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Paul-Olivier Klein and Laurent Weill 

Is it worth issuing bonds in China?  
Evidence from stock market reactions

Abstract 
There has been a considerable expansion of corporate bond markets in China in the recent 

years. The objective of this study is to examine the stock market reaction following bond 

issuance by Chinese companies. In addition to analyzing for positive or negative reactions 

to bond issues, we consider the influences of ownership and management characteristics on 

the stock market reaction. Applying an event-study methodology to a sample of 481 bond 

issues of 347 Chinese companies over the period 2009–2013, the univariate results show that 

Chinese bond issues typically generate a positive stock market reaction. The reaction is only 

significantly positive, however, in the case of central state-owned companies (as opposed to 

those owned by local or provincial governments). The multivariate results indicate that in-

sider ownership influences stock market reaction to a bond issue, while management char-

acteristics have no discernable impact. 

JEL Codes: G14, P34. 
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1 Introduction 
The impressive growth in corporate bond issues suggests rapid evolution of China’s financial 

system. The volume of bond issues rose from $3 billion in 2008 to nearly $150 billion in 

2013 (Çelik, Demirtaş and Isaksson, 2015). Even so, the bond market provides only a tiny 

fraction of the external financing needs of Chinese companies. Outstanding domestic debt 

securities issued by non-financial corporate issuers corresponded to only 8.09% of GDP in 

2013, while domestic credit extended to the private sector by banks was equivalent to 

133.66% of GDP and market capitalization 44.93% (Eichengreen, 2015). 

Here, we consider stock market reactions to bond issues of Chinese companies, 

information that should be useful in appraising China’s rapidly expanding bond markets. 

Our starting assumption is that a positive stock market reaction to a bond issue encourages 

other firms to tap bond markets and thereby enhances overall access to funding. Correspond-

ingly, when a firm encounters a negative stock market reaction, it could signal obstacles that 

might prevent other companies from making wider use of the bond markets. 

The literature describes somewhat contradictory expectations on stock market re-

actions 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 neg-

ative stock market reaction. 

Empirical literature does not provide a clear consensus with some papers conclud-

ing 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 specific ownership features of Chinese firms and their governance mecha-

nisms. 
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The state (central, provincial, or local government) is often the main shareholder in 

Chinese firms. State ownership can result in inefficient, politically driven investment pro-

jects (Chen et al., 2011b). Thus, a bond issue of a state-owned firm may not enhance firm 

value and generate a positive stock market reaction. Chinese listed firms are further charac-

terized by strong ownership concentration (Gul, Kim and Qiu, 2010). This feature may ef-

fectively reduce agency conflicts between managers and shareholders, while threatening mi-

nority shareholders with expropriation (La Porta et al., 2002). As a consequence, the majority 

shareholder may expropriate proceeds from the bond issue and “tunnel” assets out of the 

firm (Friedman, Johnson, and Mitton, 2003). 

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 influ-

enced by state ownership, ownership concentration, and management characteristics. 

The rest of the paper is organized as follows. Section 2 describes the Chinese finan-

cial 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 clear-

ance 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 
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rules chilled China’s bond market. Those left issuing bonds were largely state-owned enter-

prises (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 Re-

form, 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 Se-

curities 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 in-

terest-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 corpo-

rate bond market, which reached a valuation of nearly $150 billion in 2013. Chinese com-

panies today are the largest issuers of private bonds through private placement (Çelik, 

Demirtaş 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 ex-

change, 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.  
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Second, Chinese firms are characterized by highly concentrated shareholding. Al-

len, 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 Chi-

nese 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 and then focus on 

the influence of ownership and management characteristics on the stock market reaction.  

 
 
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 infor-

mation asymmetry between firm insiders and outsiders. High quality firms use debt issues, 

including bonds, to demonstrate their creditworthiness and low probability of default. Sec-

ond, 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. 
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Under the second hypothesis, in contrast, a decision to issue a bond leads to a neg-

ative 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 (Jen-

sen and Meckling, 1976; Myers, 1977). Hence, it increases the cost of the debt for share-

holders. 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 man-

agement 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 character-

istics 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 par-

ticular question. We expect that stock market reactions in China should be positive in China 

because of the pronounced signaling role of bond issues. Here, four aspects of this signaling 

deserve mention. 
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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, corruption and bank ownership characterize relations between Chinese 

banks and companies (Luo, Zhang and Zhu, 2011). This not only leads to inefficient bank 

lending (Bailey, Huang and Yang, 2012) but also poor monitoring of firm performance and 

the threat of minority shareholder abuse and expropriation. Overall, it generates a negative 

market reaction around the time of the bank loan announcement (Huang, Schwienbacher and 

Zhao, 2012). In this context, bondholders may provide a more effective monitoring than 

banks as they are less subject to bribery and conflicts of interest. This would favor a positive 

reaction of shareholders to a bond issue. 

Third, 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, includ-

ing 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 pos-

itive signal that the firm enjoys beneficial political relationships. 

