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Abstract

This paper studies the announcement effects of the convertible bonds of 50 listed companies in
the A-share market of China. The result shows that there are significant negative effects when the
convertible bonds are issued, in other words, issuing announcement of the convertible bonds can
lead stock prices to decline. However, the significances of the negative effects are different in dif-
ferent markets, bond types, released years and time windows. The volatility of share prices in
Shanghai Stock Exchange is less than in Shenzhen Stock Exchange, and the negative effects are
more significant than in SZSE. The announcement effect of the ordinary convertible bonds is more
significant than the convertible bonds with warrants.
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1. Domestic and Foreign Research Summary

The convertible bond is a kind of bond that allows the holders to convert the bonds into company stocks ac-
cording to the terms formulated in advance within the stipulated time. Generally, the coupon rate is lower than
the common bonds. The convertible bonds belong to the debt capital before the conversion, and then belong to
the equity capital after the conversion. Announcement effect is that the announcement of issuing the convertible
bonds affects the stock price of the company, and the effects include the volatility size and direction of the stock
price. There are a lot of studies about the issuance of new shares and the allotment in China, but the articles that
study the announcement effect of the convertible bonds are fewer and the conclusions are inconsistent. There-
fore, this paper will study if the announcement information of issuing the convertible bonds in the A-share mar-
ket can affect the stock price, and we will calculate the specific value of the effect. The research results of the

How to cite this paper: Wang, B.Q., Miao, J. and Wang, F.X. (2014) Research on the Announcement Effects of the Converti-
ble Bonds in the A-Share Market of China. Modern Economy, 5, 333-340. http://dx.doi.org/10.4236/me.2014.54033



http://www.scirp.org/journal/me
http://dx.doi.org/10.4236/me.2014.54033
http://dx.doi.org/10.4236/me.2014.54033
http://www.scirp.org/
mailto:wangbaoqian@gmail.com
http://creativecommons.org/licenses/by/4.0/

B. Q. Wang et al.

announcement effects of the convertible bonds are abundant, and the scholars make a lot of progress. In general,
the announcement effects consist of the positive effect and the negative effect in foreign. The effects are nega-
tive in the securities markets of the United States, Britain and France; it means that the issue of the convertible
bonds would result in a decline in the company’s stock price. In particular, the effect is the most obvious in
United States, and the value of the average abnormal return rate is about —2% [1]. But the effects are positive in
the securities markets of Japan and the Netherlands; it means that the issue of the convertible bonds would make
the company stock price decline. The value of the average abnormal return rate is about 1.05% in Japan [2] and
the value is about 0.23% which is relatively smaller [3].

Guo Xinwei [4] is the first person who researches the announcement effects of the convertible bonds in China.
He selected 39 companies that issued the convertible bonds before August 31, 2001 as samples, and referenced
to the broader market. The study showed that the prices of 60% of the sample companies declined the days on
which the companies released the information about issuing the convertible bonds. And there were 70% of the
companies of which the stock price fell below the market, and the decreases are about 4.6 times higher than the
usual decreases of the broader market. Later, many researchers have come to similar result that there are nega-
tive effects of the convertible bonds announcement. However, Wang Hui-Yu and Xia Xin-Ping [5] collected 20
companies which issued the convertible bonds to study the announcement effects. The results show that the in-
formation of issuance will make the company’s stock price increase, and the value of the Cumulative abnormal
return rate is 0.26% on Day 0. It means that the announcement results in a significant positive effect. Wang
Yin-Xiang et al. [6] found that the stock prices would decrease on the day of announcing to issue the convertible
bonds, but the positive effect of the announcement gradually reflects in future transactions causing the stock
prices to rise. Tian Ke and Lao Lan-Jun [7] selected 23 companies that issued the convertible bonds before April
30, 2004 as the research objects. The results showed that announcement effects of the listed companies of China
issuing the convertible bonds are not significant.

Due to the facts that the studies are out of date, the samples are generally fewer and the results are uncertain,
this paper selects 50 companies that issued the convertible bonds from January 23, 2007 to March 21, 2012 as
the sample data and adopts the Event Study to research the announcement effects of the convertible bonds in the
A-share market after the split share structure reform.

2. Data Selection and Research Method
2.1. Data Selection

In order to improve the effectiveness of securities data, this paper selects the companies as the research objects
that issued the convertible bonds after 2007. There are 54 companies which issued the convertible bonds from
January 23, 2007 to March 21, 2012. The RZG is excluded due to incomplete data. And the GDDL is excluded
due to the instability of the data. So this paper adopts 52 companies as samples and arranges the data simply. All
of 52 companies are the listed companies in the territory, including 41 companies (Two companies are excluded
In order to ensure the consistency of the overall sample) listed in the SSE and 13 companies listed in the SZSE.
The proportion of the manufacturing sector is the largest in the listed companies which issue the convertible
bonds. The others belong to transportation and warehousing industry and so on.

