is a positive signal

that the firm enjoys beneficial political relationships.



3.2 The influence of state ownership

The role of state ownership on the stock reaction following bond market issue is
uncertain. On the negative side, the fact of state ownership in itself may be sufficient to
provoke a negative stock market reaction. Shirley and Walsh (2001), for example, have
shown the lack of managerial incentives and harmful effects of political interference in state-
owned firms. Wang and Judge (2010) also note that political objectives in China may prevent
management from pursuing profit maximization strategies. Overall, state ownership seems to
decrease firm efficiency and depress the value of Chinese companies (e.g. Tian and Estrin,
2008; Chen et al., 2011b).

On the positive side, SOEs enjoy preferential access to a specific type of bonds,
enterprise bonds. Enterprise bonds are used to fund nation-wide investment projects,
supported by the government. They are larger, more liquid and guaranteed by the state.
Consequently, they provide large amounts of funds at low cost to shareholders. The National
Development and Reform Commission (NDRC) has recently confirmed that the state will not
let any bond issued by a SOE default (Reuters, 2015). This feature should favor a positive
stock market reaction.

We consider separately firms owned by the central government and those owned by
local or provincial governments. Even if both types of firms are majority-owned by the state,
differences could stem factors such as proximity to financial hubs or political connections.
The state may have greater incentives to protect central SOEs, because they can have an
impact on the whole country and because the management has tighter relationship with the
central power.

However empirical evidence has found that, even if state ownership may initially hurts
a firm’s valuation, the relation between state shareholding and firm value tends to be
nonlinear, following a U-curve (Tian and Estrin, 2008). Under this view, a small government
stake is off-putting to shareholders as it is seen as encouraging inefficient investment and
wealth expropriation. A large government stake, in contrast, is seen as assuring safe
investment opportunities, political subsidies, and easy access to funding (Pessarossi and
Weill, 2013).

To investigate the impact of state as main shareholder, we use a dummy for SOEs. A
value of one is assigned if the firm is owned by the state and a value of zero otherwise (SOE).
We also use two dummy variables for central SOEs and local SOE. Central SOE gets a value

of one if the firm is owned by the central state. Local SOE takes a value of one if a local



government or province owns the firm. We follow the method of Pessarossi and Weill (2013)
and use CSI thematic indexes to distinguish among SOEs (Central SOE or Local SOE).*
To investigate the impact of state shareholding, we use the percentage of shares owned by the

state (Government Stake) and its quadratic term.

3.3 The role of ownership concentration

Chinese listed companies are characterized by high ownership concentration. This
concentration can therefore influence stock market reaction. Greater ownership concentration
could favor firm value by fostering shareholder monitoring of firm managers. This also
diminishes any free-riding problems that could impair shareholder control of managers.

However, La Porta et al. (2000) note that the influence of ownership concentration tends
to evolve along with investor protections. In countries with weak investor protection,
ownership concentration is likely to pose a threat to minority shareholders of abuse or
expropriation (Shleifer and Vishny, 1997). Allen, Qian, and Qian (2005) find that corporate
governance in China is significantly lower than most of the countries in La Porta et al. (1998)
sample. Hence, there is an important risk of expropriation of bonds’ proceeds by insiders in
China. Specifically, when a main shareholder gains access to a large amount of cash (as when
raised by a bond issue), minority shareholders are likely to suffer if the main shareholder
“tunnels” the proceeds out of the firm (Johnson et al., 2000; Faccio, Lang and Young, 2009;
Fong and Lam, 2014).

We expect an N-shaped relation between the shares hold by the main shareholder and
stock market reaction after the bond issuance. With a small stake in the firm, it is difficult for
the main shareholder to divert and appropriate company assets. Thus, the main shareholder
must also aim at increasing firm value, thereby fully aligning his interests with other
shareholders. With an increasing stake, the main shareholder’s incentive to tunnel out the
proceeds of the bond issue for private gains at the expense of minority shareholders increase
only to a certain threshold. Above this threshold of ownership, the majority shareholder’s
interests again align with those of the minority shareholders. Indeed, a top shareholder’s
incentive for diverting firm value for private gain becomes counterproductive as it results in
personal loss. At this point, Friedman, Johnson and Mitton (2003) show that the bond issue
signals an implicit commitment from top shareholder to prop up the firm and not to tunnel out

the proceeds.
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To investigate the effect of main shareholding, we use the percentage of shares owned
by the top shareholder (Top Shareholder) and also include the quadratic and cubic terms. We
only compute Top Shareholder for private firms, since it corresponds to Government Share
for SOEs.

We also consider ownership concentration with the Herfindahl index from the first to
twentieth shareholder of the firm (Herfindahl Ownership). Other influential shareholders can
mitigate the power of the top shareholder. Following Bai et al. (2004), they can prevent
tunneling, closely monitor the management and facilitate takeovers in the case of poor
performance. Thus, we expect that dispersed shareholding contributes to a positive stock
market reaction to a bond issue because it mitigates the hampering behavior of a controlling
shareholder.

3.4 The influence of management ownership

We consider the potential impact of management ownership on stock market reaction
following bond issue. In emerging countries, concentrated ownership usually leads to
concentrated management ownership, the main owner being the CEO or an influential board
member. Family companies often appoint family members to the board, resulting in high
management shareholdings (Chen et al., 2011a). Management ownership is an effective way
to resolve principal-agent conflicts by aligning management and shareholders incentives
(Jensen and Meckling, 1976), but it still suffers from the same drawbacks as concentrated
ownership. Management shareholders, who by their position are authorized to make financial
decisions, can also tunnel resources out of the firm.

Thus, following the seminal work of Morck, Shleifer and Vishny (1988) and its
extension by Davies, Hillier and McColgan (2005) and Ruan, Tian and Ma (2011), we assume
a non-linear N-relationship between management ownership and the stock market’s reaction
to a bond issue.

As a general observation, a stake in the firm should provide a manager with an incentive
to maximize value. Hence we expect an initially positive shareholder reaction to management
shareholding. However, a high stake of management in the firm contributes to managerial
entrenchment. Entrenched managers are better positioned than others for tunneling resources
out of the firm for their private benefit. They can misuse the proceeds of a bond issue for their
own sake and destroy shareholder value. As a consequence, we expect a negative relation

between shareholder reaction and management shareholding above a low threshold. Above a
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higher threshold, the interests of managers realign with shareholder interests. Private gains
they would benefit from tunneling or misusing resources become inferior to the benefits they
obtain by maximizing firm value. The relation between shareholders’ reaction and
management shareholders is thus expected to be positive for high degree of management
ownership.