 
 
3.2 The influence of ownership 
Ownership characteristics of the issuing firm can also influence the stock market reaction to 

a bond issue in China. This has both negative and positive implications. 

On the negative side, the fact of state ownership in itself may be sufficient to pro-

voke 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 man-

agement 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). 
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On the positive side, SOEs enjoy exclusive access to enterprise bonds. Since enter-

prise bonds are larger, more liquid and guaranteed by the state, it also provides large amounts 

of funds at low cost to shareholders. This should produce 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 connec-

tions.  

We expect both central and local state ownership to have a negative impact on the 

stock market reaction following a bond issue as the proceeds can be used to achieve political 

targets rather than the maximization of firm value. In addition, as the monitoring of managers 

of state-owned firms may be driven by political motives, private shareholders may not see a 

debt issue as an effective way to align their interests with management interests. 

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, 2001). 

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).1 

To investigate the impact of state shareholding, we use the percentage of shares 

owned by the state (Government Stake) and its quadratic term.  

Second, ownership in the hands of top shareholders may influence stock market 

reactions. Chinese listed companies are characterized by high ownership concentration. 

Greater ownership concentration could favor firm value by fostering shareholder monitoring 

                                                 
1 www.csindex.com.cn 
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of firm managers. This also diminishes any free-riding problems that could impair share-

holder control of managers. 

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, owner-

ship concentration is likely to pose a threat to minority shareholders of abuse or expropria-

tion (Shleifer and Vishny, 1997). 

Furthermore, 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 share-

holder “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 share-

holder 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. 

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 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 per-

formance. 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 share-

holder. 
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Third, we consider insider ownership. In emerging countries, concentrated owner-

ship usually leads to concentrated insider ownership, the main owner being the CEO or an 

influential board member. Family companies often appoint family members to the board, 

resulting in high insider shareholdings (Chen et al., 2011a). Insider ownership is an effective 

way to resolve principal-agent conflicts by aligning management and shareholders incen-

tives (Jensen and Meckling, 1976), but it still suffers from the same drawbacks as concen-

trated ownership. Insider shareholders, who by their position are authorized to make finan-

cial 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 as-

sume a non-linear N-relationship between insider 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 

insider shareholding. However, a high stake of management in the firm contributes to man-

agerial 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 neg-

ative relation between shareholder reaction and insider shareholding above a low threshold. 

Above a higher threshold, the interests of managers realign with shareholder interests. Pri-

vate 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 insider shareholders is thus expected to be positive for high degree of insider ownership.  

To investigate this non-linear relation, we use the percentage of shares hold by in-

siders (Insiders’ Shares) and its quadratic and cubic terms. We use the Bloomberg data on 

shares of manager insiders.  

Fourth, we consider the influence of business groups. Such groups are common in 

the shareholding of Chinese firms (Xiao and Zhao, 2014), and more generally in emerging 

markets (Khanna and Yafeh, 2005; Young et al., 2008). Business groups create pyramidal 

ownership which facilitates expropriation of minority shareholders (Faccio, Lang and 

Young, 2001), notably through related party transactions within the group (Johnson et al., 

2000). We expect pyramidal ownership to negatively affect the reaction of shareholders to a 
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bond issuance. To measure business groups’ effects, we generate a dummy variable Parent 

equal to one if the firm has at least one parent and zero otherwise. 

 
 
3.3 The influence of management 
Management may seek to influence stock market reaction after a bond issue, because it 

places a large amount of cash at the disposal of managers. We examine several features of 

management. 

First, we take into account entrenchment of the board. Insider ownership can be 

seen as a part of the larger issue of entrenched management. Entrenched management may 

diminish firm value through earnings management, diverting wealth, or supporting nonper-

forming investment projects (Chang and Zhang, 2013). Entrenchment may also lead to mis-

use of bond issue proceeds in ways that are detrimental to shareholder value. 

We use two variables to measure entrenchment of the board. The first variable is 

CEO Duality, i.e. the conflict of interest that arises when a CEO is also the board chairman. 

In this case, the CEO’s entrenchment is secured by the fact that he encounters little or no 

board opposition to his choices. Thus, he can easily divert bond’s proceeds and we expect a 

negative reaction of shareholders. We expect stock market reaction further to a bond issu-

ance to be worse for firms with CEO duality. To measure CEO duality, we use a dummy 

taking one if the firm has the same person appointed as chairman of the board and CEO and 

zero otherwise (CEO Duality).  

Our other variable is the proportion of independent board members (Independent 

Directors). In 2001, the CSRC imposed guidelines that required independent directors to be 

included on the boards of listed companies. Independent directors were required to meet 

strict qualifications and demonstrate independence (e.g. not hold another position in the 

company, have no relative that is a board member or shareholder, not be among the ten top 

shareholders). Jaggi, Leung and Gul (2009) find that a negative relation between the number 

of independent directors and earnings management in Hong Kong stock market has a nega-

tive effect on board entrenchment and leads to better monitoring. Conyon and He (2014) 

find that privately owned firms with more independent directors are more likely to replace 

their CEO after an episode of poor performance. Since a well-monitored board reduces the 

risk of misappropriation of bond proceeds, we expect a positive relationship between the 

share of independent directors on board and the shareholder reaction to a bond issue. We 
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further expect stock market reaction to a bond issue to be positively influenced by a higher 

proportion of independent directors on the board (Independent Directors). 

