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The Long-term and Short-term Performance of

Convertible Bond Issuers

Park, Cheon Sik*
Hong, Chang Soo**

We investigate the long-term and shorf-term stock returns following convertible
bond offering during 1987-1994. Recently, Spiess and Affleck-Graves(1999) report that
convertible bond offering firms underperform their matched counterparts during the
three years after the issue by -1485 percent; Lee and Louglwan(1998) report a
difference of -12.5 percent during the same period. Thus, we examine whether this is
applicable to convertible bond issuers in korean market.

We find that, despite having insignificant stock-price reaction at the arnmouncement,
firm that issues converlible bond insignificantly outperforms control sample of
non-issuing  firms over three-year following the armouncement of offering. This
evidence is not consistent with underreaction hypothesis that has been advanced to
explain stock price behavior in America securities market. It may say that our
findings are for market efficiency. And, in our grouped sample, the performance of
guaranteed convertible bond is significantly outperformed from offering date to second
vear relative to non-issuing contrel finns.

Bul, the performance of non-guaranteed conwertible bond following offering is
insignificantly underperformed. 1t may mean that investing in non-guaranteed
convertible bond offering finms is hazardous to investor.

[n summary, the long-term performance of convertible bond issuance is
insignificantly higher than their matched counterparts after the issue. These results are
inconsistent with a concurrent working paper by ¥ho and Park(1999). We think that
further stady for reason about difference of two studies are required. And, further

study for long-term operating performance following convertible bond offering is alse

required.

Key Words : Convertible bond, Long-term performance, Underreaction hypothesis

* Professor, 5choel of Business Administrabion, Kyungpook MNational University
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