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1 1% S1% \27%  21%.
2 .
2.77% 1.08%. 1%.
0.14 X
0.02 3
2.54% 1.26% . 1
AA - JAAAA + AAA Fig. 1 Issuance spreads of bonds rated by different agencies
2
Table 2 Summary statistics
25 75
Spread 4 239 2.77 1.08 0.54 1.97 2.84 3.51 5.19
Default 4 239 0.01 0. 08 0 0 0 0 1
Rish Up 4239 0.14 0. 36 0 0 0 0 2
Down 4239 0.02 0.14 0 0 0 0 3
Volatility 3193 0. 50 0.34 0. 00 0.22 0.48 0.71 2.28
YldSpread 10 742 2.54 1.26 0.14 1.57 2.55 3.44 5.55
Agencyl 4239 0.19 0.39 0 0 0 0 1
Agency2 4 239 0.19 0.39 0 0 0 0 1
Agency3 4239 0. 10 0.31 0 0 0 0 1
Agency4 4239 0.16 0.37 0 0 0 0 1
Agency
Agency5 4239 0. 30 0. 46 0 0 0 1 1
Agency6 4239 0.05 0.22 0 0 0 0 1
BigFour 4239 0. 64 0.48 0 0 1 1 1
GP 4239 0.45 0.50 0 0 0 1 1
AA - 4 239 0.01 0. 08 0 0 0 0 1
Rating AA 4239 0.51 0. 50 0 0 1 1 1
AA + 4 239 0.27 0. 44 0 0 0 1 1
BondSize 4239 7.01 0.53 5.70 6. 68 6.91 7.31 8. 85
Term 4239 1.85 0.31 1. 10 1.61 1.95 1.95 2.71
FLO 4 239 0. 01 0.10 0 0 0 0 1
ACC 4239 0.25 0.43 0 0 0 1 1
Bond control OPT 4239 0. 89 0.32 0 1 1 1 1
Multi 4 239 0. 89 0.32 0 1 1 1 1
Interbank 4239 0.56 0. 50 0 0 1 1 1
orc 4239 0.01 0.08 0 0 0 0 1
RemainTerm 10 742 1.72 0.31 0.74 1.56 1.73 1.87 2.65
Size 4 239 9.85 1.21 7.97 9.05 9.58 10. 31 14. 66
Lev 4 239 47. 14 17. 16 10. 08 34.42 47.39 60. 17 82. 68
Current 4 239 4.46 5.64 0.32 1.30 2.54 5.28 35.26
Issuer control Quick 4 239 1.79 1.85 0.23 0.75 1.23 2.08 12.22
ROE 4239 4.70 4.54 0.07 2.16 3.38 5.38 26. 69
ROA 4239 3.45 2.48 0.44 1.85 2.89 4.20 14. 59
Tang 4 239 42.28 22.28 -5.82 25.49 42.11 59.13 87.55
Coverage 4 239 79. 66 397.18 1.02 2.93 6.21 19.77 3574.2
Market Market 4239 166. 60 25.39 105. 20 149. 74 166. 58 184.44 | 209.92
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Table 3 Inconsistency across rating agencies: Issuance spreads
(1) (2) (3) (4) (5)
Spread Spread Spread Spread Spread
-0.317%% —0.29*** -0.29 % — —
Agencyl
( —5.96) ( -5.96) (-9.73) — —
-0.25%** -0.217% -0.21 7% - -0. 18
Agency2
(-4.77) (-4.29) (-7.64) — (-5.42)
_0. 24 *kk _0. 20 *kk —O. 20 *kk p— p—
Agency3
(-4.27) (-3.95) (-9.05) — —
-0. 197 -0.18*** -0.18** — —
Agency4
(-3.57) (-3.67) (-3.89) — —
0.01 -0.03 -0.03 — —
Agency5
(0.16) (-0.73) (-1.45) — —
— — — -0. 19 —
BigFour
— — — (-6.75) —
— — - — -0.20**
GP
— — — — (-5.64)
" 1.75% 1.26 7 1.26 7% 1.28 % 1.28 7
(12.80) (9.87) (8.42) (8.22) (8.24)
" 1.29 % 0. 947 0. 94" 0. 95*** 0. 95
(41.32) (27.51) (14.47) (14.24) (14.36)
" 0. 94 7 0. 637 0. 63 0. 64 0. 64 7%
+
(27.78) (18.08) (13.38) (12.47) (12.57)
