
Volume 3 Issue 4, 2022 

DOI: 10.6981/FEM.202204_3(4).0047 

351 

Frontiers in Economics and Management 

ISSN: 2692-7608 

The Influence of Underwriter Reputation on Corporate Bond 
Issuing Cost 

Xiulin Tan 
School of Shanghai University, Shanghai, China 

Abstract 
Bond financing is an important form of enterprise financing, especially in the current 
direct financing is not smooth environment, whether the success and low cost of bond 
financing is related to the enterprise can survive in the economic "winter". In the process 
of bond underwriting, the bond underwriter is always in the position of information 
transmission, while the reputation of the underwriter plays a role of proving the 
efficiency of information transmission, and the information transmitted by the 
underwriter with higher reputation is generally considered to be more effective. 
Underwriter's reputation is likely to be an important factor affecting bond issuance cost. 
Taking corporate bonds from 2015 to 2021 as a sample, this paper studies the influence 
of underwriter's reputation on bond issuance cost. The study finds that the higher the 
underwriter's reputation is, the lower the bond issuance cost will be. And in a market 
with high liquidity, the effect of underwriter's reputation on reducing bond issuance cost 
will be enhanced. In the robustness test, the validity of the results in this paper was 
verified by changing the measurement method of underwriter reputation and Bootstrap 
test. This paper systematically analyzes the role of underwriter's reputation in the bond 
market and the way of influence, and provides an innovative perspective for studying 
the role of underwriter's reputation. 
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1. Introduction 

Since the resumption of the issuance of national bonds in 1981, China's bond market has 
developed rapidly. By 2021, the balance of the bond market has reached 1348 trillion yuan, 
ranking second in the world and surpassing the market value of the stock market during the 
same period. However, since 2016, the concentrated defaults in the bond market have broken 
the rigid payment in the bond market, and also caused investors and regulators to worry about 
the development of China's bond market. As an important direct financing platform, the bond 
market is an important part of the multi-level capital market. Under the premise that the 
issuance of equity financing is not smooth at present, bond financing has become one of the 
indispensable financing methods for enterprises. How to ensure the healthy development of 
bond market is an important problem to be solved in the process of deepening the reform of 
multi-level capital market. 
According to the nature of China's bonds can be divided into interest rate debt and credit debt, 
and corporate bonds belong to one of the credit debt. The issuing interest rate of credit bonds 
is mainly composed of credit spreads and benchmark interest rates. Due to the decline of base 
interest rates in recent years, the bond issuing cost has decreased on the whole, but there are 
still many issuers with low market recognition, such as private enterprises, small and micro 
enterprises, whose bond issuing cost remains high. For enterprises, it is very important to 
obtain capital at the lowest possible cost for their future business development. Therefore, how 
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to effectively improve the current financing environment of Chinese enterprises, reduce the 
cost of corporate bond issuance in China more and more attention. 
In the wave of bond defaults since 2016, it is widely believed by investors that underwriters fail 
to urge issuers to timely and fully release relevant information in the follow-up management of 
bond subjects, which damages the interests of investors, so that some investors require 
underwriters to assume corresponding responsibilities. As many bond defaults have revealed, 
the role played by most bond underwriters still leaves much to be desired. In the process of 
bond issuance, reputable bond underwriters should not only sell bonds to investors, but also 
play the role of information intermediary and issuer supervision. Literature on underwriters 
shows that underwriters play two roles in capital market: information effect and guarantee 
effect. Both of these effects are affected by the reputation of the underwriter. In terms of the 
prior information effect, the higher the reputation of the underwriter is, the more efforts will 
be made to collect information before the event, reduce the information asymmetry, and select 
enterprises with better quality. In terms of the guarantee effect after the event, in order to 
maintain their own reputation, the underwriters will try to supervise the bond issuing 
enterprises and use their social network to help the enterprises to restructure their debts when 
the enterprises may default, so as to avoid the occurrence of substantive default. In short, with 
the improvement of the reputation of underwriters, the information effect and guarantee effect 
will be improved, which is bound to enhance their recognition in the market and help reduce 
the cost of bond issuance. Many studies have shown that the reputation of underwriters has a 
significant inhibitory effect on IPO pricing. Therefore, from the perspective of the reputation of 
underwriters, this paper studies whether it will have an impact on the issuance cost of 
corporate bonds. 

