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Abstract 
 
In this study, we investigate how the government intervention can affect the behaviors of participants in bond market? We used China’s corporate bonds data from 2008 to 2015 as research samples. We found that from 2008 to 2013, the bond market was under strong government intervention. All participants seem to have plenty of confidence in the market, since there was no defaulted bond until 2014. Thus, the investors were nearly risk neutral, and the credit spreads had no reaction to its real risk premium level, while the rating agencies were motivated to issue inflated credit ratings under the pressure of the underwriters. After 2014, the bond defaults sent a signal on intervention weakening, and the strong expectations on "implicit guarantee" was broken in the market. Meanwhile, the investors formed a new expectation on "rigid redemption". We found significant improvements in ratings quality since pressure of the rating failure punishment has elevated their reputational concerns. 
 
1. Introduction 
 
Investors and rating agencies in the bond market have heterogeneous reactions to government intervention based on their own utility optimizations. How these participants respond to the changing of the government intervention level? It is a question yet to be answered. In this paper, we define for the first time that the China’s bond default event as a sign of the weakening in government intervention level, and then we look at the reactions of the investors and the rating agencies to this change. 
 
While government intervention in business is not unique to china, the Chinese corporate bond setting is particularly interesting for two reasons. First, the Chinese government plays an important role in business activities through its majority ownership in SOEs and its right to appoint top executives for SOEs (Allen et al., 2005). Although the bonds issued by private enterprises are growing in number, SOEs still dominate the market in China. Second, the first corporate bond default event in China occurred in 2014. Before that, the bond market was under strong government intervention, where defaults were viewed as a genuine impossibility, which frankly is an abnormal phenomenon in bond market. The government has been energetically involved in the bond market. Therefore, there are some anomalies existed in the market such as so-called "implicit guarantee" and "rigid payment".  
 
"Implicit guarantee" expectation is the investors and rating agencies expect the bond will be potentially guaranteed by third party. In other words, they believe that the third party such as local governments will guarantee or support implicitly to avoid defaults. These expectations alter the default probabilities of the bond, so as the behaviors of the investors and the rating agencies in the market. In fact, the so-called "implicit guarantee" of bonds is essentially not guaranteed by law or regulations (Brandt and Li, 2003; Cull and Xu, 2003, 2005; Allen et al., 2005). Its own attributes are very uncertain compared with the "explicit guarantee". "Rigid payment" expectation is a very special phenomenon in China, which means that although the bond has defaulted, rather than goes into normal bankruptcy and liquidation procedures, it will be completely repaid by the third party who has not legal responsibilities. Once the defaults occurred, the "implicit guarantee" expectations will naturally be broken, and the participants in the market are unwilling to give up the hope of government intervention, then will form the "rigid payment" expectation which expect the third party such like government (or other companies appointed by government) could implement a certain intervention to be responsible for payment. Such expectations have major impacts on the investors and have little impacts on the rating agencies, since the rating agencies already suffer the rating error loss when the defaults happen. 
 
The existing literatures on China’s bond market mainly focus on municipal bonds. However, it is not an ideal subject to reflect the markets response on the changing of government intervention. The municipal bonds have natural government support and the credit spread formation mechanism is also not rational. Thus, the research on this subject cannot efficiently reflect how the changing level of government intervention will affect the market participants’ behaviors. This paper uses the 2014 (first bond defaulted in this year) as the exogenous variables to depict the changing in government intervention, and clarifies the "implicit guarantee” factors of corporate bonds mainly by the company properties and the bond underwriters’ background. We analyze changing of expectations before and after the first bond default occurred. This paper creatively dissects the expectation of government intervention on two phases (includes "implicit guarantee"-before default occurred and "rigid payment" after default occurred), and focus on the evolution mechanism of the two kinds of expectations under the changing of government intervention. Our empirical results show that in the 2008-2013 sample, the investors charge lower spreads on state-owned enterprises. The rating agencies also give higher ratings on those. The background information, like the property of the leading underwriters is neglected in the pricing in this period because the investors have excessive confidence towards issuers’ state-owned property and the property of the issuer is the dominant variable. The results show that the state-owned property is indeed considered as "implicit guarantee" factors and reduce the credit spread. We find that the rating agencies capture the information like the property of the leading underwriters. The leading underwriters could also participate in the payment process and they also send the message as "implicit guarantee”. More importantly, in order to issue bond smoothly, both the issuers and the leading underwriters have incentives to put pressure on rating agencies to give inflate rating. While the rating payment mode is the "issuer pays" mode and the rating market is very competitive. For the sake of profit, the rating agencies are likely to give inflate ratings. Simultaneously, there are no defaults in this stage, the rating agencies' rating error cost is very low, so that they tend to give inflate rating on the bond issued by underwriters who has good reputation and strong strength.  
 
After the 2014, all parties’ expectations of the government intervention in the bond market have been weakened considerably. The investors were entangled with whether the government will step in, but they started to care about whether there are others who will continue to take the responsibility of bond payment after the default.  Investors found that the underwriters could be good potential payers in the payment process. So, in this period, they capture the property of the leading underwriters. From the empirical results, we find that the significance level for the impacts of the leading underwriters on the spreads has been greatly improved. That verifies the hypothesis that, while government reduce interventions on market, the investors shift the former single attention on direct government properties to wider implicit guarantee factors, i.e., the properties of all the potential participants in payment. Furthermore, the government direct intervention is the dominant variable, so that the impacts of the leading underwriters are much weaker comparing to the properties of the issuers. Meanwhile, the rating agencies appear the heterogeneous reaction at this stage. The defaulted bond does not enter the usual bankruptcy and liquidation procedures. Ironically, they still realized full payment shortly after the default event. However, once the bond default happens, the rating agency's rating will be considered as the severe failure. In reality, after the default, the market has blamed the ratings agencies' inflated ratings, and thus many rating agencies have suffered a sharp drop in business. The rating error cost arises in this period. The empirical results show that the impacts of the leading underwriters on the rating have been greatly decreased. This is completely consistent with the hypothesis, the default event makes the rating agencies no longer be sensitive to the leading underwriters, and they are more rational.   
 