2.2. Event Study and Define the Event Window

2.2.1. Event Study

The Event Study is a method of calculating the size of the impact of an economic event on the value of the
company by dealing with the financial data. This paper studies the direction and degree of the effects of the an-
nouncement of the convertible bonds, and this research is based on the basis of three implicit assumptions: 1)
The capital market is efficient; 2) The event is not expected; 3) There are no other events during the event period.
The specific approach is choosing a time interval before and after the event and calculating the rate of the ab-
normal return when the information of issuing the convertible bonds is announced. In other words, our purpose
is testing whether the rate of the abnormal return is significantly different from zero in the study range.

2.2.2. Define the Event Window
We choose the day of announcing to issue the convertible bonds as the base date. There are 41 days in the event
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period from the 20th day before the base date to the 20th day after the base date. And we select the data of the
samples in 365 days to estimate the expected rate of return. The time window consists of respective20 trading
days before and after the base date, in which —t means the tth trading day before the base date and +t means the
tth trading day after the base day. The event period of the sub-sample includes 20 days (-10, +10), 10 days (-5,
+5), 2 days (-1, +1) and 1 days.

We calculate the rate of return with the market model method, and the formula is as follows:

Ri,t =a; +ﬁiRm,t + &y

There AR, is the rate of return of Companies i on the tth day, R, is the rate of return of the market on
the tth day, &, istheerrortermand &, ~ N(0,6%). R

The formula of the rate of abnormal return (AR) is as follows: AR, =R, - -fR,,, and there AR is
the AR of Companies i on the tthday, &« and g is coefficients of OLS in the event period.

n

Z AR

The formula of the average rate of the abnormal return (AAR) is as follows: AAR =2 ——  and there
n

m,t

AAR, isthe AAR of Companies i on the tth day, n is the number of companies in the samples.
The formula of the cumulative average rate of the abnormal return (CAAR) is as follows:

n t=t;

1% 1
CAAR 1) = 2 AAR, = —Z Z AR,

t=t i=1 t=t;

and CAAR, ., isthe CAAR of the samples from t1 to t2.

3. Regression Analysis of the Announcement Effects of the Convertible Bonds
3.1. Analysis of the Announcement Effects of the Convertible Bonds of the Overall Samples

We select respective 20 days before and after the announcement date as the announcement range in order to ve-
rify if the rate of the abnormal return is significantly different from zero before and after the announcement date.
The AAR and T-statistics are shown in Table 1. The results show that the number of days with a positive rate of
abnormal return is more than the number of days with a negative one during the 20 days before the base date and
it is opposite during the 20 days after the base date. The most values of the of the AAR are negative after the day
before the base date and significant in the confidence interval of 1%, but the value is positive on the day after
the base date because of the of random events. The value of the AAR is —0.46831% on the6th day after the base
date. The value of T is —1.504 and it is significant in the confidence interval of 5%.

As shown in Figure 1, the value of the CAAR has been rising in the first 17 days of the time interval, and the
value (4.8257%) reaches a maximum on the day before the base date. The value declines rapidly in the time
window (-1, +3). And the value is —0.458% on the third day after the base date. The value is negative and rela-
tively stable in the rest 17 days. It is worth noting that the value is always positive when it is increasing. The
reason for this result may be the listed companies will take into account the interests of the majority of the trad-
able shareholders when they issue the convertible bonds. So they will choose the right time to release the issue
announcements. In general the right time refers to when the return of the company’s stock is significantly higher
than the average market income.

The stock prices of the listed companies will decline during the announcement periods. The announcements
of the convertible bonds have a negative impact on the market value of the companies in the short-term. The re-
sult is consistent with these gotten in the securities markets of the United States, Britain, France and other de-
veloped countries. Theory of Information Asymmetry points out that the companies with good operation will
choose issuing the bonds to raise funds, the companies with poor operation will choose issuing the stocks, and
the ones in between will choose issuing the convertible bonds. In addition, some investors believe that the capi-
tal structure can be optimized and the finance costs can be reduced when the companies issue the convertible
bonds. Generally speaking, the messages of issuing the convertible bonds are bad news rather than good news
for the investors. The stock prices of the companies decline. The rates of the average abnormal return are signif-
icantly negative during several days after the base date.

)
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Table 1. The AAR of the overall samples and T-test.

