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Abstract

In recent years, under the rapid development of public bond market, the financing
environment has been improved for public companies. The alternative access to
public capital may release the reliance on bank loans or seasoned equity offerings
which is more expensive, and thus, diversify financing risks and ease the financial
constraints. Compared with equity refinancing, public bond is more flexible in issuing
program and lower in capital cost. But according to the qualifications of access to
public bond market, an investment rating is needed accompanied with other
requirements in profitability and operation conditions. Therefore, the development of
public bond markets may lead to differences in debt structure and capital structure
among different companies, and thus affect the investment decisions for companies.

Existing studies on investment and financial constraints provide two points of
views for us to capture the effect of financing conditions on investment decisions. The
first one is optimal financial constraints, which means that financial constraints may
reduce overinvestment for financing frictions may limit managers™ self-interested
behaviors. The other one is sub-optimal constraints which mean that managers cannot
finance all positive NPV investment projects if he cannot switch swiftly between
alternative ways if financing. This paper is constructed under this context, by building
paired samples, we conduct a research to investigate the difference in mergers and
acquisitions behaviors between public bond issuer(issue acquirer) and the companies
did not issue public bonds (non-issue acquirer).

The empirical results of our first part is as following, compared with the companies
did not issue bonds, the companies issued bonds have a higher possibility of
launching M&As, the relative size of M&A is larger, and more cash payments.

The second part of research aimed at investigating the short term and long term
value creation from the trades. Firstly, we calculated three kinds of CARs with
different event windows. The first one is the CARs on the day of M&A announcement.

The results showed that abnormal accumulated returns are positive for both issue



acquirers and the non-issue acquirers, as it sustained for the CARs on five-day event
windows and the CARs on eleven-day event windows, we conclude that short term
CARs may not capture the difference in value creation between the two kinds of firms
for the adequacy of market reactions on value generating of an event should depend
on the efficiency of capital market. As a necessary component, we step further in
studying the long-term buy and hold returns (BHAR) in one year, two years and three
years after M&A announcement. Empirical results showed significant difference in
BHARs between the two groups firms, BHARSs for non-issue acquirers exceeds issue
acquirers to a significant extent. The empirical results showed that ease of financial
constraints may result in overinvestment for our sample companies.

Key words: public bond financing; mergers and acquisitions; financial constraints
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