2. Institutional Background and Research Hypothesis 

2.1. Institutional Background 
The existing domestic bond market is dominated by the over-the-counter market and 
supplemented by the exchange market, which are supervised by the People's Bank of China and 
the CSRC respectively. However, the issuance supervision of specific bond varieties presents a 
situation of multi-department supervision, that is, the National Development and Reform 
Commission, PRC is in charge of corporate bonds, the Association of Interbank Market Dealers 
is in charge of medium-term notes and short-term financing bonds, and the CSRC is in charge 
of corporate bonds and convertible bonds. Underwriters play an important role in bond 
issuance and subsequent supervision. When a company decides to issue bonds and enters into 
a partnership with a particular bond underwriter, the underwriter is responsible for contacting 
and identifying intermediary agencies such as rating agencies, accounting firms and law firms. 
After determining the relevant intermediary agencies, underwriters, rating agencies, 
accounting firms and other intermediary agencies will form a group or individually to 
investigate and analyze the enterprise, collect relevant information of the enterprise, and 
prepare the prospectus for the bond offering. In the process of forming the prospectus, 
information is shared between the intermediaries to reduce the cost of information collection 
and differences in information content. 
The securities and futures commission in 2009, the implementation of the classification 
regulation of the securities company, namely to securities company risk management ability as 
the foundation, to comprehensive consideration of market competitiveness and compliance of 
the securities firm level. Brokerage securities regulatory commission published every year July 
- August based on the previous year performance rating points as a result, its aim is to 
implement effective supervision to securities company, improve the efficiency of resource 
allocation and regulation efficiency, and promote the healthy development of the market. 
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2.2. Research Hypothesis 
The high cost of corporate bond issuance means higher financing costs for companies. In the 
current industry average profit margin down and close to the break-even point background, 
many enterprises can "survive" the key is determined by the level of financing costs. Among the 
many factors affecting the cost of bond issuance, the traditional measures to reduce the 
financing cost of enterprises are to provide guarantee, mortgage and other measures. However, 
bond underwriters, as the main body of bond underwriting, also have a huge effect on the cost 
of bond issuance. 
Underwriters play an important role in the capital market. They not only sell bonds to investors, 
but also play the role of information intermediary and supervision of issuers. In this way, they 
will get a good evaluation in the market and thus gain a higher reputation of underwriters. High 
reputation underwriters will choose customers more carefully and strictly. Bond issuing 
enterprises can also use high reputation underwriters to send signals of high quality, so high 
reputation underwriters can identify high quality companies in the market. Although investors 
cannot directly evaluate the quality of bond issuers, they can indirectly evaluate the quality of 
bond issuers through the reputation of underwriters. Many studies have proved that 
underwriter reputation has a significant impact on IPO underpricing. The issuance of corporate 
bonds in China adopts the way of book-keeping and filing, and the issuing price is determined 
by the issuers and underwriters through negotiation according to the market interest rate, term, 
credit rating and inquiry results of offline institutional investors. Therefore, underwriters have 
an important influence on the pricing of corporate bonds. Therefore, this paper believes that in 
the bond market, the reputation of underwriters also has a similar inhibitory effect as in the 
IPO market. Based on this, this paper proposes H1: 
H1: The reputation of underwriters is negatively correlated with the issuance cost of corporate 
bonds. 
Differences in market liquidity at the time of bond listing often affect various transmission 
mechanisms. When liquidity is high, information is communicated more fully, so the cost of 
issuing bonds is less inflated. In terms of liquidity, the trading volume of Shanghai Stock 
Exchange is much higher than that of Shenzhen Stock Exchange in China's bond market. 
Through the decomposition of credit yields, we know that the cost of credit spread part includes 
the liquidity and credit, compensation if liquidity is higher, its compensation is also 
corresponding to lower liquidity needs, thus expanded credit compensation space, to 
underwriter reputation play space is larger, so the impact degree is bigger. Based on this, this 
paper also puts forward H2: 
H2: In a liquid market, the effect of the reputation of the underwriter to reduce the cost of bond 
issuance will be enhanced. 