The rest of this paper proceeds as follows: the second section reviews the studies on corporate bond spreads and credit ratings within the existed literatures. The third section proposes a series of hypothesis on the investors and the rating agencies in China. The fourth section is the research method and data description. The fifth section is the empirical analysis and result. 
The sixth section is the conclusion of this paper. 
 
2. Background  
 
2.1 The transformation of government intervention and market response 
 
It is widely believed that the governments have direct intervention in the bond market, and the issuers whose property is a state-owned enterprise or which has a government background are given premiums in the bond rating and pricing procedures. In the study of mature bond market in developed countries, Ang et al. (2000) discusses that the company ownership structure and some other similar non-financial factors can have influence on their debt financing costs. But such measurements are mostly confined in the measures of the government control of the company. And they do not consider them as representatives of "implicit guarantee" factors. Moreover, for immature bond market in developing countries such as China, India, etc., a large number of literatures focus on municipal bonds’ government's invisible guarantee. Chen and Wang (2015) consider that the government intervention represented by “implicit guarantee" influence the municipal bonds’ pricing. They emphasis that with the government strengthening their implicit guarantee, the municipal bonds’ investment return and explicit guarantee will accordingly be improved. Arellano (2008), Yue (2010), Chen and Wang (2015), point out that the investment return and the credit rating have certain influence on the spread forming mechanism under the premise of implicit government guarantee. Mara Faccio, Ronald w. Masulis and John j. McConnell (2006) use the data analysis of 450 enterprises which  may have some political associations in 35 countries and conclude that government have preference to support and rescue enterprises with close connections. Altman (1990), Guha (2002) found that the higher the GDP and GDP growth rate, the more likely the local government is able to provide implicit guarantee, and the smaller the default risk and the credit spread. Fisman (2001) shows that the political relations in the transition economy encourage companies to take advantage of such political relations and obtain implicit guarantees of government. And Johnson and Mitton (2003) use the example of Malaysia; Khwaja and Mian (2005) use the example of Pakistan and Cull and Xu (2005) use the example of Chinese companies to show that the companies who have political association prefer and are easier to access debt financing. These companies may have higher default probabilities and lower profitability but still can pay the lower interest rates to lenders. All these literatures suggest that in less matured bond market, bond pricing dependents on non-marketization factors and the investors generally have subjective expectations on "implicit guarantee" behind the bonds. In China, the companies’ properties are usually separated into two categories, the state-owned and private enterprises. These two groups have fundamental differences in the financing environment, the objective function and governance structure, etc. (Brandt and Li, 2003; Cull and Xu, 2003200; five Allen et al., 2005). Thus, we distinguish the properties of enterprises and regard state-owned property as a proxy indicator of the "implicit guarantee" . 
 
The government intervention can also affect bond’s pricing and ratings through other indirect channels. In terms of corporate bond issuance, the underwriters have played a pivotal role in the process of corporate bond issuance. The reputation and the strength of the large underwriters might easily affect the pricing and rating. The issuers tend to prefer underwriters with higher reputations and strong strength to underwrite their corporate bonds. The underwriter plays as an information carrier which can pass the company information to investors through public disclosure. During the underwriting, the high reputation underwriters will consider such underwriting has influence on their later reputation. First of all, it has high opportunity cost of fraud that a failure of underwriting will produce severe negative effects on reputation. Secondly, a good relationship with investors is the basis of underwriting. In order to maintain relations with investors, underwriters tend to recommend outstanding bonds to investors. Combined with the above considerations, the underwriters with higher reputations will choose to underwrite corporate bonds issued by the companies with high reputation and safety. And the investors have reasons to believe that high reputation underwriters are more honest, diligent and trustworthy. As a result, the reputation and strength of the leading underwriters will influence the investors’ expectations of "implicit guarantee" and "rigid payment". On the other hand, they tend to persuade ratings agencies to give a higher rating towards bonds for the smooth issuance. Gande and Puri use early data to do the regression analysis and find that, comparing with ordinary investment banks which also can underwrite bonds, the investors are willing to pay higher prices and receive corresponding lower yields for the bonds underwritten by banks. It is generally believed that high reputation underwriters will match high quality issuers and vice versa. Considering the corporate bond issuance mechanism in China, we find that underwriters play a more active role so that the leading underwriters’ reputation and strength is an important factor which cannot be ignored when we consider the bonds implicit guarantee power.  
 
2.2 Research on the quality of credit rating agencies 
 
Existed literatures mainly focus on the rating agencies' rating distortions and institutional investors' inconsistent judgments. The first category of literature belongs to the theoretical research. These literatures suggest that rating agencies play an important role in the capital markets. Rating agencies can investigate the issuers’ financial conditions and consequently obtain private information (Abad-Romero and Robles-Fernez, 2006). Sanvincente and Griffin (1982) also echo that this makes the rating agencies have some information advantage which is reflected on their rating results. Investors will use these results to form their judgment towards companies’ operating conditions and default risk, so that the rating can influence the enterprises’ financing costs. Grossman and Stiglitz (1980) point out that the efficient market hardly exists, and the credit rating agencies can significantly reduce the cost of information and increase the market liquidity and efficiency. In addition, many exchanges have a minimum requirement on ratings of listed bonds. Many institutional investors only invest in "investment-grade" bonds (Brandon, 2004). On the one hand, the theory of reputation suggests that in the context of repeated games, in order to obtain long-term excess returns, companies tend to avoid short-term fraud behaviors (Klein and Leffler, 1981). Building up and maintaining a good reputation is vital to any rating agency, and any opportunistic behaviors like misrepresenting will lead to the loss in credibility and potential gains. On the other hand, the prevailing payment mode has created conflicts of interest for rating agencies (Mathis et al. 2009; Skreta and Veldkamp, 2009; Bolton et al., 2012; Opp et al., 2013; Sangiorgi and Spatt, 2013). The agency's main revenue comes from the issuers while the investors who use the ratings results don't have to pay for it. As a consequence, issuers and underwriters will take a rating-shopping pattern and the rating agencies are motivated to distort real ratings results to please issuers and underwriters. Ultimately, the incentive for rating agencies to tell the truth depends on which effect is dominant and this need to be tested empirically. Specifically, there already exists several papers explain why the reputation mechanism can't adequately restrict rating agencies to tell the truth through the dynamic reputation model, such as Mathis et al. (2009). Skreta and Veldkamp (2009) analyze the causes of rating-shopping pattern from the perspective of investors’ rationality and financial assets’ complexity. Boltonet al. (2012) explains that the competition in rating industry will reduce market efficiency. They pointed out that while the investors are credulous towards rating results, rating agencies tend to underestimate risk for business because issuers and underwriters prefer most satisfactory rating results. For the same reason, regulations which rely on credit ratings results also give the rating agencies incentive to distort accurate ratings (Oppetal. 2013; Ozerturk, 2014). 
 
