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1
Table 1 Statistics of local relationship underwriting samples
/
/ /
/
338 145 21 68 7 21 600
56.33% 24.17% 3.5% 11.33% 1.17% 3.50% 100.00%
2.2 2015 1 1 “43 7
(Y,) Spread,, ) Policy2015, 1

Rating _Down, Puri | 0.

Kang  Liu * Spread,, ( Local) ( Cit—
@: y) N ( Firm) .
Rating _Down,, Kang ( Underwriter) ( Bond) 4
Liu 2 5 F_Issue_Amount,, _,
Relationship,, . U_Succession,;, _,
3
( Relationshipl ) U_Succession;,_, 1
( Relationship2,) 0 * . U_Reputation,, _,
( Relationship3,) .
( Insti _ Environment) 3
5% U_Reputation, _, 1 0%,
Julio Yook * . 3
5 AY
1 B_Type_MTN, B_Type_CB, 3
Political _
Uncertainty, 1 0@, 2.
@ Puri ' 1 (30 )
2013 1
Kang  Liu
2 3
® 1 210 . 1

® ©
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Table 2 Variable definition and description

Spread,,

(%)

Rating_Down,,

Relationshipl,,

Relationship2,,

Relationship3,,

Relationship_Intensity;,

Political_Uncertainty,

Policy2015,

City_GDP_Growth,, _,

GDP

City_LnFiscal;, _|

Local_Bond,, _,

Local_Index;, _

Local_Province;, _,

Local_BigCity,, _,

F_LnAsset

i =1

1990

F_Leverage;, _,

F_LnAge,, _,

F_ROA; _,

F_Issue_Amount,, _,

CPI 1990

U_Reputation;, _,

5%

U_LnAge;, _,

U_Succession;, _,

B_LnAmount,,

CPIL

1990

B_LnM,

B_Rating;,

B_Type_MTN,

B_Type_CB,

B_Put;,

B_Call,

B_Secured,,

Y, = By + BrauRelationship, +

k
n n
2 Bszxml ContrOZsir + Eir

n=1

(1)