To investigate this non-linear relation, we use the percentage of shares hold by
managers (Management Stake) and its quadratic and cubic terms. We use the Bloomberg data

on shares held by the management.

4. Data and methodology

The following discussion presents the data and describes the methodology used to

compute abnormal returns.

4.1 Data

Our data on bond issues and issuers are taken from the Bloomberg Professional Server.
We select issues during the period 2009-2013 to avoid the 2007 non-trading shares reform
and the harshest impacts of the global financial crisis. We also exclude financial sector bond
issues, and further restrict the sample to issues with original maturities over a year. The
limitations allow us to focus on whether the issue significantly impacts shareholder perception
of the firm’s financial prospects. We focus on straight bonds, excluding convertible bond
issues. For stock markets, we consider only A-shares listed on the Shanghai or Shenzhen
stock exchanges.

The resulting sample encompasses 481 issues of 347 issuers. We distinguish between
SOEs and privately owned enterprises (POEs). As explained above, we used the CSI thematic
index composition to classify a firm as state or privately owned. We adopt this classification
since the ultimate owner of a firm can be impossible to identify in China, due to pyramidal
ownership. However few firms cannot be classified and are dropped from the sample. Table 1
displays the distribution of issues by year, industry, and type of firm. We observe an increase
in bond issues over the period. SOEs represent the majority of issuers, even if issues by
private firms increase over time.

Table 2 presents the main statistics for the issue variables. For the full sample, the
average maturity is around 5 years, spanning from 2 to 13 years. Notably, some part of over

69% of the sample issues went to debt payment. The share of proceeds used to finance
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investment projects was relatively small; 77% of issues were dedicated to working capital
funding. Overall, issues seem mostly to provide a large pot of cash for management rather
than going to finance specific capital expenditures.

We explore the role of state ownership in China by comparing the issues made by SOEs
and private firms. Most bonds’ features are different between both groups. The bonds issued
by SOEs are more than twice larger, with a longer maturity. They also pay a lower coupon,
while they have the same (mandatory) issue price. Last, SOE bonds are less used to fund
working capital and have fewer restrictive covenants. Overall, bonds issued by SOEs seem to
be more trusted by investors and less costly for shareholders.

Table 3 displays the main statistics for the issuer variables. We observe a high
profitability of firms with a mean EBITDA to assets greater than 7%. Again, we divide the
sample between private and state-owned firms. We observe significant differences between
both groups of firms. SOEs are larger, either in term of assets or sales. They have a better
access to the debt, with a higher debt ratio, whereas their current ratio is lower. However,
SOEs do not have higher profitability than private firms, which can be explained by the fact
that all firms should be profitable to be allowed to access the bond market. Concerning
ownership, private firms have higher management shareholding and more concentrated
ownership with a higher Herfindahl Index. Last, private firms display high level of top
shareholding, with a mean above 20% and a maximum reaching 73%.

4.2 Methodology

We use a standard event-study methodology to measure the stock market reaction to
bond issues’. We compute the abnormal return (AR) around the announcement date. We use a

market model for the expected return with the return of the stock defined as:

Ri;= a;+ Bi-Ry: + &, 1)

where R; ; is the daily return of the share price of company i on day t. Returns are computed

Pit=Pit—1

asR;; = with P; ; the closing price of the share i on day t. R, ; is the market return.

it—1
We use the CSI A300 index, which is based on the A-shares of the 300 largest
companies listed on the Shanghai and Shenzhen stock markets. This index provides a broad

view of market return on Chinese A-shares. It is also consistent with our sample; i.e. firms

> See e.g. MacKinlay (1997) for a review.
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that issue bonds tend to be large firms. a; . and f; . are parameters to be estimated through the
OLS regression. We use an estimation period of 110 working days from 130 days to 21 days
before the issue. Ultimately, &;, consists in the abnormal return over the estimation period,
with E[e; ] = 0 and Var[e; ] = /.

Thereafter, we compute the abnormal return around the event date:

ARi¢ = Ri¢ — E[Ri,t] = Rt — (o, + B\l-Rm,t) . 2)

We then compute the Cumulative Abnormal Return (CAR) over several windows from
two days before the event to two days after. We use three symmetric windows ([0,0], [-1,-1],
and [-2,-2]) and two asymmetric windows ([-2,1] and [-1,2]). We also use a wider window
from five days before the announcement to five days after ([-5,5]). We compute the CAR for
each window:

CARi(14,72) = erl ARy, 3)
where 7, is the first day of the window and 7, the last day. We then compute the average

CAR across companies:

= 1

CAR(7y,72) = S XiL1 CARi(T1,T2) . 4)

To test the significance of abnormal returns, we follow two complementary approaches
to control for event-induced variance. First, we compute a cross-sectional statistic considering
only the variance within the event. This involves dividing the average CAR by its cross-

sectional standard deviation over the observation period:

065 e = e AT ©)
J [ N, (CAR(r1,72)~CAR(11,12))]

We next compute Boehmer, Masumeci, and Poulsen’s standardized cross-sectional
statistic (Boehmer, Masumeci and Poulsen, 1991) which combines variance over the
estimation period and within the event period. We first obtain the variance of abnormal
returns over the estimation period:

0/ (11,15) = (1, — 1, + 1).O'i?ARe . (6)

With AR® the abnormal return over the estimation period, the CAR of each company is
standardized by the standard deviation of abnormal returns over the estimation period. This
provides the standardized cumulated abnormal return (SCAR):

SCARy(1,,7;) = ——aiilTuT2)

2 (7)

(ty—-114+ 1).O'i'ARe

The standardized cross-sectional statistic is then obtained by dividing the cross-

sectional average SCAR over its cross-sectional standard deviation during the event period:
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1
gBMP ~ 2Ly SCAR(71,7)

(1) =
T I (seaR (ryn) S S SCAR )]

(8)

Finally, we perform a sign test on the median to test if the results are not led by a
skewed distribution.

Having computed our CARs, the second part of the analysis considers CAR
determinants. Here, we perform OLS regressions with clustered standard errors at the issuer
level. Our dependent variable is the CAR computed on a [-1,1] event window.

In addition to tested determinants on ownership, we include control variables to take
into account characteristics of issuance and issuer. We consider three issuance characteristics:
the logarithm of Amount Issued, the logarithm of Maturity and the Coupon. We also take into
account five issuer characteristics: size (log of Sales), market valuation (Market-to-Book),
leverage (Debt-to-Assets), financial health (Current Ratio), and profitability (Ebitda-to-
Assets). All variables are described in the Appendix.

