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Differential Clienteles and Convertible Bond Underpricing
----An analysis of the China market
Abstract

The underpricing of convertible bonds has been a puzzle in the finance literature. We
investigate the differential clienteles and liquidity hypothesis on China convertible
market using large sample analysis. The empirical study shows that the theoretical values
for the analyzed convertible bonds are on average more than 10.2% higher than the
observed market prices. The underpricing has significant relationship on maturity, stock
turnover and stock book-to-market ratio, and the relationship between convertible bond
return and stock return are weaker than theoretical prediction. All these evidences support
the differential clienteles hypothesis. We could not find further evidences supporting the
liquidity hypothesis.
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Differential Clienteles and Convertible Bond Underpricing
----An analysis of the China market

Abstract

The underpricing of convertible bonds has been a puzzle in the finance literature. We
investigate the differential clienteles and liquidity hypothesis on China convertible
market using large sample analysis. The empirical study shows that the theoretical values
for the analyzed convertible bonds are on average more than 10.2% higher than the
observed market prices. The underpricing has significant relationship on maturity, stock
turnover and stock book-to-market ratio, and the relationship between convertible bond
return and stock return are weaker than theoretical prediction. All these evidences support
the differential clienteles hypothesis. We could not find further evidences supporting the
liquidity hypothesis.
Keywords: Convertible bond, Differential Clienteles, Liquidity

JEL classification: G13, G15



1 AEGTREAKEDL

W AT RE RME R Rl

am ZA gy ey TR W e s kw0 gk
A e it L 5 40 2003-2-27 AAA 1 1 1 1
KB i it 5 32 2002-8-13 — 1 1 1 1
PR ki 3 4.1 2003-9-10 AAA 1 1 0 1
[iEL ke i 5 4.9 2003-8-11 AA- 1 1 1 1
X o ki 3 11.9 2003-4-3 AAA 1 1 1 1
52 B A it 5 9.5 2003-10-28 AAA 0 1 1 1
FF6 e ot ki 3 8.3 2002-4-18 — 1 1 1 1
ERTR AT it 5 8 2003-6-30 AAA- 1 1 1 1
LL e A L 5 25 2003-6-16 AA+ 1 1 1 1
HEHL A3 it 5 8 2003-6-3 AAA 1 1 1 1
Lo ki 5 20 2003-7-18 AAA 0 1 1 1
HISE o it 5 20 2003-11-26 AAA 0 1 1 1
ENIDEFE o ki 5 18 2004-11-10 AAA 1 1 1 1
AT et i 5 65 2004-11-10 AAA 0 1 1 1
WA L 5 12.5 2004-5-12 AAA 1 1 1 1
L5 it 5 8.83 2004-10-19 AA+ 1 1 1 1
B ki 5 7 2004-5-20 AAA 1 1 1 1
TLIERE 5 it 5 8.8 2004-4-15 AAA 1 1 1 1
INZ= 2 it 5 12 2004-7-1 AAA 1 1 1 1
SR B fi “wII 5 20 2004-9-15 AAA 1 1 1 1
i # e Ao | 5 7.6 2003-5-21 AA+ 1 1 1 1
HE U wII 5 7 2002-10-16 AAA 0 1 1 1
MR 5 | 5 10 2004-9-7 — 1 1 1 1
F o wII 5 5 2003-4-24 AAA- 1 1 1 1
M5 ot wII 5 20 2004-7-16 — 1 1 1 1
HE PG wYI 5 4 2003-9-1 AAA- 1 1 1 1
SR | 5 2004-8-11 AAA 1 1 1 1
A wII 5 20 2003-12-16 AAA 1 1 1 1
JiF 2 I 5 19.9 2004-9-24 — 1 1 1 1
22 3% 2 A 5 8 2002-9-9 AAA 0 1 1 1

Ve R MIINASFHITH 1L 0 BB IR R RATIZM R AR 1 RoR T, 0 Rk

R 2: AT bR T I A

CIEE2i PRI B 5

BIPN SR A bRt 22 RRoliEES brE 2
¥ 339 0.005% 0.749% -0.049% 2.018%
rh 5 354 -0.001% 0.691% -0.046% 2.046%
10%3 4 161 -0.026% 0.338% -0.148% 1.640%
90% 5347 580 0.033% 1.418% 0.058% 2.381%
s/ ME 157 -0.037% 0.234% -0.329% 1.339%
SN 669 0.091% 1.850% 0.204% 2.567%