The second feature we consider is board compensation; specifically, performance-

related compensation designed to align board interests with shareholder interests. For in-

stance, Fortin et al. (2014) find a positive effect of performance-focused compensation im-

plemented by the SEC on shareholder stock returns. In China, Conyon and He (2014) and 

Chen, Li and Liang (2009) find a positive relationship between executive compensation and 

China’s publicly traded firms, consistent with an alignment effect. Thus, we expect a positive 

link between board compensation and stock market reaction to a bond issue. The measure 

here is total board compensation in a given year in thousands of yuan (Board Compensation). 

Finally, we expect the impact of management variables to be related to the top 

shareholder’s share and the shareholdings of insiders. If top shareholder or insiders concen-

trate ownership in their hands, decisions are directly taken by shareholders and do not depend 

on board characteristics. In this case, management variables are mute. In contrast, when there 

is no top shareholder or if insider shareholding is low, we expect management characteristics 

to affect shareholder reactions. To investigate this relation between management character-

istics and shareholding, we generate two dummy variables. Low Top1, equal to 1 if the main 

shareholder’s share is below the median of the sample and 0 otherwise, and Low Insider, 

equal to 1 if insider shares are below the median of the sample and 0 otherwise. We then 

interact these dummy variables with management characteristics. 

 
 

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 percep-

tion of the firm’s financial prospects. We focus on straight bonds, excluding convertible 
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bond issues. For stock markets, we consider only A-shares listed on the Shanghai or Shen-

zhen stock exchanges. 

The resulting sample encompasses 481 issues of 347 issuers. We next distinguish 

between SOEs and privately owned enterprises (POEs). Firms that cannot be classified 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 1  Distribution of sample issues 
 

 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  
 

This table gives the composition of bond issues in the sample by year and sector (GICS classification). Private 
firms and state-owned enterprises are sorted according to CSI thematic indexes. 
 
 
Table 2 presents the main statistics for the issue variables. The average maturity is around 5 

years. Notably, some part of over 69% of the sample issues went to debt payment. The share 

of proceeds used to finance investment projects was relatively small; 77% of issues were 
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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. 

 
Table 2  Descriptive statistics: Issues 
  

 N Mean Median Std. dev. Minimum Maximum 

Amount issued (M) 481 1574.636 800 2348.489 50 20000 

Issue price 481 99.90 100 2.280 50 100 

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 

Big4 481 0.14 0 0.344 0 1 
 

This table presents relevant issue data. Amounts 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. Big4 is a dummy 
variable that takes a value of one if the lead manager of the bond issue is one of China’s “Big Four” state-
controlled banks. 
 

Table 3 displays the main statistics for the issuer variables. We observe a high profitability 

of firms with a mean EBITDA greater than 7%. In terms of ownership, the first shareholder 

owns on average 30% of shares. CEO duality is fairly uncommon; only 21% of firms have 

CEOs also serving as the chairman. Independent directors, on the other hand, account for 

37.5% of the board members of issuing firms. 
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Table 3 Descriptive statistics: Issuers 
 

 N Mean Median Std. dev. Minimum Maximum 

 . . . . . . 
Sales 432 52680.41 6621.47 239639 254.26 2786045.00 
Total assets 432 60911.41 11772.41 204654 485.26 2342110.00 
Market-to-book 429 2.10 1.69 1.449 0.37 11.85 
Total-debt-to-total-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 
Top shareholder (%) 320 29.89 29.79 13.913 0.21 87.89 
Insiders’ shares (%) 320 5.87 0.02 13.406 0.00 69.31 
Government stake (%) 432 5.19 0.00 12.579 0.00 66.05 
Herfindahl ownership 432 926.54 695.68 960.048 0.00 7724.78 
Parent 432 0.34 0.00 0.476 0.00 1.00 
CEO duality 210 0.21 0.00 0.411 0.00 1.00 
Independent directors (%) 211 37.50 36.36 6.042 27.27 62.50 
Board size 211 9.61 9.00 2.084 6.00 18.00 
Board compensation (T) 181 156.11 54.22 943.136 7.74 12717.12 
Highest board compensation (T) 201 890.36 124.19 10170.880 14.26 144349.70 

 

The table below presents statistics of issuers. Sales and Total Assets are in millions of yuan (M), while Board 
Compensation is given in thousands of yuan (T). Parent is a dummy variable that gets a value of one if the 
firm has at least one parent. CEO Duality takes a value of 1 if the CEO is also the chairman of the company 
and 0 otherwise. Independent Directors is the percentage of independent directors on the company board. 
Board Size is the number of board members. 
 