Yy =vo + YaaRelationship, +

Vi Insti_Environment,, +

Y ket Relationship, xInsti_Environment,, +

k
n n
yCun[rvl Contr()lsi[ + 5il

n=1

(2)
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(2) (1) (CCER)  Wind
( ; .
) .
« ” 3
. N 3 3
e 3 451
18.2% 17. 4%
31. 5%
2. 438% 0.15%  6.38%
36.7% |
( PSM) — 45.3% (
»
2.3 44. 4%
( ’ 8.2% NN
. .10
N ).
34.9%
( R ) ’ ’ 1 GDP ~41.0%  39.7%.
(
) Wind 105. 622 12
( 2.8% 49.4%
‘ \ 3.5%.
GDP . GDP. 2.709
). CPI Wind 6 (- AAA)
16.7% 15% -
48.1%  23.7%
51 << N
(2016) ). . 56.7% 36. 9%
6.4%
3
Table 3 Descriptive statistics for variables
Spread,,( %) 3451 2.438 2.420 1.033 0. 150 6. 380
Rating_Down,, 3451 0.051 0. 000 0.221 0. 000 1. 000
Relationshipl ,, 3451 0.174 0. 000 0.379 0. 000 1. 000
Relationship2 ,, 3451 0. 140 0. 000 0. 347 0. 000 1. 000
Relationship3 3451 0. 098 0. 000 0.297 0. 000 1. 000
Relationship_Intensity;, 3451 0. 059 0. 000 0.177 0. 000 0. 985
Political _Uncertainty, 3451 0. 367 0. 000 0. 482 0. 000 1. 000
Policy2015,, 3451 0. 453 1. 000 0. 498 0. 000 1. 000
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3
Table 3 Continues
City_GDP_Growth,, _, 3 451 0. 104 0.093 0. 064 -0.410 0. 397
City_LnFiscal, 3 451 8.613 8.673 0.783 1.053 10. 184
Local_Bond,, _, 3 451 0. 349 0.284 0.227 0. 004 1.073
Local_Index,, _, 3 451 7.554 7. 460 1.753 0. 620 9.950
Local_Province,, _ 3 451 0. 444 0. 000 0. 496 0. 000 1. 000
Local_BigCity,, _, 3 451 0. 082 0. 000 0.274 0. 000 1. 000
F_Asset, ,/ 3 451 105. 622 44.027 244. 640 2,742 | 4242.212
F_LnAsset,, _, 3 451 13.159 12. 995 1. 060 10. 219 17. 563
F_Leverage,, _, 3451 0. 494 0. 506 0.175 0. 003 0.923
F_Age, _, 3 451 12.338 11. 000 6. 540 1. 000 64. 000
F_LnAge,, _, 3 451 2.367 2.398 0. 564 0. 000 4.159
F_ROA, _, 3 451 0. 028 0. 025 0. 021 -0.120 0.214
F_Issue_Amount;, _, 3 451 0. 036 0.017 0. 044 0. 000 0.391
U_Reputation;; _, 3451 0.182 0. 000 0. 386 0. 000 1. 000
U_Age, / 3 451 16. 589 16. 833 6.593 0.296 32.951
U_LnAge,, _, 3 451 2.699 2.823 0. 530 -1.218 3.495
U_Succession;, _ | 3451 0.315 0. 000 0. 464 0. 000 1. 000
B_Amount,, / 3 451 2.709 2.301 1.761 0.184 24. 081
B_LnAmount,, 3 451 10. 035 10. 044 0. 594 7.518 12.392
B M,/ 3 451 6. 246 7. 000 1.673 2. 000 15. 000
B_LnM, 3 451 1.795 1.946 0.277 0. 693 2.708
B_Rating, 3 451 0. 167 0. 000 0.373 0. 000 1. 000
B_Type_MTN,, 3 451 0. 369 0. 000 0. 483 0. 000 1. 000
B_Type_CB, 3 451 0. 064 0. 000 0. 244 0. 000 1. 000
B_Pui, 3 451 0. 150 0. 000 0.357 0. 000 1. 000
B_Call, 3 451 0. 481 0. 000 0. 500 0. 000 1. 000
B_Secured, 3 451 0.237 0. 000 0. 425 0. 000 1. 000
1 F_Asset;, B_Amount;, F_LnAsset, _,  B_LnAmount,,
34
3 ( City_ LnFiscal, _|) .
( Local_Province,, _,)
3.1
4
1 3 3 10
4 Relationshipl,,
Relationship2,  Relationship3, 1)
1 % A)
;2)
( Local _Index,, _,)
“ @
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Table 4 Effect of local relationship underwriting on the spread of municipal bonds
Spread,,
1 2 3
H*kk
Relationshipl _(0—2936)
Kkk
Relationship2 —( 0-_ 120377)
*kk
Relationship3;, -0.134
(-3.19)
City_GDP_Growth,, _, 0.231 0.228 0.223
(0.86) (0.85) (0.83)
K%k *x *%
City_LnFiscal,, _, -0.071 -0. 068 -0.069
(-2.15) (-2.09) (-2.11)
Local_Bond,, _, 0. 068 0.076 0. 080
(0.74) (0.83) (0.87)
Hokok ok o
Local_Index;, _, -0.040 -0.041 -0.041
( —3.36) (-3.39) (-3.37)
. -0.162*** -0.163 ™ -0.165***
Local_Province,, _,
(-3.33) ( -3.36) ( -3.40)
*kk *kk *kk
F_LnAsset;, _, -0.103 -0.103 —~0.104
( -3.52) (-3.53) ( -3.57)
F_Leverage, -0.149 -0.150 —0. 147
_ o (-1.26) (-1.26) (-1.23)
0.029 0.027 0.027
F_LnAge,
_LnAge; _, (0. 89) (0.83) (0.83)
F_ROA, _, =0.655 -0.711 -0.755
( —0.86) (-0.93) (-0.99)
F_Issue_Amount;, _, -0.580 -0.576 -0.586
(-1.41) ( -1.40) (-1.42)
U_Reputation,, _, -0.046 -0.044 -0.046
_ : (_-1.30) (-1.25) ( -1.30)
0.012 0.011 0.011
U_LnAge,
_LnAge; (0‘46) (0.42) (0.41)
Successi 0.023 0.022 0.024
U_Succession;, _;
(0.86) (0.79) (0.88)
*kk Kkk *kk
B_LnAmount,, -0.123 -0.122 -0.120
( -4.10) (-4.07) (-3.99)
B_LnM, -0.006 -0.011 ~0.010
( -0.08) (-0.14) (-0.13)
B_Rating —0.485** —0. 4847 —0. 484 7
_ ( -8.38) ( -8.38) ( -8.40)
Kkk Kkk kKK
B_Type_MTN, -0.212 -0.211 -0.223
(-2.97) (-2.97) (-3.13)
*kk Fkk *kk
B_Type_CB,, -0.416 -0.421 —0.412
( —5.08) (-5.15) ( =5.03)
B_Put, -0.023 -0.020 —0.020
( -0.35) ( -0.30) (-0.31)
ok ok ok
B_Call, 0. 165 0.167 0.167
(2.33) (2.36) (2.36)
o 0. 089 ** 0. 090 ** 0. 090 **
B_Secured,,
(2.38) (2.39) (2.40)
N 3 451 3451 3451
R? 0.717 0.717 0.718