5. Results

We begin this section with the univariate results of the event study for the stock market
reaction to the announcement of a bond issue. We then provide our multivariate estimations.

The section ends with a discussion of our robustness checks.

5.1 Univariate results

Table 4 displays summary statistics for cumulative abnormal returns around bond
announcements for a variety of event windows. Looking at the full sample, it is clear that
CARs are positive and significant for all event windows with the exception of [0,0]. Hence,
the results support a positive stock market reaction to bond announcements in China. This
conclusion accords with the view that debt is perceived as a positive signal for stock market
investors. The issue may signal that the firm has access to valuable investment projects and is
able to secure large-scale funding. In the case of China, a bond issue is especially good news
because the bonds are implicitly guaranteed by the state, providing the firm with a low cost of
funding. Moreover, the issue signals that the firm has the political relays necessary to issue a

bond and to conduct investments using these relations.
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Second, this positive reaction may stem from the positive effect of a bond issue on
agency costs. As Chinese firms are characterized by a concentrated ownership, a bond issue
may align the interests of insiders and outsiders and lower the risks of expropriation.

To estimate the role of state ownership, we next analyze to see if this finding stands for
all ownership types or whether form of ownership influences stock market reaction. If the role
of the state, through an implicit guarantee of the bond or political relations, explains the
positive stock reaction, we should especially observe it for SEOs. Examine CARs for SOEs
(both central and local) and POE, we find that the CARs are only significantly positive for
SOEs (and not significant for POE). We then break down our SOE result by considering
separately central SOEs and local SOEs. Here, we observe that the stock market reaction is
only significantly positive for central SOEs (although the differences between categories are
not significant either in mean or median).

The finding of a positive stock market reaction only for SOEs can be interpreted with
three explanations. First, bonds issued by SOEs are of better quality for the valuation of
companies. The observed differences in the characteristics of bonds issued by SOEs and by
private firms support the interpretation of the finding. Bonds issued by SOEs are less costly,
less used for working capital purposes and entail less restrictive covenants for shareholders. A
second explanation is the use of the proceeds. Because the bonds issued by SOEs benefit
from a political support and are used for state investments, they are more likely to be
profitable for shareholders. Last, SOEs shareholders are not exposed to the default of the
bond. Because there is an explicit guarantee of SOEs bonds by the state, the probability of
default is quasi null. Hence, a bond issue is a risk-free funding for a SOE and its shareholders.

The result that local SOEs do not exhibit such a positive reaction can be explained
through the comparison of the characteristics of central and local SOEs issues and issuers. In
this aim, Table 5 provides the comparison of statistics for both groups of SOEs. We observe
major differences between both groups. First, issues made by central SOEs are larger, of
longer maturity, and less costly with a significant lower coupon. Therefore these differences
in terms of issue quality help explaining the difference in stock market reaction. However,
unlike private firms, the proceeds of both local and central SOEs are used for similar purposes
and they do not have different level of restrictive covenants.

Second, when considering issuers’ features, central SOEs are larger than local SOEs.
Central SOEs also have a larger government share than local SOEs, which implies that the

state is more concerned by the former firms. Hence, central SOEs may have access to better
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investment projects and benefit from a stronger state guarantee on their debt. Thus, the
positive reaction for central SOEs can overall be attributed to issues of better quality as well
as a higher government stake in the firm, which may provide better investment projects and a
stronger state guarantee.

We now turn to the multivariate analysis to isolate the role of issue’s and issuer’s

features from ownership characteristics.

5.2 Multivariate results

In our regressions of cumulative abnormal returns, the dependent variable is the
cumulative abnormal return over the [-1,1] event window. We do this for two reasons. First,
we want to check if the finding for positive stock market reaction for central SOEs is still
observed when issue and issuer variables are included. Second, we want to see how
ownership and management characteristics influence the stock market reaction following a
bond issue.

To test the hypotheses on state ownership, top shareholding, and management
ownership, we perform three sets of regressions, which are reported in Tables 6 through 8. In
each table, the same control variables for issue and issuer characteristics are included. Table 6
displays estimations on the role of state ownership. Table 7 provides estimations on top
shareholding and shareholding concentration. Table 8 presents regressions on management
ownership.

Table 6 presents five estimations to investigate the role of state ownership. The first and
second column displays the results alternatively with SOE and Central SOE as the key
variable so that we can refine our univariate results. We find that SOEs do not exhibit a higher
stock reaction. However, the stock reaction for central SOEs is significantly different than for
private firms and local SOEs. This result appears when controlling for issuance and issuer
features, since we perform a multivariate approach. Hence, it is not the higher quality of
issues which explains a better stock reaction, but the fact that the issuer is a central SOE. This
finding supports both the hypotheses of a state guarantee of the bond and an access to more
valuable investments because of stronger political links.

We explore further the role of state ownership by using the government stake in the firm
instead of a dummy variable. We test for a linear and a quadratic relationship with stock
reaction. These estimations are displayed in the third and fourth column of Table 6. We find

no evidence of a linear relation between the government share in the firm and the stock
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reaction: the variable Government Stake is negative but not significant. However, when
testing the quadratic relation, we find that Government Stake? turns to be negative and
significant, whereas Government Stake remains mute. Hence, there is a negative effect of state
ownership, but only after a positive effect first takes place.

This concave relation is in opposition with our hypothesis of a U-shaped relation
between government share and the stock reaction. However, there are some reasons to believe
that this relation is not the same for SOEs and private firms. Whereas private firms may
benefit from high share of state ownership thanks to the opportunities it provides, state-owned
firms may be harmed by excessive state ownership, because of political and bureaucratic
interferences. We therefore allow for a different relation between Government Stake and the
stock reaction between private firms and SOEs by adding an interaction term to our model in
the fifth column of Table 6. PrivatexGovernment Stake and PrivatexGovernment Stake? are
the interaction terms between Private (a dummy variable equal to one if the firm is a POE)
and Government Stake. Both interaction terms inform on the relation between government
stake and abnormal returns for private firms. Consequently, Government Stake and
Government Stake? inform on this relation for SOEs.

The findings for this latter specification support our hypothesis of a different relation
between government share and abnormal returns for SOEs and for private firms. Private firms
do not exhibit a U-shaped relation. If the government stake first decreases the stock reaction
and then increases it, the coefficients are not significant. On the contrary, SOEs display some
evidence of a concave relation. For SOEs, the government stake increases the stock return to a
bond offering, but only if the share holds by the state is below 10.1%. Above this threshold, a
higher government stake progressively hampers the stock reaction.