 
4.2 Methodology 
We use a standard event-study methodology to measure the stock market reaction to bond 

issues2. 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: 

 
𝑅𝑅𝑖𝑖,𝑡𝑡 =  𝛼𝛼𝑖𝑖 +  𝛽𝛽𝑖𝑖.𝑅𝑅𝑚𝑚,𝑡𝑡 +  𝜀𝜀𝑖𝑖,𝑡𝑡, (1) 

 
where 𝑅𝑅𝑖𝑖,𝑡𝑡 is the daily return of the share price of company i on day t. Returns are computed 

as 𝑅𝑅𝑖𝑖,𝑡𝑡 = 𝑃𝑃𝑖𝑖,𝑡𝑡−𝑃𝑃𝑖𝑖,𝑡𝑡−1
𝑃𝑃𝑖𝑖,𝑡𝑡−1

  with 𝑃𝑃𝑖𝑖,𝑡𝑡 the closing price of the share i on day t. 𝑅𝑅𝑚𝑚,𝑡𝑡 is the market return. 

 
with 𝑃𝑃𝑖𝑖,𝑡𝑡 the closing price of the share i on day t. 𝑅𝑅𝑚𝑚,𝑡𝑡 is the market return. 

  

                                                 
2 See e.g. MacKinlay (1997) for a review.  
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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 that issue 

bonds tend to be large firms. 𝛼𝛼𝑖𝑖,𝑡𝑡 and 𝛽𝛽𝑖𝑖,𝑡𝑡 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, 𝜀𝜀𝑖𝑖,𝑡𝑡 consists in the abnormal return over the estimation period, 

with 𝐸𝐸[𝜀𝜀𝑖𝑖,𝑡𝑡] = 0 and 𝑉𝑉𝑉𝑉𝑉𝑉[𝜀𝜀𝑖𝑖,𝑡𝑡] = 𝜎𝜎𝑖𝑖2. 

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

 
𝐴𝐴𝑅𝑅𝑖𝑖,𝑡𝑡 =  𝑅𝑅𝑖𝑖,𝑡𝑡 − 𝐸𝐸�𝑅𝑅𝑖𝑖,𝑡𝑡� =  𝑅𝑅𝑖𝑖,𝑡𝑡 − (𝛼𝛼𝚤𝚤� + 𝛽𝛽𝚤𝚤� .𝑅𝑅𝑚𝑚,𝑡𝑡) . (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: 

 
 𝐶𝐶𝐴𝐴𝑅𝑅𝑖𝑖(𝜏𝜏1, 𝜏𝜏2) =  ∑ 𝐴𝐴𝑅𝑅𝑖𝑖,𝜏𝜏

𝜏𝜏2
𝜏𝜏=𝜏𝜏1  , (3) 

 
where 𝜏𝜏1 is the first day of the window and 𝜏𝜏2 the last day. We then compute the average 

CAR across companies: 

 
𝐶𝐶𝐴𝐴𝑅𝑅������(𝜏𝜏1, 𝜏𝜏2) = 1

𝑁𝑁
∑ 𝐶𝐶𝐴𝐴𝑅𝑅𝑖𝑖(𝜏𝜏1, 𝜏𝜏2)𝑁𝑁
𝑖𝑖=1  . (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: 

 
𝜃𝜃(𝜏𝜏1,𝜏𝜏2)
𝐶𝐶𝐶𝐶 =  𝐶𝐶𝐶𝐶𝐶𝐶������(𝜏𝜏1,𝜏𝜏2)

�[ 1
𝑁𝑁−1

∑ (𝐶𝐶𝐶𝐶𝐶𝐶������𝑖𝑖(𝜏𝜏1,𝜏𝜏2)−𝐶𝐶𝐶𝐶𝐶𝐶������(𝜏𝜏1,𝜏𝜏2))]²𝑁𝑁
𝑖𝑖=1

 (5) 
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We next compute Boehmer, Masumeci, and Poulsen’s standardized cross-sectional statistic 

(Boehmer, Masumeci and Poulsen, 1991) which combines variance over the estimation pe-

riod and within the event period. We first obtain the variance of abnormal returns over the 

estimation period: 

 
𝜎𝜎𝑖𝑖2(𝜏𝜏1, 𝜏𝜏2) = (𝜏𝜏2 − 𝜏𝜏1 + 1).𝜎𝜎𝑖𝑖,𝐶𝐶𝐶𝐶𝑒𝑒

2  . (6) 

 
With 𝐴𝐴𝑅𝑅𝑒𝑒 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): 

 
𝑆𝑆𝐶𝐶𝐴𝐴𝑅𝑅𝑖𝑖(𝜏𝜏1, 𝜏𝜏2) =  𝐶𝐶𝐶𝐶𝐶𝐶𝑖𝑖(𝜏𝜏1,𝜏𝜏2)