N 10% 5% 1% : \
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7 3 Relationshipl,  Relationship3,
Relationshipl,, « Relationship2 5 2 Relationship3,
Relationship3,,
3 . Relationship _Intensity,
Relationshipl ,, < Relationship2 , «
Relationship3,,
5
Table 5 Effect of local relationship intensity on the spread of municipal bonds
Spread,,
1 2 3 4
-0.062 -0.021 -0.055
Relationshipl ;,
(-0.64) (-0.38) (-0.57)
-0.032 0. 058
Relationship2,,
(-0.32) (0.48)
o -0.109" -0.135"
Relationship3,,
(-1.68) (-1.74)
-0.216™*
Relationship_Intensity;,
( -2.88)
0.279 0.272 0.272 0.268
City_GDP_Growth,, _,
(0.98) (0.96) (0.96) (0.94)
. . -0.077** -0.076** -0.077** -0.079**
City_LnFiscal;, _ |
(-2.28) ( -2.28) (-2.30) (-2.34)
0. 064 0.071 0. 069 0.076
Local_Bond,, _,
(0.68) (0.75) (0.73) (0.80)
-0. 040 *** —0. 040 *** —0. 040 *** -0. 040 ***
Local_Index;, _,
(-3.31) (-3.28) (-3.27) (-3.30)
. -0. 146 *** -0. 148 *** -0. 148 -0. 145
Local_Province;, _,
(-2.95) (-2.98) (—2.98) (-2.94)
-0.089 *** -0.091*** -0.091*** -0. 092 ***
F_LnAsset;, _,
(-2.87) (-2.91) (-2.91) ( -2.96)
-0. 147 -0.144 -0.144 -0.154
F_Leverage,, _,
(-1.20) (-1.17) (-1.17) (-1.26)
0. 040 0.039 0. 040 0. 040
F_LnAge;, _,
(1.17) (1.14) (1.17) (1.18)
-0.338 -0.402 -0.389 -0.395
F_ROA,, _,
(-0.42) ( -0.50) (—0.48) ( -0.49)
-0.558 -0.567 -0.569 -0.558
F_Issue_Amount;, _,
(-1.31) (-1.33) (-1.34) (-1.31)
-0.048 -0.050 -0.051 -0.049
U_Reputation;, _,
(-1.32) (-1.37) (-1.39) (-1.35)
0. 000 -0.000 0. 000 0. 000
U_LnAge;, _,
(0.02) ( -0.00) (0.01) (0.01)
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5
Table 5 Continues
Spread,,
1 2 3 4
U_Succession, 0. 008 0. 009 0.010 0. 007
(0.27) (0. 30) (0. 34) (0.25)
B_LnAmount, -0. 1317*** -0. 129 *** -0. 129 -0.131***
( -4.10) ( -4.03) (-4.03) ( -4.10)
B, -0.063 -0. 064 -0.063 -0.065
( -0.81) ( -0.83) ( -0.81) ( -0.83)
B_Rating, —0. 484 % —0. 483 % —0. 484 % —0. 483 ***
( -7.79) ( -7.80) ( -7.81) ( -7.80)
B_Type_MTN, -0.274** -0.284 " -0.286*** -0.278
( -3.68) ( -3.81) ( -3.82) ( -3.75)
B e CE, 0. 482 ~0. 476 —0. 47475 ~0. 478
( -5.72) ( -5.65) ( -5.58) ( -5.69)
B_Pui, 0.012 0.014 0.012 0.014
(0.19) (0.21) (0.19) (0.22)
B_Call, 0. 199 *** 0. 200 *** 0. 199 *** 0. 202 ***
(2.74) (2.76) (2.75) (2.79)
B_Secured, 0. 094 ** 0. 094 ** 0. 094 ** 0.095**
(2.47) (2.48) (2.48) (2.51)
N 3451 3451 3451 3451
R? 0. 705 0. 705 0. 705 0. 705
R 10% 5% 1% ; ¢
5 Kang  Liu *
@
(
)
3.3
(
) Kang  Liu ™
5
5 6
/ )
177 (3451)  5.13%.
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Table 6 Effects of local relationship underwriting on the quality of municipal bonds