The absence of significance for control variables support a lack of heterogeneity in
issuance and financial characteristics, a finding consistent with highly regulated bond
markets. Because the CRSC only allows profitable firms to tap the bond market and strictly
controls issuance characteristics, issuance and issuer characteristics do not appear to play a
role in shareholder reactions. Instead, it is the proximity to the state which gives value to the

offering.
Table 7 presents the estimations for the role of top shareholding on stock reaction of

private firms. The first column displays the results with Top Shareholder. We then add Top

Shareholder? in the second column and also Top Shareholder® in the third column so that we
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consider a nonlinear relation. To take into account ownership concentration, we also include
the Herfindahl index of shareholding concentration.

With the linear specification, we observe a negative and significant impact of the stake
owned by the first shareholder. This effect is substantial, since an increase of 1% of top
shareholding decrease the stock reaction of 0.117%. However, this conclusion is different
when we allow non-linear effects. Confirming our hypothesis, we find some evidence for a
cubic relation with the stock reaction, while our quadratic specification turns to be non-
significant. Indeed Top Shareholder and Top Shareholder? are not significant in the second
specification, while Top Shareholder? and Top Shareholder® are respectively significantly
negative and significantly positive in the third specification.

More precisely, the stock reaction is positive, albeit non-significant, until the share of
the top shareholder reaches 5%. Minority shareholders can fear that the top shareholder
tunnels the proceeds of the issuance, which reduces the value of the firm. However,
confirming our hypothesis, this effect vanishes above an upper threshold of 44%. Above this
percentage, the impact of Top Shareholder is positive: the interests of the top shareholder and
minority shareholders are aligned anew. The reason is that is becomes too costly for the top
shareholder to extract value from the firm, without hampering its own benefits.

What to conclude from these estimations? First, the effect of the stake owned by the
first shareholder overall hampers the stock reaction to a bond offering. Minority shareholders
can fear to be expropriated, that is the proceeds of the issue to be misused by the first
shareholder. However, this effect is not linear, and appears only when the stake of the first
shareholder is above 5% or below 44%. On the contrary, when the stake of the top
shareholder is either very low or very high, it contributes to a positive stock reaction.

Table 8 provides the estimations for management ownership with Management Stake as
the key variable. We subsequently test a linear, quadratic and cubic relation with
shareholders’ reaction to the bond issue in the three specifications by considering first only
Management Stake and then by adding incrementally the squared term and the cubic term.

We find that Management Stake is not significant in the first specification, while neither
Management Stake nor Management Stake? are not significant in the second specification.
However we obtain results confirming our hypothesis with the cubic specification: we
observe significant coefficients that are positive for Management Stake and Management
Stake®, and negative for Management Stake®. These results imply the existence of an N-curve

for the relation between management ownership and stock market reaction in line with our
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hypothesis on tunneling and management ownership. They show that the relation between
shareholder value and management ownership follows a non-linear relationship as reported by
Morck, Shleifer and Vishny (1988) for firm value. The results also support the view that bond
issues are not necessarily associated with fear of tunneling or propping. Shareholder
expectations depend on the size of management holdings in the firm.

The N-shaped relationship is observed with 5% and 31% as turning points. It appears
that interests of management and shareholders in a bond issue are initially aligned (up to 5%
of management ownership). Shareholders expect management to use the proceeds of the issue
in a manner consistent with their own interests. However, as the size of the stake held by
management expands and cross 5% of the shares, shareholders expect a divergence from their
own interests. Since bond issues provide large cash flows to management, they fear the
proceeds may be misused and diverted to non-productive investments or tunneled out the
firm. Finally, when stake held by management reaches a certain size (exceeds 31%), the
interests of shareholders and management appear to realign. Above this threshold, an increase
in the management stake improves the stock reaction.

When looking at the sample of firms, we point out that only 13% of firms have a
management stake ranging from 5% to 31%. Hence the effect of management shareholding is

positive for the vast majority of firms.

5.3 Robustness checks

We check the robustness of our results by calculating abnormal returns with alternative
indexes to compute expected returns. Our finding can be driven by the use of the stock market
index. Specifically, we compute abnormal returns using CSI sector indexes in the expected
return calculation. To accomplish this, we perform regressions of the return of each company
on its sector index, relying on Morgan Stanley’s Global Industry Classification Standard
(GICS) classification.

Table 9 provides CARs with the new computations. We again observe a positive stock
market reaction to bond announcements by SOEs, and more specifically, central SOEs. These
results corroborate our main findings observed in the main univariate results.

Table 10 displays regressions with the new CARs. We use the CAR obtained with the [-
1,1] event window as the dependent variable. We test the three main specifications of our
explanatory variables. We obtain similar results for the role of central state ownership,

government stake, and management stake. More precisely, we observe a positive effect of
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Central SOE and a quadratic relation between government share and the abnormal returns.
We also find evidence of an N-shaped relation between management shareholding and stock
market reaction.

However, we do not observe significant coefficients for the cubic specification of Top
Shareholder, even if the sign of the estimates are similar. Hence, we qualify our results on the

role of top shareholding.

6. Conclusion

This study examined the stock market reaction to bond issues of Chinese companies.
The expansion of corporate bond markets in the recent years has given rise to questions
regarding the use and the impact of bonds as a means for large-scale corporate financing.
Using an event-study methodology, we investigated how stock market investors react to
corporate bond issues. Our main findings are summarized below.

Bond issuance in China favors a positive stock market reaction. This key result supports
the view that issuing a bond gives a positive signal to Chinese stock markets in line with the
hypotheses on the signaling role of the bond.

Ownership structure of the firm is a key determinant of stock market reaction following
bond issuance. First, our univariate results suggest that the positive stock market reaction only
applies to central state-owned companies. Our multivariate analysis confirms that stock
market reaction is higher for central SOEs than for local SOEs and private firms when issuing
bond. We attribute this finding to the explicit state guarantee of the bonds issued by central
SOEs, and the privileged access to investment projects.

We also find evidence of the role of manager ownership with a N-shaped relation
between shareholders’ reaction and management ownership. Management ownership
contributes to a favorable stock market reaction following bond issuance when the
management ownership is either less than 5% or more than 44% of the company.