Other controls No Yes Yes Yes Yes
Year FE Yes Yes Yes Yes Yes
Industry FE No Yes Yes Yes Yes
Adj. R? 0.631 0.697 0.697 0.696 0.696
Observations 4239 4239 4239 4239 4239
! 3~ 5 N 1% 5% 10%
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Table 4 Inconsistency across rating agencies: Performance after issuance
(1) (2) (3) (4) (5) (6) (7) (8)
Default YldSpread YldSpread Volatility Up Down Up Down
—0.017%*| —0.227* —0.21%%* -0.07** 0.16*** -0.02 0. 86 *** -0.84"
Agencyl
( -4.10) ( -8.01) ( -8.30) (-3.85) (9.90) ( -1.70) (8.27) (-1.94)
-0.027** -0.13" -0.16™* -0.06™* 0.09** -0.02 | 0.53%* -0.56"
Agency2
( -3.81) (-2.26) ( —3.45) ( —3.50) (3.66) (-1.64) (2.99) (-1.71)
-0.01"* | -0.147** —0. 147** -0.04" 0.08" -0.02" | 0.50** -1.28%*
Agency3
(-3.33) ( -6.42) (=7.38) (-2.36) (2.54) ( -2.34) (2.17) ( -2.36)
-0.017*|  -0.15** -0.15** -0.06™* 0.10** -0.01 | 0.59** -0.19
Agency4
(-4.04) (-3.61) (-3.22) (-3.78) (3.72) ( -0.51) (3.08) ( -0.61)
0.00 0.02 0.02 -0.02 0.02 0. 00 0.33 -0.31
Agency5
(0.27) (0.98) (0.81) (—1.47) (1.36) (0.36) (1.64) (-1.04)
-0.01 1127+ 1,217 0.19%* 0. 787 -0.03 8. 28 —4.767*
AA -
(-1.14) (6.81) (10.43) (2.87) (8.36) (-0.96) | (19.61) |[( —10.54)
0.01 0. 69 *** 0. 84 % 0. 14 0.26* 0. 00 6.86 7 0.23
AA
(1.04) (13.17) (12.14) (4.67) (3.30) (0.38) (13.42) (0.66)
-0.01 0. 48 7** 0. 547 0.10** 0.317* 0. 00 6. 99 *** 0.35
AA +
(-1.31) (10.28) (11.62) (3.98) (5.09) (0.40) (14.89) (0.81)
Other controls Yes Yes Yes Yes Yes Yes Yes Yes
Year FE Yes Yes Yes Yes Yes Yes Yes Yes
Industry FE Yes Yes Yes Yes Yes Yes Yes Yes
Adj. /Pseudo R* 0.039 0.457 0.518 0.162 0.126 0.052 0.214 0.374
Observations 4 239 10 742 3 871 3193 4239 4239 4 239 4239
t g TR 1% 5%« 10% 1 ~ 6 OLS 7 9~ 8 Ordered Probit
3.2
(2) 5
1 ~ 2 OLS 3 ~ 4

Ordered Probit
BigFour



5 — 167 —
5
Table 5 Mechanism of inconsistency across rating agencies
(1 (2) (3) (4)
Rating Rating Rating Rating
0.12 — 0.14 —
Agencyl
(1.43) — ( 1. 40) —
-0.03 — -0.13 —
Agency2
( -0.50) — (-1.32) —
-0.04 — -0.10 —
Agency3
(-1.62) — (-0.97) —
0. 06 — 0. 06 —
Agency4
(1.14) — (0.60) —
0.02 — 0. 09 —
Agency5
(1. 46) — (0.95) —
— 0.01 — -0.08
BigFour
— (0.22) — (-0.84)
Other controls Yes Yes Yes Yes
Year FE Yes Yes Yes Yes
Industry FE Yes Yes Yes Yes
Adj. /Pseudo R* 0.424 0.421 0.258 0.255
Observations 4 239 4 239 4 239 4 239
S N 1% < 5%+ 10% o~ 2 oLS Ordered Probit
AA
N 2
3.3.1 Fig. 2 Distribution of bond ratings across rating agencies
2 3.3.2
5 6 AA 6
60% “ " AAA (1) 2

“«