3. Study Data and Design 

3.1. Sample Selection and Data Sources 
In this paper, listed corporate bonds issued in The Shanghai stock Exchange and Shenzhen 
Stock Exchange from 2015 to 2021 are selected as research samples, and samples such as 
convertible bonds and urban investment bonds are excluded. After sorting out and deleting 
missing values, the number of research samples is 1,328. 
The reputation data of underwriters used in this paper are mainly from the Wind, the market 
share of each underwriter is calculated according to the amount of underwritten bonds. The 
rating data of underwriters needed in the robustness test comes from the announcement of 
CSRC and is obtained after manual sorting. When there are multiple underwriters, only the first 
main underwriter is selected for assignment. The basic bond information data and the financial 
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data of the bond issuer are all from the CSMAR, and the basic bond information data is matched 
with the financial data of the bond issuer. The sample distribution is as follows: 
 

Table 1. Sample distribution 
 Number Proportion 

Panel A: Industry 
Industrial 312 23.49% 

Real estate 286 21.54% 
Material 149 11.22% 
Financial 132 9.94% 
Utilities 122 9.19% 

Optional consumption 114 8.58% 
Information technology 86 6.48% 

Health care 56 4.22% 
Energy 40 3.01% 

Daily consumption 29 2.18% 
Telecommunication Services 2 0.15% 

Total 1328 100.00% 
Panel B: Year 

2020 439 33.06% 
2021 400 30.12% 
2019 269 20.26% 
2018 106 7.98% 
2017 77 5.80% 
2016 25 1.88% 
2015 12 0.90% 
Total 1328 100.00% 

3.2. Variable Definitions 
3.2.1. Dependent Variable 
The dependent variable is the corporate bond issuance cost (COB). At present, the academic 
circle mostly uses bond credit spread to measure, namely the compensation of default and 
liquidity risk given by bond issuer to investors. After removing the risk-free reward, bond 
spreads can truly reflect the cost of financing. Therefore, the issuance cost of corporate bonds 
is equal to the difference between the coupon rate of corporate bonds and the risk-free yield 
rate of national bonds with the same remaining maturity, i.e. COB= Rb-RF. 
3.2.2. Independent Variable 
The independent variable is Reputation of the underwriter. There are CM and MW methods to 
measure the reputation of underwriters abroad. CM method uses the ranking of tombstone 
announcements to classify the reputation of underwriters, and assigns a value of 0-9 
respectively. There are specialized organizations in foreign countries to carry out statistics, but 
there is no such organization in China at present, so this paper does not adopt it. The MW 
method was formally proposed to measure the reputation of underwriters in 1991. An 
underwriter with a high reputation will become the choice of more issuers because of a high 
success rate of issuance, so the market share of an underwriter to a certain extent represents 
its own reputation. According to the market share of underwriters, this paper defines the top 
10 underwriters as high reputation, sets the dummy variable value as 1, and the rest of the bond 
underwriters as low reputation and value as 0. 
3.2.3. Control Variable 
The design of control variables in this paper mainly selects indicators from the bond level, 
issuer level and dummy variable level. At the bond level, the controlling variables include 
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Maturity, Scale and Secured. Control variables at the issuer level include Size, Leverage, ROE, 
Toc and Big8. In addition, the paper controls for the fixed effects of Year and Industry. The 
following table describes the specific meanings. 
 

Table 2. Variable definition table 

3.3. Model Specification 
As the bond issuance data is one-off and there is no time series, the main regression data are 
sectional data, so OLS regression is used for basic regression. Establish the following regression 
model: 
 

COB =α+β1Reputation +β2Maturity +β3Scale +β4Secured +β5Size +β6Leverage 
+β7Toc + β8ROE +β9Big8 +Industry+Year+εit                                                       (1) 

 
In the robustness test, the independent variable reputation is deformed to some extent and a 
new measurement method is adopted. The corresponding regression model is as follows: 
 

COB =α+β1Repu_C +β2Maturity +β3Scale +β4Secured +β5Size +β6Leverage 
+β7Toc + β8ROE +β9Big8 +Industry+Year+εit                                                        (2) 

4. Analysis of Empirical Results 

4.1. Descriptive Statistics 
Table 3 shows the descriptive statistical analysis results of the main variables under the full 
sample. In the full sample, the mean of COB is 0.309 and the median is 0.746, which indicates 
that corporate bonds as a whole have a certain default risk relative to the yield of national debt, 
thus reflecting a certain risk premium. The average Reputation was 0.590, indicating that more 
than half of the bonds were underwritten by reputable underwriters. For control variables, the 
average maturity of outstanding bonds is 5.002 years, the average of Scale is 2.229, and the 
average of Secured is 0.134, indicating that only about 13% of bonds are Secured, and the 
average of Size is 23.283, the mean value of Leverage is 0.573, Toc is 9.229, and ROE is 0.185. 
In addition, 30% of the enterprises in the sample are audited by eight major accounting firms. 
 