�(𝜏𝜏2−𝜏𝜏1+1).𝜎𝜎𝑖𝑖,𝐴𝐴𝐴𝐴𝑒𝑒
2

  . (7) 

 
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: 

 

𝜃𝜃(𝜏𝜏1,𝜏𝜏2)
𝐵𝐵𝐵𝐵𝐵𝐵 =  

1
𝑁𝑁
∑ 𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝑖𝑖(𝜏𝜏1,𝜏𝜏2)𝑁𝑁
𝑖𝑖=1

�[ 1
𝑁𝑁−1

∑ (𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝑖𝑖(𝜏𝜏1,𝜏𝜏2)−1
𝑁𝑁
∑ 𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝑖𝑖(𝜏𝜏1,𝜏𝜏2)𝑁𝑁
𝑖𝑖=1 )]²𝑁𝑁

𝑖𝑖=1

 (8) 

 
Finally, we perform a sign test on the median to test if the results are not led by a few obser-

vations. 

Having computed our CARs, the second part of the analysis considers CAR deter-

minants. 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 and management, we include con-

trol variables to take into account characteristics of issuance and issuer. 

We consider six issuance characteristics: the logarithm of Amount Issued, Maturity 

and four dummy variables. Our dummy variables concern use of the proceeds (to repay debt, 

Debt Payment, or to finance working capital, Working Capital Funding), the lead manager 

of the issuance (Big4 if the lead manager is a Big Four bank) and the issuance covenants (the 

variable Restrictive Covenant takes a value of 1 if the issue entails covenants that impair 

shareholder rights).  
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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). 

Finally, we include dummies for Global Industry Classification Standards (GICS) 

and year of issue.  

 
 

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 announce-

ments 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 

and confirms our hypothesis that bond issuance plays a signaling role in China. It also sup-

ports the hypothesis that shareholders expect bondholders to effectively monitor manage-

ment actions and use of bond proceeds.  

We next analyze to see if this finding stands for all ownership types or whether 

form of ownership influences stock market reaction. 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).  

Overall, our univariate analysis provides evidence that bond issue generates posi-

tive abnormal returns only for central SOEs. No significant reaction is observed for other 

types of companies. We now turn to the multivariate analysis to see if this finding stands 

when controlling for other variables and to check the influence of ownership and manage-

ment variables. 
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Table 4 Cumulative abnormal returns 
 

 N 𝐶𝐶𝐴𝐴𝑅𝑅������  
Negative  
CAR (%) 𝜃𝜃𝐶𝐶𝐶𝐶 T>|𝜃𝜃𝐶𝐶𝐶𝐶| 𝜃𝜃𝐵𝐵𝐵𝐵𝐵𝐵 T>|𝜃𝜃𝐵𝐵𝐵𝐵𝐵𝐵| 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 

 

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 (𝜃𝜃𝐶𝐶𝐶𝐶) and Boehmer, Masumeci, and 
Poulsen’s (BMP) statistic (𝜃𝜃𝐵𝐵𝐵𝐵𝐵𝐵). 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. 
 
 
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 manage-

ment characteristics influence the stock market reaction following a bond issue. 
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We perform four sets of regressions, which are reported in Tables 5 through 8. In 

Table 5, the set of explanatory variables includes variables for state ownership and control 

variables for issuance and issuer. We then add ownership variables (Table 6), management 

variables (Table 7), and both types of variables (Table 8) to the set of explanatory variables. 

We do not include all variables at the same time because the data for these variables is not 

always available (management characteristics, in particular). There are only 171 observa-

tions where information for all variables is available.  

 
Table 5 Regression of cumulative abnormal returns on issuance and issuer variables 
 

 CAR[–1,1] 
Central SOE 0.512 0.662 0.610 
 (1.03) (1.34) (1.18) 
Local SOE –0.0170 –0.0721 –0.0613 
 (–0.04) (–0.19) (–0.15) 
Amount issued (log) –0.0764  –0.0345 
 (–0.37)  (–0.13) 
Maturity  0.0580  0.0599 
 (0.45)  (0.46) 
Debt payment 0.0696  0.168 
 (0.18)  (0.45) 
Working capital funding –0.294  –0.483 
 (–0.63)  (–0.95) 
Restrictive covenant –0.278  –0.304 
 (–0.58)  (–0.62) 
Big4 0.472  0.494 
 (1.07)  (1.05) 
Sales (log)  –0.118 –0.0668 
  (–1.01) (–0.42) 
Market–to-book  –0.0957 –0.109 
  (–0.88) (–0.94) 
Ebitda-to-assets (%)  0.0511 0.0661* 
  (1.35) (1.68) 
Debt-to-assets  –0.0143 –0.0230 
  (–1.19) (–1.54) 
Current ratio  0.0294 0.0402 
  (0.20) (0.25) 
Constant 5.514*** 7.366*** 3.900 
 (2.98) (3.71) (1.48) 
Central SOE + Local SOE 0.495 0.590 0.549 
F [0.40] [0.58] [0.45] 
N 432 477 428 
Number of issuers (clusters) 332 344 329 
R² 0.044 0.044 0.062 

 

The table presents the regression of CAR [–1,1] on issuance and issuer variables. Dummies for the sectors and 
years are included, but not reported. 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 signif-
icance. 
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Table 5 presents three estimations. The first column displays the results considering issuance 

characteristics. The second column presents the results for issuer characteristics and the third 

column contains the results with issuance and issuer characteristics. The main result is that 

issuance and issuer characteristics do not impact significantly the stock market reaction. 

