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e 75 K AT B (Derrien, 2005; Ljungqvist et al., 2006) , 3% 15 8¢ = B AR 85 R MC A o 1 4n, BB 39 2l 2%
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FERATRAR P . ST LR T R T R B B — R SRR S 5 A 62 B L K
FIRE I o U R AR A R R R ERAT , FRAR & AT 5 IR R AR A Ak R i 7 SR Ik SR R Y
Al B 1 24 AU A A £ B, AT R R — T B R B S RE R B & AT TR B
R T 0 5 il 9% AR ot T 0 o R SR R AT R B R R AR A 2 A, — B g o G R
WHEF AN LSRRG ET S — %2, WL, s mALHE B A E WL LG 5T 97
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PIRAT , 3K B RAT 23 30 i AR S 1 A SR S| FAB B H 2 5 — Gl ikl . VIE G, AR SRSy
e 24 BR A ot I Ak 55 ), AR LG T B BT 98 4 70 R A AR AT AR B R T S, B BT B A TR AR AT AR B R
e TR B9 50 05 A AT AR IR 28 2 A7 A8 1035 R R
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1. B 2 5 $48 Sk R
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FEREARTE R T5 1, i1 T A SO ST % GO RAT AR A 1 B it 5 AR A BRI S AR AT AR B R AR AR . 28U 4t
TR B, BT RAT B 25 1 3 b i rb 3 S 5 0 Al R SR R B AR A TR N R B T . D3 A, IR
(AT B Y U BR5 rb ) SR A A ] B 2 S, DR OGS S b SR R A R SR AR A
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LEEEN

(DB AR, A ST A B E U5 e e o o 2, (R o 30 S5 40 2R A7 i i) 55 v ) o
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Investment Role of Bank Underwriters and Bond Pricing Efficiency:
Analysis Based on a Quasi-Natural Experiment of Tightly Controlled
Bond Holding Business
LIN Wan-fa, ZHAO Zhong-kuang, LIU Yan, FANG Mei

(Economics and Management School, Wuhan University)

Abstract: With the sharp increase in the number of bond defaults, underwriters have been
repeatedly pushed to the forefront of the market, and the role of underwriters in the bond market has
been widely questioned by the public, and caused the attention of regulators. However, existing
literature has not focused on the impact of banks as investors on the bond market. Therefore, this paper
will analyze the impact of the investment role of bank underwriters on bond pricing efficiency.

This paper finds that the credit spread of bonds issued by bank underwriters with insufficient
investment funds decreases more, and the price in the secondary market decreases more, which indicates
that secondary investors in the bond market do not recognize such low coupon bonds, and further
indicates that there is a pricing distortion in the primary market of bonds. The mechanism test shows
that the share of primary market purchases by funds associated with bank underwriters have
significantly decreased after the promulgation of Circular No. 302, indicating that the primary market
participation of bank underwriters has indeed decreased. The distortion effect in bond pricing is more
pronounced in the group of high-risk firms and bonds. Extensive analysis shows that low coupon rate
act as a “good” signal to attract informationally disadvantaged investors, and underwriters use delayed
book building to find more informationally disadvantaged investors, thus ensuring a successful bond
issue. In addition, banks with significant relationships with local governments have wider credit spreads
on the issuance of underwritten bonds, and the premium caused by banks’ low coupon rates can
increase their underwriting market share and reduce the proportion of bad loans. This conclusion
explains the incentive for banks to hold down the coupon rate in terms of their own profits.

The potential contributions of this paper are as follows. This paper is the first to use the exogenous
impact of the restriction of Circular No. 302 on bond holding business to empirically test the impact of
the primary market investor role of bank underwriters on the pricing efficiency of bonds, which enriches
research on the investment behavior of bank underwriters in the primary bond market. Through
empirical test, this paper finds that the purchase behavior of underwriters in the primary market will also
affect bond pricing, so as to further enrich research on influencing factors of bond pricing. The policy
suggestions are as follows. On the one hand, regulatory authorities should consider strengthening the
follow-up responsibilities of underwriters and other financial intermediaries for bond underwriting to
reduce the moral hazard of underwriters. On the other hand, regulatory authorities should continuously
improve corporate information disclosure system and the quality of information disclosure, so as to
better protect investors.

Keywords: bank underwriters; investment role; bond credit spreads; primary and secondary market
spreads
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