Categories Symbol Definition 

Dependent variable COB The difference between the coupon rate of a bond and the risk-free yield 
of a Treasury bond with the same remaining maturity 

Independent variable 
Reputation Underwriter market share 

Repu_C Securities Regulatory Commission securities rating index 

Bond level control 
variables 

Maturity Maturity of bond issue (year) 
Scale Logarithm of bond issuance size (hundred million) 

Secured Whether the bond is secured, the value is 1 if it is, or 0 if it is not 

Issuer level control 
variables 

Size Logarithm of total asset scale (hundred million) 
Leverage Ratio of corporate liabilities to Total assets at the end (%) 

Toc Ratio of Total assets to operating revenue (%) 
ROE Ratio of Net profit to owners equity (%) 
Big8 When the number of accounting firms is eight, it is 1, or 0 if it is not 

Virtual variable 
Year Year virtual variable 

Industry Industey virtual variable 
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Table 3. Descriptive statistics 
 N Mean Median Std. Dev. min p25 p75 max 

COB 1328 0.309 0.746 2.450 -3.750 -1.127 1.715 5.701 
Reputation 1328 0.590 1.000 0.492 0.000 0.000 1.000 1.000 

Maturity 1328 5.002 5.000 2.816 0.658 3.000 6.000 24.016 
Scale 1328 2.229 2.303 0.857 -1.124 1.609 2.833 5.768 

Secured 1328 0.134 0.000 0.341 0.000 0.000 0.000 1.000 
Size 1328 23.283 22.923 1.691 19.705 22.039 24.230 28.319 

Leverage 1328 0.573 0.578 0.342 0.074 0.453 0.685 11.274 
ROE 1328 0.185 0.093 0.952 -0.701 0.063 0.129 22.925 
Toc 1328 9.229 2.540 152.810 0.279 1.568 4.379 5547.501 
Big8 1328 0.302 0.000 0.459 0.000 0.000 1.000 1.000 

4.2. Principal Regression Analysis 
Table 4 reports the impact of the reputation of the underwriter on the cost of issuing bonds. 
Regression (1) shows that in the full-sample regression, the regression coefficient of the 
dummy variable Reputation is -0.324, which is significant at the level of 1%, indicating that a 
higher Reputation of underwriters can effectively reduce the issuance cost of bonds. H1 is 
preliminarily verified. 
 

Table 4. Principal regression analysis 

Dependent variable 
COB 

Regression(1) Regression(2) Regression(3) 
All samples market=1 market=0 

Reputation -0.324*** -0.325** -0.225 
 (-2.80) (-1.97) (-1.41) 

Maturity -0.148*** -0.140*** -0.164*** 
 (-5.40) (-5.08) (-3.32) 

Scale -0.566*** -0.552*** -0.519*** 
 (-7.91) (-5.63) (-4.79) 

Secured 1.764*** 0.758*** 2.252*** 
 (10.32) (2.86) (9.32) 

Size 0.628*** 0.430*** 0.603*** 
 (15.48) (6.71) (7.75) 

Leverage 0.303 1.654** 3.551*** 
 (0.99) (2.46) (5.54) 

ROE 0.124*** 0.114* -0.523 
 (3.24) (1.80) (-0.68) 

Toc 0.001*** 0.008 0.065*** 
 (4.87) (0.76) (7.25) 

Big8 -0.932*** -0.862*** -0.853*** 
 (-8.62) (-5.83) (-5.28) 

Constant -12.168*** -9.675*** -11.840*** 
 (-13.14) (-7.69) (-7.01) 

Observations 1,328 727 601 
Adj-R2 0.473 0.401 0.599 

Robust t-statistics in parentheses  *** p<0.01, ** p<0.05, * p<0.1 
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To further verify the impact of market liquidity differences on various transmission 
mechanisms when bonds were listed, we conducted group tests on the samples. Regression (2) 
and regression (3) show that in the market with higher market liquidity, Shanghai Stock 
Exchange, the regression coefficient of the Reputation is -0.325, which is significant at the level 
of 5%, while in the market with lower market liquidity, the regression coefficient is -0.225, 
which is not significant. Indicating high market liquidity, the effect of the reputation of 
underwriters on reducing the cost of bond issuance will be enhanced. The H2 is also verified. 