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Table 6 Inconsistency across rating agencies in the threshold rating
[43 ”»
and other ratings 115
(1) (2) () -(2) (D) -(2) ®
Spread Spread Diff p —value
—0.37%% | —0.24%* | —0.13" | 0.10 ’
Agencyl
(-6.70) | ( -2.98) — —
—0.347*| -0.16 |-0.18*" 0. 00 3.4.1
Agency2 T
((-4.44) | ( -1.42) — —
—0.327%%] -0.13 | -0.19*F 0.02
Agency3
(-4.79) | ( -1.90) — —
-0.22%* -0.16 -0.06 0.51
Agency4
(=3.61) |( -1.56) — —
-0.11 0.01 -0.12 0.31
Agency5
(-1.60) | (0.15) — — 111 .1
Other controls Yes Yes — — ( 3)
Year FE Yes Yes — —
Industry FE Yes Yes — —
-2 _ _ .
Adj. R 0.561 0.717 Size Lev 7
Observations 2176 2 063 — —
N 1%\ 5% \10%
7 : -
Table 7 Impacts of inflated—rating financing: Simple matching-difference
(1) (2) (3) (4) (5) (6) (7) (8)
DiffSize DiffLev DiffCash DiffCapex DiffROA DiffSA DiffZ DiffReclrate
0. 14 4,96 1.18 0.38 -0.31 0. 00 -1 127 -0.37
Treated
(5.13) (6.69) (1.43) (1.26) (-1.13) (0.11) (-4.01) (-0.41)
-0.00" -0.04 0.06** -0.03" 0. 00 -0.00 0.01 0.04
Holderlag
(-2.04) (-1.53) (2.78) (-2.12) (0.38) (-0.04) (0. 66) (0.85)
. 0. 04 0.37 -0.59 0.16 0.75™* -0.00 -0.12 0.21
Qlag
(8.51) (0.69) (-1.58) (0.45) (2.60) (-0.19) (-0.31) (0.38)
0.04 0.20 -3.02" 0.45 0. 60 0.01 *** -0.30" 0. 45
Sizelag
(1.85) (0.38) (-2.13) (1.41) (1.59) (3.74) (-1.96) (0.56)
-0.00™** -0.13** 0. 08 *** -0.00 -0.01 0. 00 -0.02 0.03
Levlag
(-3.35) (—2.54) (6.84) (-0.09) ( —0.45) (0.36) (-1.80) (0.66)
-0.00 -0.07 % -0. 14 0. 04 -0.03 0. 00 0.08** -0.00
Cashlag
(-0.12) (=3.77) (—5.47) (4.34) ( -1.65) (0.76) (2.92) (-0.09)
0.01** 0.14 0. 00 —0.347%% 0. 00 -0.00 -0.01 -0.14**
Capexlag
(2.44) (0.87) (0.03) (=7.05) (0.06) (-1.13) ( -0.10) (-2.90)
0.01** -0.07 0.15™* 0.13" -0.34" 0.00 -0.01 0.07**
ROAlag
(2.75) (-0.21) (2.37) (2.18) (-2.18) (0.09) (-0.09) (2.80)
-0.01 7.12° -7.73" 1.70 -1.24 0. 00 -0.51 0.91
SAlag
(-0.11) (1.87) (-2.22) (1.52) ( -1.10) (0.06) (-0.33) (0.26)
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Table 7 Continues
(1 (2) (3) (4) (5) (6) (7 (8)
DiffSize DiffLev DiffCash DiffCapex DiffROA DiffSA DiffZ DiffReclrate
. -0.00*** -0.02 -0.06 -0.04 0.02 0. 00 -0.50*** 0. 04
Zlag
(-3.78) ( —0.60) (—0.87) (-1.14) (0.74) (0.72) ( —11.90) (0.46)
0. 00 -0.02 0.03 0.02 -0.03 -0.00 -0.00 -0.24™
Reclratelag
(0.61) (-0.57) (1.79) (1.38) ( —1.60) (-1.34) (-0.07) (-2.42)
Year FE Yes Yes Yes Yes Yes Yes Yes Yes
Industry FE Yes Yes Yes Yes Yes Yes Yes Yes
Adj. R? 0.365 0.213 0.225 0.217 0.186 0.403 0.605 0.189
Observations 210 210 210 210 210 210 210 209
N 1% < 5%  10% 111 x2 =222.