These findings provide important insights on the role of ownership structure in China.
Of particular relevance is the finding that investors attach value to state and management
ownership. It underlines that China specific governance issues, stemming from its political
organization and economic institutions exert an impact on the corporate bond market. We
therefore open avenues for further research. Future projects could consider the identity of
bondholders. Lastly, it would be important to identify political connections at the firm level to

better understand the reaction.
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Distribution of sample issues

This table gives the composition of bond issues in the sample by year and sector (GICS classification). Private

Tabl

el

firms and state-owned enterprises are sorted according to CSI thematic indexes.

Total Private Firms State-Owned Enterprises

Year

2009 7 2 5
2010 26 4 22
2011 92 25 67
2012 198 77 121
2013 158 54 104
Industry

Consumer discretionary 68 35 33
Consumer staples 18 12 6
Energy 25 8 17
Health 24 18 6
Industrials 150 34 116
Info tech 16 12 4
Materials 139 38 101
Telecoms 1 1 0
Utilities 40 4 36
Total 481 162 319
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Table 2
Descriptive statistics: Issues

This table presents statistics for issues. Amount Issued are in millions of yuan, Issue Price and Coupon in
percent, and maturity in years. Debt Payment and Working Capital Funding are dummy variables. Debt Payment
equals one if the proceeds are used to repay debt and zero otherwise. Working Capital Funding gets a value of
one if the proceeds are used to finance working capital and zero otherwise. Restrictive Covenant is a dummy
variable that has a value of one if the issue includes covenants that impair shareholder flexibility. We test the
mean and median differences between state-owned firms and private firms with a Student t-test and a non-
parametric equality-of-median test respectively. ***, ** and * report the 1%, 5%, and 10% thresholds of
significance.

N Mean Median Std. dev.  Minimum Maximum
Full Sample
Amount issued (M) 481 1574.636 800 2348.489 50 20000
Issue Price 481 480 100.00 100 0.000  99.99999
Coupon 481 5.87 5.71 0.981 0 9.6
Maturity (years) 481 5.20 5.00 1.663 2.00 12.92
Debt Payment 481 0.69 1 0.465 0 1
Working Capital Funding 481 0.77 1 0.419 0 1
Restrictive Covenant 432 0.81 1 0.389 0 1
SOEs
Amount issued (M) 319 1944.3*** 1000***  2748.208 90 20000
Issue price 319 100 100 0.000 100 100
Coupon 319 5.58*** 5 hh*** 0.851 0 7.99
Maturity (years) 319 5.34*** Hr*x 1.843 1.998631 12.91764
Debt Payment 319 0.67 1 0.472 0 1
Working Capital Funding 319 0.73%** 1 0.443 0 1
Restrictive Covenant 277 0.78** 1 0.415 0 1
Private firms
Amount issued (M) 162 846.73***  600*** 849.638 50 6000
Issue price 161 100 100 0.000 100 100
Coupon 162 6.42%**  §.2%** 0.982 4.2 9.6
Maturity (years) 162 4.93*** Hr*x 1.192 2.997947 8
Debt Payment 162 0.72 1 0.449 0 1
Working Capital Funding 162 0.85*** 1 0.356 0 1
Restrictive Covenant 155 0.88** 1 0.329 0 1
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Table 3
Descriptive statistics: Issuers

The table presents statistics of issuers. Sales and Total Assets are in millions of yuan. Top Shareholder is the
percentage owned by the first shareholder of a private firm. We test the mean and median differences between
state-owned firms and private firms with a Student t-test and a non-parametric equality-of-median test
respectively. ***, ** and * report the 1%, 5%, and 10% thresholds of significance.

N Mean Median Std. dev. Minimum  Maximum
Full Sample
Sales 432 52,680.41 6,621.47 239,639 254.26 2,786,045
Total Assets 432 60,911.41 11,772.41 204,654 485.26 2,342,110
Market-to-Book 429 2.10 1.69 1.449 0.37 11.85
Debt to Assets (%) 432 37.50 36.73 14.261 5.37 75.86
Current Ratio 432 1.50 1.25 1.098 0.21 8.45
Ebitda-to-Total-Assets (%) 431 7.38 6.87 4.248 -6.00 22.33
Management Stake (%) 320 5.87 0.02 13.406 0.00 69.31
Government Stake (%) 298 18.09 5.25 19.566 0.00 87.89
Herfindahl Ownership 432 926.54 695.68 960.048 0.00 7,724.78
SOEs
Sales 276  77,873.44*** Q9 254.19*** 296833.300 256.98 2,786,045
Total assets 276  89,064.53*** 19,380.69*** 251,576.000 1,319.70 2,342,110
Market-to-Book 275 1.74%** 1.41%** 1.140 0.37 10.16
Debt to Assets 276 39.34*** 39.95*** 14.643 5.37 75.63
Current Ratio 276 1.17*** 1.11%** 0.656 0.21 4.68
Ebitda to Assets (%) 275 7.43 6.89 4.305 -6.00 22.33
Management Stake (%) 175 0.51*** Q*** 2.522 0.00 25.83
Government Share (%) 142 36.68*** 36.63*** 11.737 15.66 87.89
Herfindahl Ownership 276 836.45*** 463.45*** 1,011.515 0.00 7724.78
Private firms
Sales 156  8,108.13***  3,456.25*** 15,160.570 254.26 104,962.30
Total assets 156  11,102.04*** 6,243.09*** 16,279.410 485.26 109,911.50
Market-to-Book 154 2.73%** 2.33%** 1.707 0.69 11.85
Debt to Assets 156 34.23%** 31.96*** 12.975 9.90 75.86
Current Ratio 156 2.07*** 1.64*** 1.439 0.40 8.45
Ebitda to Assets (%) 156 7.28 6.77 4.158 -3.82 21.83
Management Stake (%) 145 12.33*** 1.15%** 17.705 0.00 69.31
Government Share (%) 156 1.17%** Q*** 1.870 0.00 9.78
Herfindahl Ownership 156  1,085.94***  920.36*** 841.182 0.00 5,386.91
Top Shareholder (%) 145 28.86 27.22 12.517 4.14 73.38
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Table 4
Cumulative Abnormal Returns

This table presents cumulative abnormal returns (CARS) over six windows around the issue announcement date
(t=0). We give CAR values for the entire sample and then break them down into subdivisions. Significance is
investigated with a Student t-test with the cross sectional t-statistic (6¢5) and Boehmer, Masumeci, and Poulsen’s
(BMP) statistic (85MP). We use a sign test to test the significance of median and report its p-value. ***, ** and *
report the 1%, 5%, and 10% thresholds of significance.

