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On the Motivation and Capital Market Reaction of Bank to China’s

First Perpetual Bond Financing

Liu Xueni, Peng Zhenghui, Wu Ying

Abstract: It has been a long time since the issuance of perpetual bonds by Chinese non-financial
enterprises, but Chinese commercial banks didn’t issue perpetual bonds until 2019. Thus, its
motivation and economic outcome have attracted the attention of both the theory and practice
fields. Taking the first perpetual bond issued by the Bank of China (BOC) as an example, the
internal cause for the issuance is explored. By using the event study method, the change of excess
return rate before and after the event is analyzed and the impact of the information disclosure
behavior of BOC’s perpetual bond financing on the stock price is studied in order to investigate the
capital market reaction before and after the issuance. It is found that the motivation for the
issuance is to enrich capital, enhance the risk resistance ability and encouraged by regulators. The
issuance of perpetual bonds by BOC will have a short-term negative effect on the stock price, but
overall, investors hold a positive attitude towards the perpetual bonds of BOC.

Keywords: perpetual bonds; commercial banks; motivation; market reaction
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