 
3. Development of Hypotheses 
 
The above literatures show that investors and credit rating agencies generally judge and evaluate the changes of government intervention in the bond market from their own perspectives. Before the defaults happened, the “implicit guarantee” were leading factors affecting the rating result as well as the credit spread. After the default event, the rating agencies faced high rating error costs and the “implicit guarantee” are less significant. Meanwhile, in the absence of the complete withdrawal of government intervention, the investors form the "rigid payment” expectation that the “implicit guarantee” factors still work. 
 
Our paper made some improvement and innovation towards pervious literatures. 
 
Firstly, our paper is based on Chinese bond market, using the default event to depict the transformation of the government intervention. We did more comprehensive studies on the behavior changing mechanism of the major participants through the properties of the issuers and the leading underwriters. Existed studies mainly focus on the "implicit guarantee" of municipal bonds which analyze the local government's ability to provide "implicit guarantee"(local economic and fiscal condition) and willingness (government policy, asset-liability ratio). While to corporate bonds, only properties of issuers represent the degree of "implicit guarantee" from the government and the wider "implicit guarantee" factors should include the strength of the leading underwriters and the factors involved in "rigid" payment of the bond redemption process. We select these indicators for the proxies of "implicit guarantee" which are more accurate than the factors from municipal bonds. 
 
Secondly, there are few references consider the difference and complexity of the bond market's participants in the process of marketization. This paper study the heterogeneous behaviors of the rating agencies and the investors during two periods. We compare the behavior changes of the credit agencies and the investors due to the weakening of the government intervention in two periods.  
 
Based on the above analysis, this paper makes the following hypotheses: 
 
Before the default in 2014, the government had a strong market intervention force which guided the market participants to form strong expectations on the government's implicit guarantee. Rating agencies and investors consistently give premiums of the "implicit guarantee" factors. We predict that the ownership of issuers will significantly affect the ratings and the spreads. The state-owned properties are regarded as "implicit guarantee" factors reducing the spreads and increasing the ratings. 
 
Therefore, we have hypothesis 1: before the outbreak of default in 2014, the market investors and rating agencies gave state-owned enterprises lower spreads and higher ratings. 
 
The leading underwriters’ properties had not been captured by investors before 2014. At this stage the investors were overconfident about the issuers, they did not worry about any default risks. Therefore the impact of the leading underwriters was dominated by the properties of the issuers and no longer reflected in spreads. To ratings agencies, they also expected the government would make strong interventions on the bond market so that their rating errors would not generate any  cost. Without the rating error cost as punishment, their utility was just the product of accepted probability of rating business and fixed income by each rating. Due to the "issuer pays" mode, issuers and the leading underwriters have the incentives to persuade ratings agencies to give a higher rating for a more smooth bond issuance. And the ratings agencies also optimized to take these persuasion because such behavior can bring benefits and no punishment. 
 
Therefore, we have our hypothesis 2: before the outbreak of default in 2014, the leading underwriters’ reputation and strength did not significantly affect the credit spread. While, the underwriters with good reputation and strong strength will significantly improve the credit rating result. 
 
After the default in 2014, the expectations of government intervention have been weakened considerably. Instead of focusing on whether the bonds will default or not, investors search any potential participants who will be involved in the redemption procedures. They realize that the leading underwriters have good reputation and strengths,  and mostly are large state-owned enterprises. These groups care about their reputation and have the ability to guarantee fully payment. In reality, the leading underwriters actively participate in the payment activity of the bond market.  
 
Therefore, we have our hypothesis 3: after the outbreak of default in 2014, the investors and rating agencies have heterogeneous reaction. The investors consider the state-owned property and the background of the leading underwriters as the indicators reflecting the probability of "rigid payment". They consider the former as direct political association and the latter as indirect political connections and potential power for “rigid payment”. 
The latter is always dominated by the former one. 
 
After 2014, the ratings agencies' reaction is heterogeneous comparing with the investors. 
They still  focus on the probability of a bond default. When a bond default occurs, it shows that the rating agency has a major failure. After the bond defaults, the rating error cost is enormous. The accuracy of the rating is the core competitiveness for the survival of the rating agencies. Rating errors will reduce the reputation and loss business. 
 
Therefore, we have our hypothesis 4: after the outbreak of default in 2014, the rating agencies still focus on the factors affecting the default probability. Considering the enormous rating error cost, they would be more cautious and fair in later rating and was not so sensitive to the persuasion and reputation of the leading underwriters. Therefore, we expect that the impacts of the leading underwriters’ property on ratings will be greatly weakened.  
 
4. Research methods and data description 
4.1 The source of the sample data 
 
This paper selects the corporate bonds issued by listed companies from 2008 to 2015 as samples, excluding financial bonds, asset-backed securities, convertible bonds, collection bonds and notes. The number of the original samples is 1745. We further delete some observations which the coupon rate and financial information are missing. In addition, the "implicit guarantee" factors include the ability to obtain assistance from local governments and the related enterprises. So we require the economic and financial indicators in the administrative region. Therefore, we delete bonds issued by the central state-owned enterprises. Moreover, we delete bonds issued by Tibet and other special regions to avoid the effect of abnormal values. Overall, this paper adopts 470 samples which are eligible for the requirement. We also collect 287 fiscal years’ data about the economical conditions of the regional administrations. 
 