N CAR Negative CAR (%) acs T>|6%5| gBMP T>|9BMP| P Sign test
Full Sample
[0,0] 481 0.049 55.30 0.61 0.54 0.9 0.37 0.02**
[-1,1] 481 0.270 47.40 1.89* 0.06 2.52%* 0.01 0.27
[-2,2] 481 0.331 50.73 1.8* 0.07 2.08** 0.04 0.78
[-1,2] 481 0.311 51.77 1.94* 0.05 2.31** 0.02 0.47
[-2,1] 481 0.290 48.86 1.72* 0.09 2.2%* 0.03 0.65
[-5,5] 481 0.492 49.90 1.79* 0.07 2.36** 0.02 1
SOE
[0,0] 319 0.084 54.95 0.86 0.39 0.97 0.33 0.09*
[-1,1] 319 0.280 45.45 1.64 0.10 2.09** 0.04 0.12
[-2,2] 319 0.351 50.47 1.56 0.12 1.61 0.11 0.91
[-1,2] 319 0.378 50.16 1.95* 0.05 2.06** 0.04 1
[-2,1] 319 0.252 46.39 1.23 0.22 1.58 0.12 0.22
[-5,5] 319 0.654 47.34 2.13** 0.03 2.45** 0.01 0.37
Central SOE
[0,0] 108 0.161 50.93 1 0.32 1.6 0.11 0.92
[-1,1] 108 0.608 42.59 1.95* 0.05 2.2%* 0.03 0.15
[-2,2] 108 0.641 49.07 1.74* 0.08 1.81* 0.07 0.92
[-1,2] 108 0.743 47.22 2.24%** 0.03 2.24%* 0.03 0.63
[-2,1] 108 0.507 44.44 1.46 0.15 1.77* 0.08 0.29
[-5,5] 108 1.177 44.44 1.95* 0.05 2.21** 0.03 0.29
Local SOE
[0,0] 211 0.044 57.07 0.36 0.72 -0.01 0.99 0.05*
[-1,1] 211 0.112 46.92 0.55 0.58 0.77 0.44 0.41
[-2,2] 211 0.202 51.18 0.71 0.48 0.56 0.58 0.78
[-1,2] 211 0.192 51.66 0.8 0.42 0.74 0.46 0.68
[-2,1] 211 0.122 47.39 0.48 0.63 0.54 0.59 0.49
[-5,5] 211 0.386 48.82 1.12 0.27 1.28 0.20 0.78
Private firms
[0,0] 162  -0.019 55.97 -0.14 0.89 0.14 0.89 0.15
[-1,1] 162 0.251 51.23 0.96 0.34 1.4 0.16 0.81
[-2,2] 162 0.292 51.23 0.92 0.36 1.35 0.18 0.81
[-1,2] 162 0.179 54.94 0.63 0.53 1.05 0.30 0.24
[-2,1] 162 0.364 53.70 1.21 0.23 1.62 0.11 0.39
[-5,5] 162 0.174 54.94 0.32 0.75 0.69 0.49 0.24
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Table 5
Local and Central SOEs

The table presents statistics of central and local SOEs issues and issuers. The variables are the same as in tables 2
and 3. We test the mean and median differences between central and local SOEs with a Student t-test and a non-
parametric equality-of-median test respectively. ***, ** and * report the 1%, 5%, and 10% thresholds of
significance.

N Mean Median Std. dev.  Minimum Maximum

Panel A: Issues
Central SOEs

Amount issued (M) 108 3,363.98*** 2,450%** 4,060.316 200 20,000
Issue Price 108 100 100 0 100 100
Coupon 108 5.15*** 5.11%** 0.885 0 7.99
Maturity (years) 108 5.67** 5 2.108 3.00 12.92
Debt Payment 108 0.68 1 0.470 0 1
Working Capital Funding 108 0.73 1 0.445 0 1
Restrictive Covenant 94 0.74 1 0.438 0 1
Local SOEs

Amount issued (M) 211 1,217.63*** 840*** 1,212.301 90 9500
Issue price 211 100 100 0 100 100
Coupon 211 5.8%** 5.7%** 0.743 3.6 7.9
Maturity (years) 211 5.17** 5 1.671 2 10
Debt Payment 211 0.66 1 0.474 0 1
Working Capital Funding 211 0.73 1 0.443 0 1
Restrictive Covenant 183 0.8 1 0.403 0 1

Panel B: Issuers
Central SOEs

Sales 95 195,400.1*%** 47,942.92*** 485,261.3  554.22 2,786,045
Total assets 95 211,005.1*** 62,992.38*** 401,011.7 2,823.34 2,342,110
Market-to-Book 94 1.47%** 1.24%** 0.797 0.51 4.31
Debt to Assets 95 39.04 39.85 16.922 5.37 75.63
Current Ratio 95 1.08* 11 0.578 0.21 2.71
Ebitda to Assets (%) 95 7.14 6.59** 4.104 -5.54 18.33
Management Stake (%) 48 0.38 0 1.725 0.00 10.87
Government Share (%) 36 40.79** 40.9 13.706 15.66 87.89
Herfindahl Ownership 48 1,463.19 1,263.89 1,305.874 15.95 7,724.78
Local SOEs

Sales 181 16,188.19*** 7509.73*** 22,896.400 256.98  110,138.50
Total assets 181 25,062.56*** 13,809.17*** 27,353.640 1319.70 166,898.00
Market-to-Book 181 1.88*** 1.57*** 1.262 0.37 10.16
Debt to Assets 181 39.5 39.97 13.340 7.83 71.85
Current Ratio 181 1.23* 1.13 0.689 0.25 4.68
Ebitda to Assets (%) 180 7.58 7.22%* 4.411 -6.00 22.33
Management Stake (%) 127 0.56 0 2.769 0.00 25.83
Government Share (%) 106  35.29** 34.98 10.706 15.73 62.53
Herfindahl Ownership 127  1,264.78 1,180.88 837.614 0.12 3,909.87
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Table 6
Regression of cumulative abnormal returns on state ownership

The table presents the regression of CAR [-1,1] on issuance and issuer variables. Variances are clustered at the
issuance level, with the t-statistic is reported in parentheses, and the F-statistic in brackets. ***, ** and * report
the 1%, 5%, and 10% thresholds of significance.

