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To further clarify the announcement effect and conflict from a
variety of hypotheses, including the informative conversion ratios’
hypothesis, debt sweeteners hypothesis, backdoor equity hypothesis, risk
synergy hypothesis and sequential-financing hypothesis for the issuance
of the convertible bond, this paper is aimed to investigate the which
hypothesis is validated from the point of views of arbitrage and hedging.

The empirical evidences show that, First, there exists significantly
negative abnormal returns of the convertible bond among the periods of
issuance announcement, starting convertibility announcement and initial
convertibility announcement. In addition, it has the largest cumulative
abnormal return for the starting convertibility announcement. Second,
we find the informative conversion ratios’ hypothesis, debt sweeteners
hypothesis, risk synergy hypothesis and sequential-financing hypothesis
for the issuance of the convertible bond are validated in all or partial
sample periods. Third, we conclude that after the starting convertibility
date, the increase of abnormal short ratio will help decreasing the
underlying stock of convertible bond. Finally, the motivation for issuing
firms to choose a equity-like or debt-like convertible bond is different
from the announcement effect for convertible bond investors.
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