The information of the corporate bonds and the financial information of the issuers used in the regressions come from RESSET database and public annual reports about the listed companies. The treasury yields’ data comes from the official website of China Securities Depository & Clearing Corporation Limited (CSDCC). The economic indicators and financial data of each regional administrative area come from China urban statistical yearbook from the 2008-2015. 
 
4.2 Research methods 
 
In this paper, we use the credit ratings and credit spreads of the corporate bonds as proxy variables to measure the heterogeneous behaviors of the rating agencies and bond investors. We verify the impact of "implicit guarantee" factors on credit rating and credit spreads in different market stages. And we also judge the change of the expectations of "rigid payment" after the weakening of the government intervention. 
 
The multiple regression model is built as follows: 
   creditratingi = 1soe+ 2undrr3OTHERguaranteei +4FINi  （1） creditspreadi = 1soe+ 2undrr3OTHERguaranteei +4FINi  （2） 
where, creditratingi andcreditspreadi represent the credit rating and credit spreads of bond 
 	 
“i” respectively. The credit spread is the difference between the treasury yield of the equivalent maturity and the yield of the bond, which represents the risk premium of the bond. soe represents the property of ownership of issuer “i” that 1 represents the local state-owned enterprises, and 0 is for the enterprises of other ownership property, such as private enterprises. soe is used to measure "implicit guarantee" from government. undrr represents the reputation and the strength of the bond's leading underwriters. If the underwriters are the one of the six companies with the largest asset from 2007 to 2015 or are the famous international investment banks, then we assume undrr equates 1, otherwise 0. 
OTHERguarantee i represents other "implicit guarantee" factors, such as local GDP and local 
loan-to-deposit ratio, etc. They reflect the possibility that issuer can be rescued by the local governments and the local related enterprises. FINi is a column vector of the issuers’ financial factors reflecting the solvency of the bond itself. 
 
The main "implicit guarantee" factors in this paper are measured by the properties of the issuers and the reputation of the underwriters. Compared with other companies, state-owned issuers send investors good prospects and strong expectations of "rigid payment" from local government. Meanwhile, strong leading underwriters are also more actively involved in the issuance of bonds, and may even persuade the agencies to give inflated credit ratings. Furthermore, the leading underwriters with good reputation and strong strength may be the main force to rescue the default companies and complete the "rigid payment". These two factors make the rating agencies and investors have the heterogeneous reactions to the "implicit guarantee" factors of the leading underwriters, which will be studied later. 
 
The default in 2014 is an remarkable event in the development of China's bond market. The research in this paper divides the data into two stages: 2008-2013, 2014-2015. 
 
Other factors which can affect local governments' willingness and capacity to provide "implicit guarantees" are chosen by local GDP and local loan-to-deposit ratios. According to Altman (1990) and Guha (2002), the higher the GDP and GDP growth rate, the lower the default risk and the narrower the credit spreads; the higher the ratio of loan-to-deposit, the greater the investment and the greater the financial efficiency.  
 
In the chosen financial indicators, the liquidity ratio and the cash ratio reflect the ability of the enterprise to liquidate, which are the so-called short-term solvency. The larger the ratio, the narrower the credit spreads. Asset-liability ratio reflects the company's long-term solvency. The lower the ratio, the smaller the company's leverage and the it reduces credit spreads for corporate bonds. The interest coverage ratio measures the company's ability to pay interest. Return on equity, total return on assets, and sales cash ratio reflect the profitability of the company. The larger the ratios, the narrower the credit spreads, the higher the ratings. The greater the turnover of total assets, the stronger the corresponding profitability and the narrower the credit spreads. Net profit growth rate and net asset growth rate reflect the growth capacity of the company, indicating that the company's prospects are better, the narrower the credit spreads and the higher the credit rating. 
 
If the regression analysis finds that the coefficients of soe,undrr and OTHERguaranteei are significantly different from zero, which means the credit agencies and the investors consider the impacts of the non-marketable "implicit guarantee" factors when they judge the risk of the default. Similarly, if the coefficients of FINi are significantly different from zero that means the difference in the solvency of the companies has also been reflected in the credit spreads and the ratings. 
 
4.3 Data processing 
 
The credit spreads of the companies in this paper are the difference between the treasury yield and the bond yield to maturity. Due to the term of corporate bond does not exactly match the term of the Treasury bonds, we match the corporate bond and Treasury bond by the linear interpolation method. The "implicit guarantee" data in the government level comes from the CHINA CITY STATISTICAL YEARBOOK. Among them, the GDP and GDP growth rate are disclosed in the yearbooks and the unit of GDP is one trillion RMB and the each unit of ratio is %. The loan-to-deposit ratio is calculated based on the year-end balance of RMB loans to year-end balance of RMB deposits. For the company's financial indicators, in order to eliminate the multicollinearity, we adopt the principal component analysis (PCA) to simplify the problem. 
 
Key variables and their symbols expectations to credit spreads and credit ratings are shown in Table 1-3. 
 
Table 1 Key variables and their symbol expectations 
 
	Variables 
	
	Definition 
	Symbols expected to credit spreads 
	Symbols expected to credit ratings 

	Implicit guarantee 	 
	
	SOE 
	The property of the issuer 
	- 
	+ 

	
	
	UNDRR 
	The leading 
	- 
	+ 

	
	
	underwriter 
	
	

	OTHERguaranteei 
	GDP(￥trillion) 
	GDP 
	- 
	+ 

	
	LTD (%) 
	Loan-to-deposit 
ratio 
	- 
	+ 


 
Table 2 Controlled variables and their symbol expectations 
 
	Controlled variables 
	Definition 
	Symbols expected to credit spreads 
	Symbols expected to credit ratings 

	Term 
	Term (year) 
	+ 
	- 

	TotalSize 
	Issue size (￥100 million) 
	？ 
	？ 

	Size 
	Total company size 
(￥100 million) 
	- 
	+ 

	CredRat 
	Bond credit rating 
	- 
	/ 


 
Table 3 Financial indicators and their symbol expectations  
 
	Variables 
	Definition 
	Symbols 
expected to credit spreads 
	Symbols 
expected to credit ratings 