3.4.2 ;
8 nearest 3 neighbor ATT
matching radius ( 0. 001) Size Lev Capex
103
8 -
Table 8 Impacts of inflated—rating financing: Propensity score matching—difference
Panel A:
(V) .
(M) 1% 1%
U 58.17 56.51 10.9 — 1.09
Holderlag
M 57.75 56.53 8.0 26.6 0.59
U 2.03 3.37 -19.4 — -1.46
Qlag
M 2.09 1.89 2.9 84.8 1.54
U 8.27 7.52 83.0 — 8.10***
Sizelag
M 8.17 8.08 10.5 87.3 0.80
U 49.13 42.74 22.2 — 1.80"
Levlag
M 47.94 47.66 1.0 95.7 0.11
U 16.90 21.96 -37.4 — —-3.14%
Cashlag
M 17.08 16.49 4.4 88.3 0.41
U 7.40 5.46 33.2 — 3.76***
Capexlag
M 7.19 7.21 -0.3 99.1 -0.02
U 7.85 6.19 17.2 — 1.35
ROAlag
8.05 10.70 -27.4 -59.4 -0.48
7 U -3.41 -3.41 -1.4 — -0.13
SAlag
-3.41 -3.42 3.9 -183.7 0.29
U 3.81 9.89 -41.9 — -3.16™
Zlag
M 4.00 3.79 1.4 96.6 0.51
U 16. 80 16.04 6.3 — 0.69
Reclratelag
M 17.35 17. 66 -2.6 59.1 -0.17
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Table 8 Continues
Panel B: ATT ( average treatment effect on the treated group)
DiffSize DiffLev DiffCash DiffCapex DiffROA DiffSA DiffZ DiffReclrate
Mean 0.15™ 5.26"** 0.94 1.327%% 0.54 -0.00 —1.047%* 0.27
T-statistic (6.41) (5.61) (1.19) (2.60) (0.39) (-1.41) ( -5.20) (0.53)
Observations 103 103 103 103 103 103 103 102
: N 1%+ 5%~ 10%
3.4.3 Heckman Treated
Heckman Treated
(3). 5 Size ROA 7
GPSspg
Heckman 9. 4b
9 : Heckman -
Table 9 Impacts of inflated—rating financing: Heckman two-stage approach-difference
(1) (2) (3) (4) (5) (6) (7) (8) (9)
Treated DiffSize DiffLev DiffCash DiffCapex DiffROA DiffSA DiffZ DiffReclrate
-0.54" — — — — — — — —
Distance
(-1.65) — — — — — — — —
— 0. 157 -1.59 1.00 -5.33 -2.20%% 0.01 -1.67" -0.10
Treated
— (3.38) |(-0.59) | (0.32) (-1.27) (=3.77) | (1.12) |( -1.88) | ( -0.06)
MR — -0.01 4.45%F -0.27 3. 63 1.25%% -0.01 0.30 0.40
— (-0.60) | (2.49) | ( -0.14) (6.43) (3.21) |( -1.66) | (0.62) (0.61)
—0.03** | —0.00*** |-0.14™**| 0.07" -0.08*** -0.01 0.00 0.01 0. 01
Holderlag
((-2.48) | ( -6.24) |( -3.64) | (1.98) (-4.16) (-0.40) | (0.37) (0.37) (0.27)
ol 0.9177% | 0.03™** | 1.38** -0.79 0. 897 0.93*** -0.00 -0.12 0. 647
ag
(3.26) (4.79) (4.88) | (-1.72) (2.32) (3.83) |( -1.68) [( -0.40) (2.80)
0.19 0.04" -0.03 | -2.53*F L1277 1.357% | 0.017 -0.23 0.90
Sizelag
(0.58) (2.06) |(-0.08) | ( -2.68) (4.13) (2.77) (5.13) |( -0.67) (1.44)
-0.02" | -0.00° -0.12 | 0.07* -0.01 -0.00 0. 00 -0.02 0.05
Levlag
(-1.70) | ( —2.28) |( -1.81) | (4.61) (-1.11) (-0.12) | (0.70) |( -1.16) (0.77)