Rating_Down,,

1 2 3
Relationshipl ,, ( - 01‘ 12823)
Relationship2,, ( —01- 107;
Relationship3 , _% 18580)
City_GDP_Growth,, _, (— ! ~1427‘; | (— 1 .144;25 | (— 1 .14371 )
City_LnFiscal,, _, - 0.066 -0.063 -0. 062
(-0.81) (-0.77) (-0.77)
Local_Bond,, _ | -0.455 -0.433 -0.434
' (-1.44) (-1.38) ( -1.39)
Local_Index,, _, -0.037 -0.039 -0.041
(-1.08) (-1.13) (-1.19)
Coso | Cos | Coss
F_LnAsset,, _, -0.015 -0.015 -0.015
( -0.16) (-0.17) ( -0.17)
F_Leverage,, _, -0.078 -0.076 -0.077
(-0.18) (-0.17) (-0.17)
F_LnAge, _, 0.3117 0. 308 *** 0. 305 ***
(2.87) (2.85) (2.82)
F_ROA, _, 1.729 1.553 1. 543
(0. 66) (0. 60) (0.59)
F_Issue_Amount;, _ | ((1)0(;‘:) (06.00767) (%(2)863)
U_Reputation;, _, 0.033 0.040 0. 046
(0.27) (0.34) (0.39)
U_LnAge;, _, 0.107 0. 105 0. 106
(1.28) (1.26) (1.27)
U_Succession;, _, -0.173 -0.178 -0.176
(1. 45) (-1.50) (~1.48)
B_LnAmount,, 0.053 0. 054 0. 054
(0.45) (0.45) (0. 45)
B_LnM, 0.294 0. 287 0.285
(1.28) (1.25) (1.25)
B_Rating, -0.058 -0.065 -0. 066
' (-0.30) (-0.34) ( -0.34)
B_Type_MTN, ~0. 759 —0. 754 %% ~0. 758 ***
((=2.95) ( -2.93) ( -2.95)
B_Type_CB, -0.316 -0.322 ~0.320
(-1.34) (-1.38) (-1.37)
B_Put,, -0.115 -0. 109 -0.107
( =0.45) (-0.43) ( -0.42)
B_Call, -0.154 -0.150 -0.149
( -0.58) (-0.57) ( -0.57)
B_Secured,, 0. 046 0. 049 0. 048
(0.37) (0.39) (0. 39)
N 3429 3 429 3429
R 0.302 0.302 0.302
*k H*k¥k