Only Ebitda-to-Assets is positive and significant when both issuance and issuer variables are 

included. This result confirms that shareholders’ reaction is better when firm profitability is 

higher. Confirming univariate results, SOEs dummies are not significant, which means that 

shareholders’ reaction is not significantly different between private and state-owned firms. 

 
Table 6 Regression of cumulative abnormal returns on ownership variables 
 

 CAR[–1,1] 
Central SOE 0.393 1.077* 0.405 
 (0.63) (1.97) (0.68) 
Local SOE –0.137 0.255 –0.0338 
 (–0.30) (0.60) (–0.08) 
Top shareholder  0.0805   
 (0.73)   
Top shareholder² –0.00383   
 (–0.98)   
Top shareholder3 0.000038   
 (0.95)   
Government stake  –0.0445  
  (–1.05)  
Government stake²  0.00017  
  (0.21)  
Insiders’ shares    0.217* 
   (1.90) 
Insiders’ shares²   –0.0129*** 
   (–2.66) 
Insiders’ shares3   0.000167*** 
   (3.22) 
Herfindahl ownership 0.0002 –0.00005 –0.0003 
 (0.21) (–0.18) (–1.15) 
Parent –0.267 –0.291 –0.0203 
 (–0.31) (–0.56) (–0.03) 
Issuance characteristics Yes Yes Yes 
Firm characteristics Yes Yes Yes 
Constant 5.102* 4.458 1.684 
 (1.85) (1.65) (0.59) 
Central SOE + Local SOE 0.256 1.332 0.372 
F [0.08] [2.28] [0.18] 
N 310 428 310 
Number of issuers (clusters) 244 329 244 
R² 0.085 0.08 0.12 

 

The table presents the regression of CAR [–1,1] on ownership variables. Issuance and issuer variables, dum-
mies for the sectors and years are included, but not reported. 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. 
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The absence of significance in these estimations may stem from the lack of heterogeneity in 

issuance and financial characteristics, a finding consistent with highly regulated bond mar-

kets. 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. 

Table 6 presents three estimations on different ownership variables. The first col-

umn displays the results with Top Shareholder, Top Shareholder² and Top Shareholder3. 

The second column contains the results with Government Stake and Government Stake², 

while the third column provides the results with Insiders’ Shares, Insiders’ Shares² and In-

siders’ Shares3. Several results deserve mention. 

First, we confirm that there is no overall significant difference between private 

firms and SOEs. The coefficient is only significant for SOE in the second specification. We 

also perform an F-test to test if the sum of the coefficients for both variables Central SOE 

and Local SOE is significant, and find that it is not significant in any of the three estimations. 

Second, we observe no evidence for the influence of Top Shareholder and Govern-

ment Stake. Both variables and their quadratic terms are not significant. Hence, we reject the 

hypothesis of an N-shaped relation between the top shareholder’s share and stock market 

valuation. We also reject the hypothesis of a quadratic relation between government stake 

and stock market reaction. 

Third, we find support for the impact of insider ownership, i.e. we observe signifi-

cant coefficients that are positive for Insiders’ Shares and Insiders’ Shares3, and negative 

for Insiders’ Shares². These results imply the existence of an N-curve for the relation be-

tween insider ownership and stock market reaction in line with our hypothesis on tunneling 

and insider ownership. They show that the relation between shareholder value and insider 

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 insider holdings in the firm.  

The N-shaped relationship is observed with 11% and 41% as turning points. It ap-

pears that interests of insiders and shareholders in a bond issue are initially aligned (up to 

11% of insider ownership). Shareholders expect insiders to use the proceeds of the issue in 

a manner consistent with their own interests. However, as the size of the stake held by insid-

ers expands, shareholders expect a divergence from their own interests. Since bond issues 
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provide large cash flows to insiders, they fear the proceeds may be misused and diverted to 

non-productive investments or tunneled out the firm. Finally, when stake held by insiders 

reaches a certain size (exceeds 41%), the interests of shareholders and insiders appear to 

realign. 