CARJ[-1,1]
SOE -0.0268 -0.646
(-0.07) (-0.81)
Central SOE 0.720* 1.164**
(1.75) (2.31)
Government Stake -0.00475 0.00531 0.0117
(-0.47) (0.43) (0.53)
Government Stake? -0.000490** -0.000579**
(-2.24) (-2.56)
Private x Government Stake -0.280
(-0.95)
Private x Government Stake? 0.0432
(1.13)
Amount Issued (log) -0.122 -0.141 -0.0146 0.00764 0.0335
(-0.52) (-0.61) (-0.05) (0.03) (0.12)
Maturity (log) 0.488 0.429 -0.133 -0.188 -0.226
(0.92) (0.80) (-0.20) (-0.28) (-0.33)
Coupon (%) -0.136 -0.0652 -0.109 -0.0978 -0.105
(-0.82) (-0.39) (-0.53) (-0.48) (-0.51)
Sales (log) -0.0555 -0.117 -0.251 -0.264 -0.343*
(-0.40) (-0.84) (-1.50) (-1.62) (-1.97)
Market-to-Book -0.0939 -0.0866 -0.200 -0.198 -0.170
(-0.87) (-0.85) (-1.60) (-1.61) (-1.27)
Ebitda-to-Assets (%) 0.0347 0.0398 0.0825* 0.0704 0.0712
(0.97) (1.12) (1.80) (1.59) (1.62)
Debt-to-Assets -0.00887 -0.00902 -0.00668 -0.00841 -0.00388
(-0.75) (-0.77) (-0.45) (-0.57) (-0.26)
Current Ratio 0.0418 0.0479 0.0788 0.0864 0.0495
(0.25) (0.30) (0.43) (0.48) (0.27)
Constant 1.853 1.990 3.353 3.425 4.000
(0.96) (1.06) (1.39) (1.43) (1.64)
N 477 477 318 318 318
Number of issuers (clusters) 344 344 246 246 246
R2 0.00901 0.0155 0.0251 0.0335 0.0473
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Table 7
Regression of cumulative abnormal returns on top shareholder

The table presents the regression of CAR [-1,1] on ownership variables. The key variable is Top Shareholder.
Hence, the sample only includes private firms. Variances are clustered at the issuance level, with the t-statistic is
reported in parentheses, and the F-statistic in brackets. ***, ** and * report the 1%, 5%, and 10% thresholds of
significance.

CAR[-1,1]
Top Shareholder -0.117* -0.0990 0.174
(-1.74) (-1.31) (0.99)
Top Shareholder2 -0.000711 -0.00949*
(-0.41) (-1.86)
Top Shareholder® 0.0000864*
(1.84)
Herfindahl Ownership 0.00143 0.00186 0.00161
(1.35) (1.13) (0.95)
Amount Issued (log) -0.208 -0.179 -0.171
(-0.39) (-0.33) (-0.32)
Maturity (log) 1.108 1.109 0.717
(0.85) (0.85) (0.55)
Coupon (%) -0.0585 -0.0535 -0.132
(-0.18) (-0.16) (-0.39)
Sales (log) -0.133 -0.143 -0.221
(-0.42) (-0.45) (-0.72)
Market-to-Book -0.164 -0.173 -0.170
(-1.09) (-1.16) (-1.12)
Ebitda-to-Assets (%) 0.0530 0.0522 0.0556
(0.80) (0.79) (0.85)
Debt-to-Assets -0.0195 -0.0203 -0.0207
(-0.82) (-0.85) (-0.87)
Current Ratio 0.107 0.0932 0.0652
(0.54) (0.48) (0.34)
Constant 3.627 3.255 2.808
(0.83) (0.73) (0.65)
N 149 149 149
Number of issuers (clusters) 128 128 128
R2 0.0515 0.0525 0.0662
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Table 8
Regression of cumulative abnormal returns on management ownership
The table presents the regression of CAR [-1,1] on management ownership. Variances are clustered at the

issuance level, with the t-statistic is reported in parentheses, and the F-statistic in brackets. ***, ** and, * report
the 1%, 5%, and 10% thresholds of significance.

CARJ[-1,1]
Management Stake 0.00925 -0.0191 0.259**
(0.44) (-0.30) (2.58)
Management Stake? 0.000599 -0.0139***
(0.41) (-3.32)
Management Stake® 0.000169***
(3.72)
Amount Issued (log) -0.0383 -0.0401 -0.0149
(-0.14) (-0.15) (-0.06)
Maturity (log) -0.196 -0.188 -0.273
(-0.33) (-0.32) (-0.47)
Coupon (%) -0.142 -0.125 -0.187
(-0.76) (-0.66) (-1.02)
Sales (log) -0.159 -0.157 -0.177
(-0.98) (-0.97) (-1.16)
Market-to-Book -0.182 -0.182 -0.191
(-1.43) (-1.43) (-1.50)
Ebitda-to-Assets (%) 0.0649 0.0628 0.0767*
(1.52) (1.50) (1.82)
Debt-to-Assets -0.00112 -0.00199 0.00320
(-0.08) (-0.14) (0.24)
Current Ratio 0.0987 0.105 0.109
(0.53) (0.57) (0.62)
Constant 2.802 2.758 2.842
(1.21) (1.21) (1.27)
N 349 349 349
Number of issuers (clusters) 258 258 258
R2 0.0163 0.0177 0.0489
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Table 9
Cumulative abnormal returns with sector indexes

The table presents cumulated abnormal returns (CARS) over 6 windows around the announce date (t=0). The
market model is calibrated with sector indexes. Each firm stock return is regressed on the corresponding CSI
sector index. Sectors are matched with Morgan Stanley’s GICS classification. Significance is investigated
through Student t-test with the cross sectional t-stat and Boehmer, Masumeci, and Poulsen’s (BMP) statistic. We
use a sign test to test the significance of median and report its p-value. ***, ** and * report the 1%, 5%, and
10% thresholds of significance.