-0.01 0.00 -0.06" | —0.14** 0. 04" -0.02 0.00 0. 08 *** 0.03
Cashlag
(-0.42) | (0.49) |( -2.17) | ( -4.08) (3.12) (-1.54) | (0.87) (3.83) (0.85)
0.05" 0.01" 0.25" 0.01 —0. 227 0.02 -0.00 0.02 ~0.19***
Capexlag
(1.87) (2.10) (1.91) (0.28) ( —3.45) (0.28) |( —1.48) | (0.29) (-5.01)
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Table 9 Continues
(1) (2) (3) (4) (5) (6) (7) (8) (9)
Treated DiffSize DiffLev DiffCash DiffCapex DiffROA DiffSA DiffZ DiffReclrate
0. 15™** 0.01** 0.21 0.15 0.31 7% -0.25 -0.00 -0.00 0. 147
ROAlag
(4.16) (2.66) (0.51) (1.49) (4.24) (-1.18) |( =0.67) |( -0.01) (4.43)
» 2.50 % 0.03 13.15%F -7.88" 6. 03 -0.25 -0.01 -0.45 3.47
SAlag
(3.16) (0.26) (2.55) (-1.99) (6.17) (-0.11) |( =0.71) |( -0.17) (1.73)
. -0.37"%| -0.00™* | -0.23** -0.07 -0.21*** -0.03 0.00" -0.517%% 0.01
Zlag
(-3.63) | (-2.31) |(-3.22) | ( -0.89) (-5.31) (-1.00) | (2.14) |( -13.49) (0.16)
0.02 0. 00 0. 00 0.02 0.06™* -0.02 -0.00 0. 00 -0.24"
Reclratelag
(1.48) (0.59) (0.02) (0.57) (3.18) (-0.90) |( -1.40) | (0.22) (-2.07)
Year FE Yes Yes Yes Yes Yes Yes Yes Yes Yes
Industry FE Yes Yes Yes Yes Yes Yes Yes Yes Yes
Adj. /Pseudo R? 0.318 0.400 0.238 0.207 0.212 0.143 0.370 0.614 0.240
Observations 179 179 179 179 179 179 179 179 178
t z N 1% « 5% « 10%
0o . 1 ~ 3
4 ~ 6
10
Table 10 Inconsistency across rating agencies in the corporate bond market and the MTN market
(1) (2) (3) (4) (5) (6)
Spread Spread Spread Spread Spread Spread
-0. 60" —0.45%* -0.45* -0.22%* —0.277%%* -0.27
Agencyl
(—4.064) (-3.73) (-3.23) (-2.22) (-3.12) (-1.89)
-0.19 -0.01 -0.01 -0.07 -0.13 -0.13
Agency2
(-1.39) (-0.09) ( -0.05) (-0.75) ( -1.50) (-0.87)
-0.83 % -0. 69 *** -0. 69 ** -0.23%* -0.25%* -0.25"
Agency3
(-5.99) (-5.34) (-5.12) (-2.29) (-2.84) (-2.24)
-0.387%* -0.25* -0.25* -0.18" -0.26** -0.26"
Agency4
(-2.98) (-2.09) (-2.67) (-1.89) (-2.94) (-2.32)
-0.16 -0.15 -0.15 — — —
Agency5
(-1.13) (-1.15) (-1.04) — — —
m 3.98 % 2.69 7 2. 69 *** 1.98 7 1.95%* 1.95%*
(24.30) (15.53) (8.55) (36.91) (33.90) (14.99)
u 2,07 1. 497 1,497 0. 98 1.03™* 1.03™**
(35.63) (20.27) (9.67) (39.49) (33.20) (12.58)
0. 93*** 0. 597 0. 59 *** 0. 46 ™ 0. 457 0. 45
AA +
(14.98) (8.96) (7.73) (18.05) (17.00) (7.98)
Other controls No Yes Yes No Yes Yes
Year FE Yes Yes Yes Yes Yes Yes
Industry FE No Yes Yes No Yes Yes
Adj. R? 0.579 0. 644 0.644 0. 464 0.577 0.577
Observations 1 832 1832 1832 4342 4342 4342
t 3 - N 1%\ 5% ~ 10%