17



R 3 ATEATHIT ST

i i 223894 T Giit it ks 2 AL 2 HREE R s
R -11.7% -63.8 -10.4% -260.0
KI5t -12.9% 2721 -13.3% -300.0
AT -6.5% -32.8 -6.0% -174.0
[igeL e -13.6% -60.6 -13.5% -206.0
ML A -5.1% -37.7 -4.5% 2255
R 5t -13.1% -90.9 -12.3% -182.5
FROGH5 -5.0% 22.7 -4.5% -152.5
ERTR T -6.6% -66.3 -6.6% -223.0
1L & -11.8% -74.0 -11.7% -221.0
e A5 -6.3% -25.8 -6.6% -160.5
ESER 2 -8.4% -98.4 -8.6% -228.5
HISER %4 5 -10.4% -106.4 -10.1% -175.5
L 5 -12.2% -50.9 -13.4% -81.5
FRAT e -13.9% -200.5 -14.0% -80.5
A5 -10.0% -57.0 -9.8% -121.5
T L A5 -13.3% -45.6 -13.0% -88.5
AT -10.9% -85.9 -11.4% -119.5
TLHERE A5 -5.3% -17.6 -4.8% 945
BN 27 -11.1% -32.7 -13.8% -103.5
Joé M B £ -11.6% -72.0 -12.1% 97.0
R A A3 -8.6% -38.5 -8.5% -205.0
MU Ao -7.8% -68.6 -7.1% -293.0
AL A5 -15.4% -118.0 -15.6% -80.0
F Aot -5.8% -34.6 -6.1% -83.0
R -11.8% -88.9 -11.9% 97.0
VA5 -7.4% 327 -1.2% 201.5
KB -11.9% -104.9 -11.9% -86.5
AN -14.0% -88.1 -14.4% 95.5
TR 2 -11.8% -88.6 -12.0% -81.5
25 2 -11.3% -46.7 -9.9% -313.0

18



® 4 HXHOHEMES Y

FOXH A (ELVE % 23 st 2 b 3

KT M

0.38 0.76 -4.23% -4.69%
0.76 0.83 -721% -7.03%
0.83 0.88 -7.78% -8.07%
0.88 0.91 -10.19% -10.24%
0.91 0.94 -10.58% -10.78%
0.94 0.98 -11.66% -12.06%
0.98 1.02 -11.97% -12.67%
1.02 1.06 -12.22% -12.49%
1.06 1.12 -11.06% -11.47%
112 1.19 -11.04% -11.50%
1.19 1.29 -9.63% -10.04%
1.29 2.38 -8.01% -7.62%

5 10 KFFANPHUGBTEAFFA ] (%)

BURBFEA AR LS 1R HURAA ANFEA B Ch g0
AR CRAERD BIE30 JBe 5 CIE=30 JBe 5
1 45.7 4.1 429 3.7
2 52.4 3.9 51.1 2.8
3 60.1 5.2 56.3 3.7
4 64.2 49 62.7 4.4
5 68.7 5.8 65.5 4.6
6 54.2 5.8 56.3 3.5
®6: SEMMELILR
AR P AR/ B SR P BT A P TE JBe 52 i
BME 2.6 450151.3 34871.0
T 2.5 378282.3 24646.7
BRME 4.1 1574667.6 94619.4
/ME 1.3 134767.9 8670.2

19



T WEBIHIRES T

B S H 1 R 8K Wk ZE M ks 2 AL 2
KT N
14 822 -3.38% -3.37%
823 1095 -8.12% -8.30%
1096 1264 -6.94% -7.52%
1265 1378 -8.77% -8.73%
1379 1486 -9.47% 9.52%
1487 1564 -9.86% -10.44%
1565 1625 -11.07% -11.18%
1626 1691 -12.43% -12.58%
1692 1755 -12.93% -13.19%
1756 1932 -13.36% -13.71%
E X PE TSRSt eI EnRAEVEES
iR A & iR A &
e S BRI R 2 bl EA s S BRI A 2 R
RS 0.51 0.86 T L ot 0.07 0.18
KI5t 0.29 0.60 BT 0.10 0.42
A 0.52 0.89 VLG ot 0.17 0.55
[igeL e 0.14 0.54 BN A 0.04 0.23
bt 0.31 0.53 JRE M A5 0.22 0.40
Rt 0.34 0.66 e it 0.45 0.75
BH G 3 0.19 0.42 MU 0.21 0.49
a5 0.07 0.29 AL 0.30 0.81
1L & 0.11 0.47 F i 0.08 0.37
e A5 0.12 0.48 HEFF T 0.07 0.42
EEER 2 0.23 0.48 P 0.09 0.31
HISEA 4 5 0.24 0.58 B 0.52 0.68
(KA 0.10 0.31 EERLEER D 0.11 0.40
AT A5 0.22 0.48 TikHE 2 0.20 0.44
B 0.08 0.43 L2 2 0.04 0.43