	1. Liquidity ratio 
Financial indicators 
	Current assets/current liabilities *100% 
	- 
	+ 

	2. Cash ratio 
	Total amount of cash flow assets/current assets *100% 
	- 
	+ 

	3. Asset-liability ratio 
	Total liabilities/total assets 
*100% 
	+ 
	- 

	4. Interest 
protection multiple 
	Earnings before interest and 
interest charges 
	- 
	+ 

	5. Return on equity 
	Net profit/owner's equity * 
100% 
	- 
	+ 

	6. Total return on assets 
	Net profit/total assets * 
100% 
	- 
	+ 

	7. Total assets turnover rate 
	Operating income/total assets * 100% 
	- 
	+ 

	8. Net profit growth rate 
	Current net profit increase/net profit * 100% 
	- 
	+ 

	9. Growth rate of net assets 
	Current net assets growth/net profit * 100% 
	- 
	+ 

	10. Short-term solvency 
	Net operating cash flow net/current liabilities * 
100% 
	- 
	+ 

	11. Long-term solvency 
	Operating cash flow net/total liabilities * 100% 
	- 
	+ 

	12. Sales cash ratio 
	Operating cash net income/sales * 100% 
	- 
	+ 

	13. Profitability 
	Net cash flow/net assets of operating activities * 100% 
	- 
	+ 


 
Through the analysis of PCA, we obtain six principal component factors. Factor Y1 is the short-term solvency factor; Y2 is the long-term profit factor; Y3 is the short-term profit factor; Y4 is the liquidity capacity; Y5 is the profit growth ability; Y6 is the operation factor. 
 
In addition, in order to control the impacts of the industry and the annual effect, we set dummy variables of the industry and the annuals. 
 
4.4 Descriptive statistics 
 
Table 4 and Table 5 report the descriptive statistics of the credit spreads, credit ratings, as well as the properties of the issuer and the leading underwriters, the local government economic indicators and the financial situations of the company. The statistics show that before the outbreak of default, the credit spreads were higher. This confirms that the default has not broken the investors' expectations of "rigid payment". After the event of the default, the risk consciousness of the investors gradually increases and the credit spreads return to the essence of the credit risk premium. 
 
Table 4 Descriptive statistics of credit spreads and main key variables 
 
	Time  
interval 
	Variable  
	Sample volume 
	Mean(%) 
	The standard deviation(%) 
	Min  
(%) 
	Max  
(%) 

	2008-2015 
	creditspread 
	468 
	2.536 
	1.146 
	0.278 
	6.780 

	
	SOE 
	470 
	0.529 
	0.499 
	0 
	1 

	
	UNDRR 
	470 
	0.334 
	0.472 
	0 
	1 

	2008-2013 
	creditspread 
	279 
	2.770 
	1.028 
	1.199 
	6.780 

	
	SOE 
	280 
	0.386 
	0.488 
	0 
	1 

	
	UNDRR 
	280 
	0.554 
	0.498 
	0 
	1 

	2014-2015 
	creditspread 
	189 
	2.190 
	1.224 
	0.278 
	6.541 

	
	SOE 
	190 
	0.258 
	0.439 
	0 
	1 

	
	UNDRR 
	190 
	0.495 
	0.501 
	0 
	1 


Data source: RESSET financial database. 
 
Table 5 Descriptive statistics of the control variables 
Sample Mean(%) The standard Variable
 
Definition
 
volume
 
deviation
(
%
)
 
M
in 
 
(
%
)
 
M
ax 
 
(
%
)
 

Panel A 
	GDP 
	GDP(￥trillion) 
	428 
	0.554 
	0.603 
	0.027 
	2.50 

	LTD 
	Loan-to-deposit ratio(%) 
	350 
	109.025 
	80.608 
	0.6839 
	368.421 


Panel B 
	Financial indicators 
	Definition 
	Sample volume 
	Mean(%) 
	The standard deviation(%) 
	Min  
(%) 
	Max  
(%) 

	Y1 
	Short-term solvency 
factor 
	431 
	-0.00003 
	0.07399 
	-0.120 
	0.301 

	Y2 
	Long-term profitability 
factor 
	431 
	0.05511 
	0.26144 
	-0.421 
	0.859 

	Y3 
	Short -term profitability 
factor 
	431 
	-0.15787 
	0.63743 
	-3.364 
	0.990 

	Y4 
	Liquidity capacity 
	431 
	0.06125 
	0.26419 
	-0.598 
	1.050 

	Y5 
	Profitability  
	431 
	-0.00460 
	0.03033 
	-0.097 
	0.137 

	Y6 
	Operational factors 
	431 
	-0.01425 
	0.11585 
	-0.426 
	0.214 


Panel C 
	Control variable 
	Definition 
	Sample volume 
	Mean(%) 
	The standard deviation(%) 
	Min  
(%) 
	Max  
(%) 

	Term 
	Term (year) 
	470  
	5.231 
	1.521 
	1.500 
	10.000 

	TotalSize 
	Issue size (￥100 million) 
	470 
	12.791 
	11.037 
	0.500 
	72.600 

	Size 
	Total company size (￥100 
million) 
	431 
	291 
	448 
	7 
	5710 


Data source: RESSET financial database. 
 
 
Table 6 is a statistical analysis of the credit ratings. Only ten corporate bonds were issued in 2008 due to the financial crisis.  The corporate bond market had grown slowly before 2011. After the major improvement of the bond market in 2011, the number of issuance increased year by year and reached 104 in 2012. After 2014, with the frequent defaults, the number of bonds fell back for two years. Due to the development of the corporate bond market and the promotion of favorable policies in 2015, the debt financing was widely adopted by listed companies at the time that the stock market was depressed. The results show that the ratings are concentrated between AA and AA + in the entire sample. The former accounts for 44.56% and the latter accounts for 30.49%. The AAA accounts for 22.17%. Almost all bond ratings are above AA, and only one bond is rated A+, no bonds are below A+. In the empirical regression, because the rating is an ordered variable, we set A+ to be equal to 1, AA- to be equal to 2, AA to be equal to 3, AA+ to be equal to 4 and AAA to be equal to 5. 
 