N CAR Negative CAR (%) 0°¢s T>|6%5| 9BMP  T>|9BMP| P Sign test
Full Sample
[0,0] 481 0.075 53.81 0.97 0.33 1.3 0.20 0.11
[-1,1] 481 0.299 51.56 2.16** 0.03 2.9%** 0.00 0.52
[-2,2] 481 0.397 49.48 2.24%* 0.03 2.51** 0.01 0.86
[-1,2] 481 0.361 50.31 2.31** 0.02 2.69%** 0.01 0.93
[-2,1] 481 0.334 50.73 2.05%* 0.04 2.59%** 0.01 0.78
[-5,5] 481 0.538 48.02 2.01** 0.05 2.57** 0.01 0.41
SOE
[0,0] 319 0.139 51.44 1.48 0.14 1.62 0.11 0.65
[-1,1] 319 0.382 48.90 2.43** 0.02 2.76%** 0.01 0.74
[-2,2] 319 0.488 47.65 2.29** 0.02 2.2%* 0.03 0.43
[-1,2] 319 0.508 47.02 2.79*** 0.01 2.67*** 0.01 0.31
[-2,1] 319 0.363 49.53 1.9* 0.06 2.17** 0.03 0.91
[-5,5] 319 0.795 46.39 2.68*** 0.01 2.9%** 0.00 0.22
Central SOE
[0,0] 108 0.202 48.15 1.4 0.16 1.88* 0.06 0.77
[-1,1] 108 0.729 44.44 2.67*** 0.01 2.81%** 0.01 0.29
[-2,2] 108 0.814 39.81 2.42*%* 0.02 2.42%* 0.02 0.04**
[-1,2] 108 0.901 43.52 Kiskeled 0.00 2.8%** 0.01 0.21
[-2,1] 108 0.642 46.30 2.04** 0.04 2.38** 0.02 0.5
[-5,5] 108 1.248 42.59 2.22** 0.03 2.6** 0.01 0.15
Local SOE
[0,0] 211 0.106 53.17 0.88 0.38 0.63 0.53 0.4
[-1,1] 211 0.205 51.18 1.07 0.29 1.13 0.26 0.78
[-2,2] 211 0.321 51.66 1.18 0.24 0.82 0.41 0.68
[-1,2] 211 0.306 48.82 1.34 0.18 1.08 0.28 0.78
[-2,1] 211 0.220 51.18 0.92 0.36 0.8 0.42 0.78
[-5,5] 211 0.563 48.34 1.63 0.10 1.55 0.12 0.68
Private firms
[0,0] 162  -0.051 58.49 -0.38 0.71 -0.12 0.90 0.04**
[-1,1] 162 0.134 56.79 0.5 0.62 111 0.27 0.1*
[-2,2] 162 0.216 53.09 0.68 0.50 1.23 0.22 0.48
[-1,2] 162 0.072 56.79 0.24 0.81 0.85 0.40 0.1*
[-2,1] 162 0.278 53.09 0.9 0.37 1.42 0.16 0.48
[-5,5] 162 0.033 51.23 0.06 0.95 0.49 0.62 0.81
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Table 10

Regression of cumulative abnormal returns with sector indexes

The table presents the regression of CAR[-1,1] calculated with sector indexes. Variances are clustered at the

issuance level. The t-statistic is reported in parentheses, the F-statistic in brackets.

CAR[-1,1]
Central SOE 1.262**
(2.32)
Government Stake 0.00306
(0.25)
Government Stake? -0.000524**
(-2.27)
Top Shareholder 0.146
0.77)
Top Shareholder? -0.00803
(-1.49)
Top Shareholder® 0.0000785
(1.63)
Herfindahl Ownership 0.00100
(0.66)
Management Stake 0.255**
(2.53)
Management Stake? -0.0136***
(-3.14)
Management Stake® 0.000166***
(3.50)
Amount Issued (log) -0.0988 -0.325 -0.0891
(-0.37) (-0.66) (-0.36)
Maturity (log) 0.00919 1.389 0.159
(0.01) (12.03) (0.27)
Coupon (%) -0.0479 -0.0662 -0.201
(-0.22) (-0.18) (-1.03)
Sales (log) -0.207 0.00797 -0.125
(-1.17) (0.03) (-0.84)
Market-to-Book -0.260** -0.294* -0.270**
(-2.08) (-1.75) (-2.17)
Ebitda-to-Assets (%) 0.0808* 0.0572 0.0919**
(1.70) (0.80) (2.16)
Debt-to-Assets -0.00346 -0.0319 0.00860
(-0.22) (-1.30) (0.64)
Current Ratio 0.101 0.0710 0.103
(0.44) (0.28) (0.47)
Constant 2.818 1.370 2.187
(1.14) (0.30) (0.92)
N 318 149 349
Number of issuers (clusters) 246 128 258
R2 0.0425 0.0758 0.0516
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Appendix
Description of the variables

Variable

Description

Source

Amount issued
Coupon
Current Ratio
Debt Payment

Debt to Assets

Ebitda-to-Total-
Assets

Government Stake

Herfindahl
Ownership

Issue Price

Management Stake

Market-to-Book
Maturity
Restrictive
Covenant

Sales

Top Shareholder
Total Assets
Working Capital
Funding

SOE

Central SOE

Local SOE

Private

Bond amount issued, in million renminbi (RMB).

Coupon of the bond, in percentage

Current assets reported to current liabilities of the company.
Dummy variable equals to one if the proceeds of the bonds are
used for debt payment and zero otherwise.

Total (short-term and long-term) debt of the company on its
total assets. In percentage.

Earnings before interest, taxes, depreciation and amortization
of the company on its total assets. In percentage.

Percentage of shares holds by the state.

Sum of the square of the percentage of shares holds by the 1%
to the 20" shareholder of the company. Ranges from 0 to
10,000.

Price of the bond issued, in percentage.

Percentage of shares holds by the management of the firm.
Stock value of the firm reported to the book value of its assets.
Original maturity of the bond, in years.

Dummy variable equals to one if the issue include a covenant
which limits the actions of the shareholders and zero
otherwise.

Total value of the sales of the company, in million RMB.
Percentage of shares holds by the first shareholder of the firm.
Total value of the assets of the company, in million RMB.
Dummy variable equals to one if the proceeds of the bonds are
used to fund working capital and zero otherwise.

Dummy variable equals to one if the firm is classified as a
state-owned enterprise in the CSI SOEs index; equals to zero
otherwise.

Dummy variable equals to one if the firm is classified as a
central state-owned enterprise in the CSI State-Owned index;
equals to zero otherwise.

Dummy variable equals to one if the firm is classified as a
local state-owned enterprise in the CSI L SOEs index; equals
to zero otherwise.

Dummy variable equals to one if the firm is classified as a
privately-owned enterprise in the CSI POEs index; equals to
zero otherwise.

Bloomberg Terminal
Bloomberg Terminal
Bloomberg Terminal
Bloomberg Terminal

Bloomberg Terminal
Bloomberg Terminal
Bloomberg Terminal

Bloomberg Terminal

Bloomberg Terminal
Bloomberg Terminal
Bloomberg Terminal
Bloomberg Terminal
Bloomberg Terminal

Bloomberg Terminal
Bloomberg Terminal
Bloomberg Terminal
Bloomberg Terminal

CSI Indexes

CSI Indexes

CSI Indexes

CSI Indexes
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