 
Table 7 Regression of cumulative abnormal returns on management variables 
 

 CAR[–1,1] 
Central SOE –0.0927 –0.188 0.455 
 (–0.10) (–0.21) (0.46) 
Local SOE –0.0557 –0.0861 0.243 
 (–0.09) (–0.14) (0.37) 
CEO duality 0.0498 0.00526 0.805 
 (0.07) (0.00) (0.97) 
Independent directors 0.0119 0.0150 0.00577 
 (0.28) (0.34) (0.11) 
Board compensation  –0.00246 –0.00791* –0.00138 
 (–1.07) (–1.81) (–0.55) 
Board size –0.123 –0.108 –0.256 
 (–0.84) (–0.51) (–1.58) 
Low top1× CEO duality  –0.151  
  (–0.10)  
Low top1× Independent directors  –0.0171  
  (–0.33)  
Low top1× Board compensation  0.00814  
  (1.61)  
Low Top1× Board Size  –0.0914  
  (–0.50)  
Low insider × CEO duality   –1.816 
   (–1.30) 
Low insider × Independent directors   –0.0433 
   (–0.81) 
Low insider × Board compensation   –0.00362 
   (–0.76) 
Low insider × Board size   0.128 
   (0.68) 
Top shareholder  –0.0285  
  (–0.88)  
Insiders’ shares   –0.0393 
   (–1.64) 
Issuance characteristics Yes Yes Yes 
Firm characteristics Yes Yes Yes 
Constant 3.599 4.696 3.897 
 (1.04) (1.27) (1.06) 
Central SOE + Local SOE –0.148 –0.274 0.698 
SOE F [0.012] [0.042] [0.232] 
N 171 171 171 
Number of issuers (clusters) 123 123 123 
R² 0.146 0.168 0.184 

 

The table presents the regression of CAR [–1,1] on management variables. Issuance and issuer variables, dum-
mies for the sectors and years are included, but not reported. 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. 
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Table 7 displays three estimations using alternative sets of management variables. We pre-

sent them separately due to numerous missing observations on management characteristics. 

All estimations include Central SOE and Local SOE for key ownership, CEO Duality, Inde-

pendent Directors, Board Compensation, and Board Size. The first column reports the re-

sults with this standard set of variables. The second column displays the results by adding 

interaction terms between management variables and Low Top1. The third column adds the 

interaction of management variables with Low Insider. Our motivation for including these 

interaction terms is that management characteristics primarily matter when ownership is not 

concentrated in the hands of a few shareholders or insiders.  

The key finding is the lack of influence of all management characteristics on the 

stock market reaction the bond issue. CEO Duality, Independent Directors, and Board Size 

are not significant in the three estimations. The only significant coefficient is observed for 

Board Compensation in the second specification with interaction terms when it is negative. 

It is not significant in both alternative specifications, which limits the relevance of this result. 

Moreover, the interaction terms for testing whether the influence of management is condi-

tional to shares held by the top shareholders or insiders are not significant. 

We thus conclude here that management characteristics do not affect stock market 

reaction to a bond issue, leading us to reject our hypotheses associated with these features. 

Table 8 presents the last set of regressions that includes both ownership and man-

agement variables. Our main results are confirmed. First, state ownership does not impact 

the reaction of shareholders significantly. Top Shareholding and Government Stake also 

prove to be mute. On the other hand, even when the management variables are included, 

insider ownership affects shareholder reactions. This suggests that outside shareholders fo-

cus on the size of stake of insiders in the firm as it can determine how proceeds of the bond 

issue are used. At the same time, the management variables remain mute. This further sup-

ports the view that management characteristics do not matter to shareholders. The key de-

terminant is the size of the stake insiders hold in the firm.  
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Table 8 Regression of cumulative abnormal returns on ownership and management variables 
 

 CAR(–1,1) 
Central SOE –0.198 0.0850 0.241 
 (–0.21) (0.09) (0.26) 
Local SOE –0.00846 0.155 0.414 
 (–0.01) (0.22) (0.59) 
Top shareholder  –0.0142   
 (–0.12)   
Top shareholder ² –0.000274   
 (–0.06)   
Top shareholder3 0.000005   
 (0.10)   
Government stake  –0.0091  
  (–0.14)  
Government stake²  –0.00023  
  (–0.19)  
Insiders’ shares    0.425** 
   (1.98) 
Insiders’ shares²   –0.0186* 
   (–1.78) 
Insiders' shares3   0.000189 
   (1.49) 
Herfindahl ownership 0.0001 0.0001 –0.00001 
 (0.11) (0.24) (–0.03) 
Parent 0.490 0.597 0.848 
 (0.43) (0.63) (0.88) 
CEO duality –0.0124 –0.169 –0.324 
 (–0.02) (–0.21) (–0.40) 
Independent directors 0.0173 0.0149 0.0156 
 (0.36) (0.35) (0.38) 
Board compensation  –0.00245 –0.00227 –0.00250 
 (–1.04) (–0.97) (–1.19) 
Board size –0.136 –0.113 –0.135 
 (–0.84) (–0.72) (–0.90) 
Issuance characteristics Yes Yes Yes 
Firm characteristics Yes Yes Yes 
Constant 3.656 4.443 1.244 
 (0.92) (1.20) (0.31) 
Central SOE + Local SOE –0.206 0.240 0.655 
F [0.02] [0.03] [0.22] 
N 171 171 171 
Number of issuers (clusters) 123 123 123 
R² 0.151 0.155 0.192 

 

The table presents the regression of CAR [–1,1] on ownership and management variables. Issuance and issuer 
variables, dummies for the sectors and years are included. Variances are clustered at the issuance level, Vari-
ances 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. 
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5.3 Robustness checks 
We check the robustness of our results by calculating abnormal returns with alternative in-

dexes 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 GICS classification. 