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Table 11 Inconsistency across rating agencies in dual-ated bonds

(1) (2) (3) (4)
Rating Rating Rating Rating
-0.04 -0.03 — —
Agencyl
(-0.39) |( -0.34) — —
-0.10 -0.14 — —
Agency2
(-0.89) |( -1.32) — —
4 s -0.11 -0.10 — —
gency.
(-1.01) |( -1.00) — —
Avenerd -0.18" | -0.18" — —
gency:
(-1.81) |( -1.84) — —
0.01 0.02 — —
Agency5
(0.08) (0.18) — —
— — -0.13% [ -0. 14
BigFour
— — (-2.45) |( -2.70)
Bond FE Yes No Yes No
Year FE Yes No Yes No
Bond x Year FE No Yes No Yes
Adj. R? 0.890 0.907 0.890 0.907
Observations 479 479 479 479
Kkk Kk *

1% ~ 5% ~ 10%

8
Ross

8
Ross
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Consistency of ratings across Chinese credit rating agencies

ZHU Ni LU Rui-chang”  LIU Xiaoei ( Laura)
Guanghua School of Management Peking University Beijing 100871 China

Abstract: The credit rating industry has played a pioneering role in the broader opening of Chinese financial
markets in recent years but its fairness and consistency have been frequently doubted. This research studies
rating consistency across Chinese credit rating agencies and discusses its underlying mechanism motivation
and impacts. The results show that bonds with identical ratings given by different agencies differ in credit risk
with significant differences in issuance spreads default rates yield spreads yield volatility and probabilities
of rating adjustments after issuance. However given observable characteristics ratings do not vary across a—
gencies. This indicates that the rating inconsistency across agencies is a separating equilibrium under informa—
tion asymmetry: Issuers with similar observable characteristics but differing credit risk choose different rating
agencies so that their choice of rating agencies consequently signals the bonds’ unobservable risk. Moreover
it is shown that the threshold rating requirements set by regulations motivate the rating inconsistency which
enables ineligible firms to obtain inflated ratings from aggressive agencies and thus successfully access bond
markets. Using propensity score matching and Heckman two-stage approach to address endogeneity further a—
nalysis reveals that this rating-inflated financing for regulatory arbitrage does not result in subsequent outperfor—
mance by bond issuers.

Key words: credit rating; rating inflation; yield spread; regulatory arbitrage