Time AAR T value P value Time AAR T value P value

—20 0.73210% 1.783 0.123 1 0.10175% 0.119 0.780
-19 0.90067% 2.305 0.024 2 -1.46691% —3.100%** 0.003
-18 0.40793% 1.343 0.255 3 -0.89722% —2.290%** 0.022
=17 0.66114% 1.603 0.086 4 0.13731% 0.447 0.719
-16 0.11737% 0.261 0.697 5 0.00676% 0.116 0.986
-15 0.14422% 0.315 0.691 6 —0.46831% —1.504** 0.153
-14 —0.02965% —0.185 0.935 7 —0.33642% —1.148 0.294
-13 0.12162% 0.170 0.754 8 0.08988% 0.421 0.798
-12 0.51776% 1.261 0.203 9 —0.18497% -0.723 0.485
-11 0.31245% 1.063 0.292 10 —0.20407% -0.631 0.483
-10 0.09090% 0.390 0.801 11 —0.09888% -0.233 0.791
-9 -0.22758% -0.592 0.442 12 0.12862% 0.395 0.678
-8 —0.38341% -0.449 0.375 13 0.31722% 0.730 0.481
=7 0.12495% 0.284 0.706 14 —0.21467% —-0.612 0.545
-6 —0.12722% -0.241 0.767 15 —0.04568% —0.069 0.888
-5 0.54816% 1.613 0.109 16 0.41091% 1121 0.286
—4 0.12457% 0.548 0.687 17 —0.22702% —0.552 0.490
-3 0.14057% 0.636 0.646 18 -0.28871% -0.923 0.365
-2 0.64918% 1.442 0.151 19 -0.01643% -0.030 0.971
-1 -1.14816% —2.716%** 0.008 20 —0.04623% 0.029 0.905
0 -1.87331% —3.667*** 0.001

Note: ***indicates it is significant in the confidence interval of 1%, **indicates it is significant in the confidence interval of 5%, and *indicates it is
significant in the confidence interval of 10%.
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Figure 1. Distribution of the CAAR.
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3.2. Group Study of the Announcement Effects of the Convertible Bonds

3.2.1. Grouped According to the Different Issuance Markets

There are two issuance markets including the SSE and the SZSE in this paper. As shown in Figure 2, the fluctu-
ation of the values of the average abnormal returns in the SSE is smaller than the one in the SZSE. The number
of days with a positive rate of abnormal return is more than the number of days with a negative one during the
10 days before the base date, but it is opposite during the 10 days after the base date. Especially the values are
all negative in the time window (-1, +3).The values are negative in several days before the base date in the
SZSE, but there are many large fluctuations. So we cannot conclude that there are significant negative effects.
And there are only two negative values of Day +2 and Day +7 that pass the test of significance. The cumulative
average rates of the abnormal return in two issuance markets are different, too. The positive values of CAAR
turn into the negative ones with the passage of the time during the event range. It is more clearly that there are
negative announcement effects when issuing the convertible bonds. But the values are always positive during
the event range, so we cannot infer if the announcement could affect the rate of return.

Generally speaking, the negative announcement effects are more obvious in SSE than in SZSE. It indicates
that the investors in SSE are more sensitive than these in SZSE. There may be many reasons such as the number
of samples is relatively small in SZSE resulting in the errors, the announcement effects appear in the market
with the interference of the random factors and the securities market in China is not developed enough so that
the announcement effects are shown in the market immediately.

3.2.2. Grouped According to the Different types of the Convertible Bonds

We select two kinds of convertible bonds including the ordinary convertible bonds and the convertible bonds
with warrants in the paper. The convertible bonds with warrants are the convertible bonds that allow the war-
rants can be traded separately. The Warrants are the right certificates that allow the holders can buy the under-
lying bonds in accordance with the prices agreed in advance within a certain period of time. So the convertible
bonds with warrants are innovative financial products that allow us getting the warrants at the same time while
buying the convertible bonds. The convertible bonds with warrants are different from the ordinary convertible
bonds in the forms of existence, the duration ,the conditions of issue, the terms of design and so on.

There are 13 companies which issue the convertible bonds with warrants and 37 companies which issue the
ordinary convertible bonds in the 50 samples. As shown in Figure 3, there are more fluctuations in the rate of
return of the convertible bonds with warrants than the ordinary convertible bonds. The number of the days with
the positive abnormal return is larger than the ones with negative return in the samples of the convertible bonds
with warrants during the event period, but it is opposite in the other group. As shown in Figure 4, the CAAR the
convertible bonds with warrants is significantly positive during the event period so that it is hard to reach the
conclusion that if there is a negative effect of the announcement of the convertible bonds with warrants. The
values of the rate of the abnormal return are continuously positive in the time window (-20, —10), but they are
not significant on a certain statistics level except the value of Day —20. But the values are negative since Day +3.
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Figure 2. AAR of SSE and SZSE.
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Figure 4. CAAR of two convertible bonds.