10% 5%

1%
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Table 7 Influence of institutional environment on the effects of local relationship underwriting
Spread,, Rating_Down,,
1 2 3 4 5 6
-0.1517 -0.307
Relationshipl ,,
(-3.42) ( -1.49)
—0. 154 *** -0.268
Relationship2 ,,
(-3.27) (-1.23)
—0.200*** -0.320
Relationship3
(-3.72) (-1.32)
Relationshipl x 0. 133** 0.264
Political _Uncertainty;, (2.12) (0.94)
Relationship2 x 0. 126** 0. 190
Political_Uncertainty, (1.97) (0.61)
Relationship3 x 0. 166 ** 0.320
Political_Uncertainty, (2.23) (0.95)
0.011 0.016 0.017 0. 130 0. 148 0. 140
Political_Uncertainty,
(0.32) (0.50) (0.53) (1.05) (1.22) (1.16)
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Table 7 Continues
Spread,, Rating_Down,,
1 2 3 4 5 6
N 3451 3451 3451 3429 3429 3429
R’ R 0.717 0.717 0.717 0. 308 0. 308 0. 308
Spread,, Rating_Down,,
7 8 9 10 11 12
-0.098** -0.028
Relationshipl ,,
(-2.08) (-0.15)
-0.102** -0.022
Relationship2,,
(-1.97) (-0.11)
~0.106" 0.042
Relationship3
(-1.92) (0.20)
Relationshipl x 0. 000 -0.390
Policy2015,, (0.00) ( -1.30)
Relationship2 x -0.002 -0.365
Policy2015,, ( -0.03) (-1.11)
Relationship3 x -0.058 -0.521
Policy2015,, ( -0.75) (-1.41)
—1.0437 —1.044 % —1.034 % -0.672 -0.714 -0.700
Policy2015,,
( -8.76) (-8.77) (-8.67) (-0.83) ( —0.88) (-0.87)
N 3451 3451 3451 3429 3429 3429
R? R? 0.717 0.717 0.718 0.304 0.303 0.303
*k *xk t

10% 5% 1%
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Table 8 Robustness test estimation results of solving endogenous problems
1 : —
2 : PSM
1 2 3 4 5 6 7
Rating_ Rating_ Rating_
Relationship3 Spread,, Spread,, Spread,,
Down,, Down,, Down,,
S -0. 1277 -0.093 | -0.208***| -0.233 | -0.140™* 0. 088
Relationship3
(-2.76) ( -0.55) (-3.51) | (-1.03) | ( -2.28) (0.40)
Relationship3 x 0. 199 ** 0.255
Political _Uncertainty,, (2.39) (0.77)
Political_Uncertainty, 0022 0-171
(0.56) (1.29)
Relationship3 x Policy2015,, 0-026 ~0.490
(0.30) (-1.38)
( . ) ( ~ \ ) ?
. 17
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Table 8 Continues
! 2 : PSM
1 2 3 4 5 6 7
Rating _ Rating _ Rating_
Relationship3 Spread,, Spread,, Spread,,
Down,, Down,, Down,,
Kk

Policy2015; —( 1_69632) ( —_(z)..66267)
City_GDP_Growth, | —1.408** 0.097 —1.892** 0.121 -1.734** | 0.091 —1.809 **
( -2.15) (0.27) (-2.14) (0.34) ( -1.96) (0.26) ( -2.04)

City_LnFiscal,, | 0. 062 —0.097*|  -0.060 |-0.095***| -0.046 |-0.097***| -0.064
(0.78) (-2.65) | (-0.60) | (-2.61) | (-0.47) | ( -2.65) | ( -0.63)