4.3. Robustness Test 
4.3.1. Change the Way Reputation is Measured 
In order to verify the robustness of the results, this paper replaces the measurement method of 
underwriter reputation of explanatory variable, and measures underwriter reputation (Repu_C) 
from a new perspective. The CSRC has rated brokerages annually since 2010. Based on this 
rating data, this paper assigns a value to the reputation of each underwriter. In the published 
ratings over the years, the ratings of securities firms are mainly C, CC, CCC, B, BB, BBB, A and 
AA. Therefore, this paper defines that when the broker rating is C, then Repu_C=1; When the 
broker rating is CC, then Repu_C=2; By analogy, when the broker rating is AA, then Repu_C=8. 
Therefore, a new regression model is constructed according to the new explanatory variables 
for testing. The regression results are shown in Table 5. It can be seen from regression (1) that 
the regression coefficient of Repu_C is -0.086, which is significant at the level of 5%. As can be 
seen from the regression results, the results are still significant after the new measure of 
underwriter's reputation is carried into the regression, which is consistent with the previous 
results. The test conclusion of this paper is still valid. The higher the underwriter's reputation 
is, the lower the issuance cost of corporate bonds underwritten by them will be. 
 

Table 5. Change the way reputation is measured 
Dependent variable COB 

 Regression(1) 
Repu_C -0.086** 

 (-2.14) 
Maturity -0.148*** 

 (-5.42) 
Scale -0.579*** 

 (-8.13) 
Secured 1.798*** 

 (10.62) 
Size 0.609*** 

 (15.22) 
Leverage 0.320 

 (1.03) 
ROE 0.132*** 

 (3.89) 
Toc 0.001*** 

 (4.86) 
Big8 -0.959*** 

 (-8.90) 
Constant 11.290*** 

 (-12.06) 
Observations 1,328 

Adj-R2 0.471 
Robust t-statistics in parentheses 
*** p<0.01, ** p<0.05, * p<0.1 
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4.3.2. Bootstrap Test 
Since the research conclusions of this paper may be affected by sample selection, in order to 
eliminate this interference, the Bootstrap method is used to repeat the sample sampling of this 
paper for 1000 times. The test results show that the regression coefficient of the variable 
Reputation is -0.324, which is still significantly negative at the 1% level. This indicates that after 
repeated sampling, our research results are still valid and are not affected by sample selection. 
The reputation of underwriters is negatively correlated with the cost of corporate bond 
issuance. 
 

Table 6. Bootstrap test 
Dependent variable COB 

 Regression (1) 
Reputation -0.324*** 

 (-2.73) 
Maturity -0.148*** 

 (-5.19) 
Scale -0.566*** 

 (-7.40) 
Secured 1.764*** 

 (9.95) 
Size 0.628*** 

 (8.96) 
Leverage 0.303 

 (0.28) 
ROE 0.124** 

 (2.49) 
Toc 0.001 

 (0.08) 
Big8 -0.932*** 

 (-8.36) 
Constant -12.168*** 

 (-10.17) 
Observations 1,328 

Adj-R2 0.473 
z-statistics in parentheses 
*** p<0.01, ** p<0.05, * p<0.1 

5. Research Conclusion 

As an important direct financing platform, bond market is an important part of multi-level 
capital market. How to ensure the healthy development of the bond market and improve the 
efficiency of the bond market to serve the real economy is an important problem to be solved 
in the process of deepening the reform of the multi-level capital market. As an important 
participant in the primary bond market, underwriters still have the potential to stimulate the 
bond market to become more efficient. How to stimulate this potential through the reputation 
of underwriters, so that the market becomes more efficient and the cost of corporate bond 
issuance is lower is the focus of this paper. 
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In this paper, the basic information of bonds in CSMAR and underwriter market share data in 
Wind are used to prove the relationship between underwriter's reputation and bond issuance 
cost. By OLS regression model, found that on the premise of other conditions unchanged, 
underwriter reputation and negatively correlated to the cost of company bonds issue, the 
underwriter reputation is higher, its the lower the cost of the underwriting bonds issued by the 
company will, in further analysis, has a higher market liquidity, underwriter reputation make 
bond issuance cost reduction effect will increase. In addition, in the robustness test, the method 
of measuring the reputation of underwriters was changed and Bootstrap test was conducted, 
which proved the robustness of the results of this paper. The conclusion can be used for 
reference to regulate the behavior of underwriters and strengthen the supervision of regulators. 
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