Table 6 Distribution of bond credit ratings (2008-2015) 
	year 
	A+ 
	AA- 
	AA 
	AA+ 
	AAA 
	Total 

	2008 
	0 
	1 
	1 
	4 
	4 
	10 

	2009 
	0 
	1 
	17 
	13 
	5 
	36 

	2010 
	0 
	0 
	4 
	4 
	2 
	10 

	2011 
	0 
	0 
	28 
	20 
	16 
	64 

	2012 
	0 
	1 
	53 
	31 
	19 
	104 

	2013 
	1 
	2 
	21 
	13 
	19 
	56 

	2014 
	0 
	4 
	25 
	15 
	16 
	60 

	2015 
	0 
	3 
	60 
	43 
	23 
	129 

	Total 
	1 
	12 
	209 
	143 
	104 
	469 

	ratio% 
	0.21 
	2.56 
	44.56 
	30.49 
	22.17 
	100 


Data source: RESSET financial database. 
 
5. Empirical analysis and the results 
 
5.1 Empirical results from 2008 to 2013 
 
Due to the frequent bond default events, many literatures show that expectations of “implicit guarantee” and "rigid payment" have been broken, and the corporate bond market has been gradually marketization. Other literatures believe that the market participants remain holding the "rigid payment" expectations and the corporate bond market is still far away from marketization. 
  
For this reason, we select the outbreak of bond defaults in 2014 as the time point and divide the samples into two groups: 2008 to 2013 samples and 2014 to 2015 samples. We study the heterogeneous reactions of the investors and the rating agencies under the weakening of the government intervention. 
 
Firstly, we study the influence of the "implicit guarantee" factors on the credit spread to verify our hypothesis 1-4. In regression 1, the dependent variable is the credit spread. We only introduce the issuers’ ownership-SOE and the reputation of underwriters- UNDRR as two proxy variables to measure the implicit guarantee factors. The empirical results are shown in Table 7. 
 
For the 2008-2013’s regression, the results show that the ownership property significantly influences the spread which indicates that the state-owned property is regarded as "implicit guarantee" by investors. Correspondingly, non-state-owned enterprises need to provide higher risk premium as compensation. However, the reputation of the leading underwriters does not significantly affect the credit spread. Looking back to the economic situation between 2008 and 2013, the corporate bond market was at the initial stage and was controlled by government force. Because of the strong intervention by the government, there are no default happened. The investors in this stage were risk neutral and the bond spread does not reflect the true risk premium. State-owned corporate bonds, which were highly demanded, did not need to offer high interest rates to attract investors. While private enterprises actively raised interest rates to attract investors in order to issue bonds successfully. 
 
On the basis of regression 1, we introduce the ownership ” SOE”, the leading underwriter’s reputation” UNDRR” , the loan-to-deposits ratio “LTD” and local GDP as more generalized factors of "implicit guarantee" which is the regression 3. We believe that investors will consider the local economic conditions when they assess the "implicit guarantee" of the corporate bonds. The GDP reflects the local government's ability to help local listed companies redeem. And the loan-to-deposit ratio reflects the activity of local financial markets which reflects the companies’ ability to finance themselves through non-debt channels. The two indicators measure the ability of companies to obtain the financial support from related stakeholders and the investors have stronger expectations of "implicit guarantee" on these attributes and feel safer about their investment so that they require lower return. 
 
The results of regression 3 show that the sign and significance of the leading underwriters have not changed. Although not significant, the local loan-to-deposit ratio has a negative effect on the spread which confirms our predicts. However, the GDP has a opposite direction and the the result is not significant. That it verifies the fact that the investors has little risk awareness in corporate bond market until 2014 due to the strong government intervention. 
 
Secondly, we studies the influence of the "implicit guarantee" factors on bond ratings. The dependent variable are the rating results “creditrating”. Regression 2 shows that both the issuers’ property and the reputation and the strength of the leading underwriters have significant influence on the rating. In other words, state-owned issuers and the underwriters with strong strength will significantly improve the ratings. The results show the consistent "implicit guarantee" expectations with the investors which ratings agencies also give high ratings to the bonds that may be supported by local governments and the leading underwriters. On the one hand, no bond default means that the cost of the ratings failures was very low. The "issuer's pay" mode intrigues agencies to give inflated ratings to attract more business. On the other hand, higher ratings can help issuers and underwriters expand their bonds’ investors and be issued successfully. The issuers and underwriters have incentives to persuade ratings agencies to give higher ratings. Combining the above two reasons, we can see that the results reflected the fact that stronger issuers and underwriters have significantly enhanced the credit level. Furthermore, the local loan-to-deposit ratio and local GDP are added to the model, such as regression 4. The results show that the rating agencies are still significantly influenced by the property of issuers and the reputation and the strength of the underwriters. However, the loan-to-deposit ratio has the wrong direction and is not significant. It is worth noting that, the GDP is highly significant with the correct direction as our expectation. Therefore, our key variables are robust and the rating agencies are also concerned about the impacts of the local economic conditions. 
 
To sum up the empirical results of this phase, the hypotheses of the stage 2008-2013 in hypotheses 1-4 are verified. Before the outbreak of the default event in 2014, the investors and the rating agencies gave state-owned enterprises lower spreads and higher ratings. The reputation of the leading underwriter did not significantly affect the credit spreads but significantly affected the ratings. Under strong government intervention, both the investors and the rating agencies have the consistent expectations towards state-owned enterprises as 
"implicit guarantee". The underwriter effect was dominated by the ownership effect from the investor's perspective so that they did consider the underwriter’s reputation and strength. While, the rating agencies were persuaded by issuers and the leading underwriters for the sake of profits with low cost of rating failures. Besides, the possibility of local government’s rescue and local economic conditions also have significant impacts on the credit rating results. 
 