Local_Bond, | 0.462" 0. 086 -0.559 0. 095 -0.569 0. 087 -0.581
(1.94) (0.81) (-1.58) (0.89) ( -1.60) (0.82) (-1.63)

Local_Index, _, 0. 199 *** -0.037"**|  -0.045 |-0.038***| -0.050 |-0.037**| -0.043
(6.85) (=2.77) | (-1.17) | ( -2.81) | ( -1.28) | ( =2.78) | ( -1.12)

Local_Province, | 0. 052 —0.172%%|  -0.059 |-0.170***| -0.051 |-0.172***| -0.049
(0.47) (-3.16) | (-0.37) | (-3.11) | ( -0.31) | ( =3.16) | ( -0.30)

P Indsser, -0.067 —0.087** -0.043 —0.089** | —0.044 | —0.087** | —0.041
- ( -1.00) (-2.48) | (-0.44) | (-2.55) | ( -0.46) | ( -2.49) | ( -0.42)

F Leverage, -0.248 -0.243" 0.221 -0.244" 0.213 -0.242" 0.205

( -0.81) ( -1.79) (0. 46) ( -1.80) (0.44) ( -1.78) (0.42)

FLndge,, -0.059 0.013 0.287** 0.014 0.301** 0.014 0.279**

( -0.67) (0.35) (2. 40) (0.37) (2.47) (0.36) (2.36)

FROA, -2.009 -1.361 2. 004 -1.338 2.224 -1.359 2.022

( -0.97) ( —1.44) (0.68) (-1.42) (0.78) ( —1.44) (0.68)

F_Issue_Amount, | —-2.054" -0.672 1.378 -0.659 1.379 -0. 668 1.282

! ( -1.70) ( -1.39) (1.02) ( -1.36) (1.01) ( -1.37) (0.95)

U_Reputation, | —0.928*** -0.029 0. 136 -0.032 0.138 -0.030 0.137

(-7.47) ( -0.72) (0.99) (-0.77) (1.00) ( -0.72) (1.00)

U Lnge, | -0.054 0.016 0.217** 0.018 0.224** 0.016 0.218**

( -0.81) (0.51) (2.10) (0.59) (2.15) (0.51) (2.10)

U_Succession, | 0.022 -0. 000 -0.256" -0.001 | -0.256" -0.000 | -0.261"
! (0.23) (-0.01) | (-1.73) | (-0.04) | (-1.75) | ( -0.01) | ( -1.77)
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Institutional environment and local relationship underwriting in Chinese mu-
nicipal bonds markets

*

LIANG Qi

1. School of Management and Economics Tianjin University Tianjin 300072 China;
2. School of Economics Nankai University Tianjin 300071 China

YU Feng—<an' LI Wen—yu’

Abstract: Recently the rapid accumulating of local government debt among which municipal bonds are an
important component has attracted the authorities’ great attention. This paper investigates the “local oligopo—
lies” phenomenon in Chinese municipal bonds’ underwriting markets and its economic consequences. The pa—
per finds that first local relationship underwriting bonds demonstrate significant lower interest rates and that
there is no significant quality advantage in local relationship underwriting bonds when using post-issuance cred-
it rating changes to capture bond quality. This indicates that local relationship underwriting in municipal bond
markets has eroded the interests of investors. Second using territorial jurisdiction and ownership to measure
the local relationship intensity these effects of local relational underwriting are found to increase with the rela—
tionship intensity. Third local political uncertainty ( capturing regional institutional environment change) ef-
fectively alleviates the conflicts of interest by curbing the local government’ s intervention motivation and capa—
bility while the 2015 regional government debt reform ( reflecting period institutional environment change) ex—
erts limited influence on these effects of local relational underwriting. Besides local relationship underwriting
is driven by local factors. This paper provides theoretical basis and empirical evidence for the authorities to
evaluate the potential risk of local government debt and to accelerate the market-eriented reform in local gov—
ernment debt markets.

Key words: local relationship underwriting; institutional environment; municipal bonds; conflicts of interest