e PLERIHREBISE 1%K 1 P a2,

20



R 9: AL AN KB

O] 2 3) ©) (5) (6) @) (®) C)
Long -0.058  -0.057  -0.057  -0.059  -0.055  -0.058  -0.058  -0.056  -0.056
(8.55) (9.24) (8.85) (8.73) (8.46) 9.17) (8.74) (8.36) (8.30)
Rp -0.683  -0.696  -0.703  -0.678  -0.699  -0.689  -0.696  -0.691 -0.688
(11.48)  (11.66)  (11.85)  (11.87)  (10.99)  (12.00) (12.17)  (11.31)  (10.97)
Rp2 0.319 0.325 0.334 0.318 0.327 0.323 0.331 0.325 0.327
(10.95)  (11.03)  (11.41)  (11.28)  (10.56)  (11.33)  (11.69)  (10.84)  (10.60)
Ashp -0.006 -0.021
(-0.49) (-1.66)
Retstd -0.171 -0.202 0.179
(-0.75) (-0.89) (-0.65)
Bh 0.015 0.015 0.014 0.016 0.015
(3.13) (3.26) (3.13) (3.73) (3.69)
Bm 0.022 0.023 0.024
(5.36) (5.56) (5.82)
Stto -0.553 -0.55 -0.46
(2.89) (2.88) (2.20)
R2 0.53 0.53 0.54 0.54 0.55 0.54 0.55 0.56 0.57
A A5 SR RIE R B 5 22 B ¢ GEit
#10: HEATSHE A BTz R
Difto Difill
B -0.87% 0.056
RN 0.12% 0.043
10%53- 7 -3.78% -0.052
90%73- 1 0.34% 0.200
B/ME -10.60% -0.201
HRME 0.43% 0.519
KT 0 B4 21 23
Difto >0 Difill >0
FEAS H L4 55% 59%

21



10%
5%
0% a8 8 & 0 & & & & & & & & & & & & & & &0 & & & 0 &0 & & & &0 & & & & 0 & @& Q& §
270205 200211 200305 200311 200405 200411 200505
—5%
—-10%
-15% P
—-20%

Bl 1 WA P33 i 81

22




B2 1 TR R AT 2 RS

JE A

AT A RR JBe AR ik WifE (2o e He 1 IR WA
A A5 600016 b 48.1 20.2% 0.25 26.66
IKIBH A5 600087 AWy 8.6 30.4% 0.29 24.57
PRAR LT 600096 il b 8.8 27.2% 0.37 21.10
ik 600117 & Ml 7.4 27.5% 0.45 23.61
TR A fi 600177 il 21.0 39.6% 0.41 13.26
=R 600196 il & Ml 13.4 38.3% 0.40 23.71
FHOG ot 600220 sl 12.6 38.1% 0.39 26.13
Fek i e 5t 600236 Fanei & a4 11.4 16.3% 0.38 26.99
Ll J A A5 600567 sl 4.8 37.4% 0.27 51.37
e A 600726 I 10.1 15.0% 0.45 27.14
] 2 £ 600795 WAL 25.3 25.1% 0.47 18.67
HEW 5 5t 600001 il 24.5 33.0% 0.89 14.03
(IR 600010 b4 17.9 28.0% 0.65 11.27
FRAT A 600036 SrHl 162.2 26.3% 0.30 27.67
AR 600037 LR i 18.1 29.6% 0.31 25.90
B LA 600219 & Ml 12.4 52.5% 0.65 15.84
H AT 600317 WIS 9.3 40.0% 0.42 34.77
TLHEREf5E 600418 il & Ml 12.8 38.3% 0.39 16.18
EINA=2 R 600874 ARyl a4 8.2 8.5% 0.21 35.02
SR At 000488 il 23.6 26.3% 0.49 14.32
R A A5 000630 il 10.5 39.2% 0.75 20.45
e UL 000729 il 19.8 28.0% 0.51 24.67
A% 000822 il 10.9 34.0% 0.59 20.01
F Aot 000930 il 12.0 50.9% 0.63 21.45
HSEIA 000932 il 252 25.5% 0.58 13.02
P A 000936 il 4.8 25.0% 0.30 29.98
KRR 000937 P 10.8 23.5% 0.37 33.62
R0 000959 HillIE M 20.0 15.2% 0.39 19.32
Tk 2 000002 Jrzp: a4 60.8 66.7% 0.51 16.83
22 9% 2 000301 il & Ml 9.4 21.4% 0.29 41.86
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