Table 7 empirical results from 2008 to 2013 
	 
	(1) 
	(2) 
	(3) 
	(4) 

	
	OLS 
	OLS 
	OLS 
	OLS 

	
	Credit spreads 
	Credit rating 
	Credit spreads 
	Credit rating 

	SOE 
	-0.301** 
	0.375*** 
	-0.313** 
	0.398*** 

	
	(-2.86) 
	(4.40) 
	(-2.84) 
	(4.55) 

	UNDRR 
	-0.101 
	0.304*** 
	-0.104 
	0.259** 

	
	(-0.94) 
	(3.44) 
	(-0.92) 
	(2.81) 

	Term 
	-0.0546 
	-0.00301 
	-0.0609 
	0.00804 

	
	(-1.80) 
	(-0.12) 
	(-1.91) 
	(0.30) 

	TotalSize 
	-0.00950 
	0.0160*** 
	-0.0104 
	0.0180*** 

	
	(-1.80) 
	(3.69) 
	(-1.81) 
	(3.90) 

	Size 
	-9.66e-13 
	9.78e-12*** 
	-8.36e-13 
	8.96e-12*** 

	
	(-0.49) 
	(6.53) 
	(-0.40) 
	(5.61) 

	Short-term solvency factor 
	-1.033 
	-1.145 
	-1.090 
	-1.032 

	
	(-0.93) 
	(-1.23) 
	(-0.96) 
	(-1.10) 

	Long-term 
profitability factor 
	-0.233 
	0.814* 
	-0.232 
	0.719 

	
	(-0.51) 
	(2.13) 
	(-0.50) 
	(1.87) 

	Short -term profitability factor 
	-0.144 
	0.0374 
	-0.142 
	0.0263 

	
	(-1.16) 
	(0.36) 
	(-1.11) 
	(0.25) 

	Liquidity capacity 
	0.0877 
	-0.562* 
	0.184 
	-0.590* 

	
	(0.26) 
	(-1.98) 
	(0.52) 
	(-2.03) 

	Profitability 
	-2.039 
	0.162 
	-1.596 
	-0.155 

	
	(-0.99) 
	(0.09) 
	(-0.74) 
	(-0.09) 

	Operational factors 
	0.272 
	1.068 
	0.359 
	0.912 

	
	(0.30) 
	(1.41) 
	(0.38) 
	(1.15) 

	GDP 
	 
	 
	4.75e-11 
	2.19e-09** 

	
	 
	 
	(0.05) 
	(2.67) 

	LTD 
	 
	 
	-0.0000194 
	-0.000203 

	
	 
	 
	(-0.02) 
	(-0.24) 

	Fixed effect of Province - industry - rating agencies and year  
	Controlled 
	Controlled 
	Controlled 
	Controlled 

	Constant 
	6.567*** 
	3.166*** 
	6.464*** 
	3.114*** 

	
	(7.01) 
	(6.28) 
	(6.77) 
	(6.06) 

	Sample volume 
	260 
	261 
	249 
	250 

	R-squared 
	0.5632 
	0.5339 
	0.5700 
	0.5430 


Note: using OLS regression; The value in the brackets is t value; * p < 0.05, * * p < 0.01, * * * p < 0.001, represent significance at the 1% level, 5% level and 10% level respectively. 
 
5.2 Empirical results from 2014 to 2015 
 
The default event in 2014 was a landmark in China's bond market. Since then, the bond default events have been frequently come up so that we use these events as the signal of the weakening of the government intervention. In order to study the reactions of the bond investors and the rating agencies before and after the changing of government intervention, we use samples from 2014 to 2015 as the second phase regression. 
 
Firstly, the effect of "implicit guarantee" factors on the credit spreads is studied. The result of regression 5 shows that, compared with the sample before 2014, the property of the issuers and the reputation and strength of the leading underwriters have more significant influence on the decline of the spreads. The t-value of the leading underwriters increases from 0.94 to 1.75, and the significance was statistically higher. If all year samples are tested (which we do not report here), the t-value increases to 2.33, which is significant at 5% significance level. We can say that the significant effect of the leading underwriters in all year samples was contributed by the samples from 2014 and 2015. This shows that under the frequent default events, the investors shift their expectation from only considering the state-owned property to considering both the state-owned property and the leading underwriters' reputation and strength. We predict that it is the result of the weakening of the government intervention. The default event breaks the "implicit guarantee" expectation, and arises the new "rigid payment" expectation which sets the spreads stable in low level. Through deep investigation of China's corporate bond market, we find that although there have been a large number of default events, these defaulted bonds are still redeemed by the local governments, the leading underwriters and the associated companies. It is clear that bond defaults only enhance the investors' risk awareness to some extent. Although they realize the weakening of government intervention and the broken of "implicit guarantee", they feel confident on the potential powers as the bonds payer and hold strong "rigid payment" expectation. 
 
In regression 7, we add the local loan-to-deposit ratio and the local GDP in to model. The results show that the leading underwriter's reputation and strength, the loan-to-deposit ratio and the GDP are all consistent with our predicts in direction which means our results are robust. Besides, these results again verify the  hypothesis that under strong "rigid payment" expectation, the investors' pricing is significantly affected by more factors reflecting the potential repayment powers.  
 
Furthermore, the impacts of the "implicit guarantee" on credit rating is studied. The results of regression 6 and 8 show that the state-owned property of the issuers has a significant positive impacts on the credit rating. However, the reputation and strength of the leading underwriters do not have the significant impacts on the ratings, and even the direction were inconsistent with the former period. These results verify our predicts that since the cost of the agencies' rating failure has risen significantly since the default, the ratings agencies are more cautious and fair in the rating process. Though rejecting the persuasion of the issuers and underwriters may lose some business, the punishment of inflated and wrong ratings is so high that they no longer wish to take the risk and scarify the reputation. 
 
Similarly, after adding the local loan-to-deposit ratio and GDP indicators, the results show that none of these indicators have the significant impacts on the credit ratings. It is worth noting that even a corporate bond has been completed the payment after the defaults. The rating failure also happened and the rating error cost already existed.  From this perspective, it is reasonable that the underwriters’ background, the loan-to-deposit ratio and GDP factors are not significant. 
 