 
Table 9 Cumulative abnormal returns with sector indexes 
 

 N 𝐶𝐶𝐴𝐴𝑅𝑅������ 
Negative  
CAR (%) 𝜃𝜃𝐶𝐶𝐶𝐶 T>|𝜃𝜃𝐶𝐶𝐶𝐶| 𝜃𝜃𝐵𝐵𝐵𝐵𝐵𝐵 T>|𝜃𝜃𝐵𝐵𝐵𝐵𝐵𝐵| 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  
[ 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        
[ 0,0] 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 3*** 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  
[ 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  
[ 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 1.11 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 

 

The table below 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. 
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Table 9 provides CARs with the new computations. We again observe a positive stock mar-

ket 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 Regression of cumulative abnormal returns with sector indexes 
 

 CAR[–1,1] 
Central SOE 0.690 1.114** 0.801 –0.0933 0.214 
 (1.11) (2.20) (1.36) (–0.11) (0.23) 
Local SOE –0.125 0.290 0.0657 –0.186 0.159 
 (–0.28) (0.73) (0.15) (–0.31) (0.23) 
Top shareholder  0.00177     
 (0.02)     
Top shareholder ² –0.00133     
 (–0.31)     
Top shareholder3 0.000015     
 (0.34)     
Government stake  –0.042    
  (–0.89)    
Government stake²  0.00018    
  (0.19)    
Insiders' shares    0.222**  0.469** 
   (1.98)  (2.32) 
Insiders’ shares²   –0.0130***  –0.0215** 
   (–2.68)  (–2.19) 
Insiders’ shares3   0.000168***  0.000221* 
   (3.19)  (1.87) 
Herfindahl ownership 0.0002 –0.0001 –0.0003  0.0001 
 (0.22) (–0.39) (–1.32)  (0.21) 
Parent –0.355 –0.396 –0.0859  0.701 
 (–0.43) (–0.83) (–0.12)  (0.76) 
CEO duality    0.212 –0.121 
    (0.34) (–0.17) 
Independent directors    0.00251 0.00252 
    (0.06) (0.06) 
Board compensation     –0.00260 –0.00259 
    (–1.17) (–1.40) 
Board size    –0.111 –0.112 
    (–0.74) (–0.74) 
Issuance characteristics Yes Yes Yes Yes Yes 
Firm characteristics Yes Yes Yes Yes Yes 
Constant 6.695** 4.043 2.228 3.957 1.466 
 (2.48) (1.64) (0.77) (1.11) (0.38) 
Central SOE + Local SOE 0.566 1.404* 0.866 –0.280 0.373 
F [0.39] [2.93] [1.03] [0.05] [0.07] 
N 310 428 310 171 171 
Number of issuers (clusters) 244 329 244 123 123 
R² 0.098 0.089 0.135 0.146 0.211 

 

The table below presents the regression of CAR[–1,1] calculated with sector indexes. Issue and issuer variables, 
dummies for the sectors and years are included, but not reported. Variances are clustered at the issuance level. 
The t-statistic is reported in parentheses, the F-statistic in brackets. 
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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 five specifications of our explanatory var-

iables with various combinations of ownership and management variables and obtain the 

same basic conclusion. Ownership and management variables do not exert an impact on 

stock market reaction after a bond issue with the exception of insider shareholding. We again 

find evidence of an N-shaped relation between insider shareholding and stock market reac-

tion. 

Thus, the robustness checks confirm our main results. 

 
 

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 three main findings are summarized below. 

First, 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. Shareholders may also expect bond-

holders to perform an effective monitoring on management actions and use of proceeds.  

Second, analysis of this positive stock market reaction provides evidence of the 

influence of some ownership characteristics.  

On one hand, our univariate results suggest that the positive stock market reaction 

only applies to central state-owned companies, even though these stock market reactions are 

not significantly different for these companies than those observed for other ownership 

types. 

On the other hand, we find evidence of an N-shaped relation between shareholders’ 

reaction and insider ownership. Insider ownership contributes to a favorable stock market 

reaction following bond issuance when the insider ownership is either less than 11% or more 

than 41% of the company. The stock market reaction tends to be negative if insider owner-

ship lies within the 11–41% range.  

Third, we observe no influence of management characteristics on stock market re-

action after a bond issue. 
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These findings provide important insights on possible trends in China’s growing 

corporate bond market. Of particular relevance is the finding that investors attach value to 

state and insider ownership, while management characteristics are largely irrelevant. Corpo-

rate bonds can therefore provide a source of funding for firms to ensure their growth without 

diminishing their stock valuation.  
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