After further analysis, we can find that the result gotten by studying the samples of the ordinary convertible
bonds is the same to the one of studying the all the samples. In other words, there are significantly negative ef-
fects while issuing the convertible bonds in the short term.

The announcement effect of convertible bonds with warrants is not significant. We can analyze as follows.
First, it is obvious to invest in convertible bonds with warrants, the investor can both gain from the principal and
interest, and buy stocks with price below the price in positive stock market, or transfer the warrants in the sec-
ondary market arbitrage for gain. That improve the inadequacies of ordinary convertible bonds, and help cau-
tious investors to earn higher returns in a low-risk way. The gradual development of the financial derivatives
market will bring new space for convertible bonds with warrants. Second, the convertible bonds with warrants
passed relatively clear and positive enterprises’ information that the level of performance need to be enhance. In
addition, the innovation of convertible bonds with warrants impresses investors as a fresh thing to make them to
have a certain impulse to invest. Then, the number of investor gets more and more, which leads the announce-
ment effect to be not significant and positive.

4. Conclusions and Policy Recommendations
4.1. Conclusions

The paper takes data of the listed companies that have issued convertible bonds from China’s A-share market as
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sample data. And the data are from 2007 to 2011. The overall research and group study are carried out by event
study research. And some conclusions can be reached, as follows:

a) The announcement effect of issuance of the convertible bonds is negative. Especially in the Day 0, the sig-
nificant negative abnormal return is —1.87%, lower than the U.S.

b) The study on the issuance of convertible bonds in SSE and SZSE shows that the Shanghai is more mature
than Shenzhen, and the volatility of stock price is smaller. In addition, the negative announcement effect of is-
suance of the convertible bonds in SSE is more significant than in SZSE.

¢) The study on ordinary convertible bonds and convertible bonds with warrants by grouping shows that the
announcement effect of issuance of ordinary convertible bonds is more significant than the convertible bonds
with warrants.

Similar to the Western countries, including the United States and Britain, the announcement effect of issuance
of convertible bonds in China is negative, and the market value of companies that have issue convertible bonds
is negatively impacted. The action of issuing convertible bonds of domestic companies conveys a negative mes-
sage to the market, which leads the information asymmetry investors to make adverse selection. Then, the com-
panies’ stock prices decline, and the companies’ market expected values are reduced.

4.2. Policy Recommendations

In this paper, some relevant recommendations may be supplied for government and regulatory authorities, the
issuing company and investors.

Government and regulatory authorities, firstly, need to encourage some financing enterprises to develop some
new appropriate and practical varieties of convertible bonds to enrich China’s financial market; Secondly, dis-
tinguish the form of issuing convertible bonds and the approval process, and develop more detailed examina-
tions and approvals for different categories of convertible bonds; Thirdly, dynamically regulate the information
disclosure authenticity of the listed companies to eliminate the occurrence of false fraud; Fourthly, increase the
size of issuing convertible bonds in the domestic market of the investment entities of funds and brokerage and so
on, and develop the specialized fund projects for convertible bonds; Finally, change the ideas of enacting laws
and regulations, and analyze and get the nature of convertible bonds.

The main body of the issuing company needs to choose the right way at the right time to issue convertible
bonds, including reasonable designing and issuing program and the correct choice of investment opportunity.
Although the announcement effects of issuing the convertible bonds are negative, timely adjusting the designed
program will affect the direction of the effects, then, the positive effect can be achieved. First of all, the issuing
company should predict future market trends as well as investors” preference of the target market yields to ra-
tionally design the coupon rate of convertible bonds; Secondly, it should fully consider the reasonable standards
of prices going up to ensure transfer stock price floating in the range of established standards. The best invest-
ment opportunity needs to be during the stock market changing from the poor to better, that can avoid more dif-
ficult to achieve conversion and raise capital.

The rational investors need to analyze the financial condition of the issuing companies in detail and interpret
the issuing terms seriously. At the same time, they must always pay attention to the changes of the stock price
and the interest rate so that they can be able to change the convertible bonds into the stock at the right time and
obtain a higher income. In addition, the investors also pay attention to the relevant documents of the regulators
and the propaganda department in order to change the investment plans according to the documents. And they
can concern about the situations of the developed foreign securities markets to reference the advanced expe-
rience. And they must alter the speculative attitudes and behaviors that they sell the stocks after the conversion,
because these behaviors may affect the growth of China’s securities market adversely.
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