To sum up the empirical results of this phase, we verify the hypothesis of the phase of 2014-2015 in hypotheses 1-4. After the default event of 2014, the bond investors and the rating agencies have heterogeneous reactions. Investors focus on whether the bonds can finally complete the payment. The default is just a signal of the weakening of the government intervention, which improves their risk awareness. By finding direct and indirect political association and potential payment powers of the bonds, they form the new expectation of "rigid payment". So that in this phase, the leading underwriters’ impact on the investors is greatly improved but it is still dominated by the property of issuers for the latter is the direct political association. On the contrary, the rating agencies still care about the bond default rate. Considering the great cost of rating failure, the rating agencies are more cautious and fair in rating activity. Furthermore, the rating agencies are no longer so sensitive to the persuasion of the leading underwriters and the issuers. Therefore, it is reasonable that the leading underwriters’ impact on rating improvement is greatly decreased, and displays as not significant. 
 
Table 8 Empirical results from 2014 to 2015 
	 
	(5) 
	(6) 
	(7) 
	(8) 

	
	OLS 
	OLS 
	OLS 
	OLS 

	
	Credit spreads 
	Credit rating 
	Credit spreads 
	Credit rating 

	SOE 
	-1.028*** 
	0.744*** 
	-1.666*** 
	0.974*** 

	
	(-6.52) 
	(5.84) 
	(-6.86) 
	(5.27) 

	UNDRR 
	-0.269 
	0.00322 
	-0.227 
	-0.161 

	
	(-1.75) 
	(0.02) 
	(-1.03) 
	(-0.77) 

	Term 
	-0.0866 
	0.0136 
	0.0202 
	-0.0389 

	
	(-1.81) 
	(0.31) 
	(0.36) 
	(-0.73) 

	TotalSize 
	-0.00719 
	0.00927 
	-0.00150 
	0.00641 

	
	(-0.78) 
	(1.08) 
	(-0.13) 
	(0.57) 

	Size 
	-3.05e-12* 
	4.65e-12*** 
	-5.87e-12 
	9.29e-12* 

	
	(-2.04) 
	(3.52) 
	(-1.52) 
	(2.59) 

	Short-term solvency factor 
	0.523 
	0.701 
	0.185 
	4.756* 

	
	(0.31) 
	(0.45) 
	(0.08) 
	(2.10) 

	Long-term 
profitability factor 
	-3.073*** 
	0.144 
	-3.505*** 
	0.160 

	
	(-4.00) 
	(0.20) 
	(-3.51) 
	(0.16) 

	Short -term profitability 
	-0.822* 
	-0.0369 
	-0.566 
	0.396 

	
	(-2.55) 
	(-0.12) 
	(-1.29) 
	(0.94) 

	factor 
	
	
	
	

	Liquidity capacity 
	0.192 
	-0.0981 
	-0.0669 
	0.396 

	
	(0.48) 
	(-0.27) 
	(-0.11) 
	(0.67) 

	Profitability 
	-3.656 
	-0.145 
	-4.570 
	-5.801 

	
	(-1.29) 
	(-0.06) 
	(-1.15) 
	(-1.52) 

	Operational factors 
	-0.904 
	-0.926 
	-1.810 
	-1.845 

	
	(-1.27) 
	(-1.42) 
	(-1.55) 
	(-1.68) 

	GDP 
	 
	 
	-1.08e-09 
	-6.70e-10 

	
	 
	 
	(-1.00) 
	(-0.67) 

	LTD 
	 
	 
	-0.00303 
	0.00704 

	
	 
	 
	(-0.69) 
	(1.73) 

	Fixed effect of 
Province - industry - rating agencies and year  
	Controlled 
	Controlled 
	Controlled 
	Controlled 

	Constant 
	3.487*** 
	0.971 
	4.357*** 
	0.580 

	
	(5.92) 
	(1.94) 
	(5.95) 
	(0.96) 

	Sample volume 
	140 
	141 
	80 
	81 

	R-squared 
	0.7337 
	0.4938 
	0.8214 
	0.6237 


Note: using OLS regression; The value in the brackets is t value; * p < 0.05, * * p < 0.01, * * * p < 0.001, represent significance at the 1% level, 5% level and 10% level respectively. 
 
5.2 Robustness test 
 
In order to further verify the robustness of the regression results, this paper includes the bond credit rating factor on the credit spread regression in table 7 and 8. By adding credit rating results to the credit spread regression, we can eliminate the effect of bonds’ credit rating on the spread results, and the regression results are still robust. 
 
The higher the credit rating, the lower the probability of default. Correspondingly, the risk premium demanded by bond investors is smaller. Therefore, the credit rating is expected to be negative in the credit spread regression. In samples from 2008 to 2013, the results were confirmed with our expectations. The credit rating has a negative sign and is significant at the 1% level. In the credit spread regression between 2014 and 2015, the credit spread still has a negative sign, but significance is reduced. This again verify that with the bond default events, the investor and rating agencies have heterogeneous reactions. Rating agencies are more cautious, while the investors still have strong "rigid payment" expectations. The frequent occurrence of the default event has only enhance the investors' risk awareness but the subsequent treatment of the default bonds has strengthened investors' consideration of the "rigid payment" factors. We maintain that the heterogeneous reaction leads to the decreasing significance of the credit ratings on the credit spreads after 2014. 
 
Table 9 Robustness test  
	 
	2008-2013 
	2014-2015 

	
	OLS 
	OLS 

	
	Credit spreads 
	Credit spreads 

	SOE 
	-0.313** 
	-1.671*** 

	
	(-2.84) 
	(-7.39) 

	UNDRR 
	-0.104 
	-0.225 

	
	(-0.92) 
	(-1.06) 

	Term 
	-0.0609 
	0.0218 

	
	(-1.91) 
	(0.40) 

	TotalSize 
	-0.0104 
	-0.00149 

	
	(-1.81) 
	(-0.13) 

	Size 
	-8.36e-13 
	-5.91e-12 

	
	(-0.40) 
	(-1.56) 

	Short-term solvency factor 
	-1.090 
	0.175 

	
	(-0.96) 
	(0.07) 

	Long-term profitability factor 
	-0.232 
	-3.496*** 

	
	(-0.50) 
	(-3.59) 

	Short -term profitability factor 
	-0.142 
	-0.552 

	
	(-1.11) 
	(-1.30) 

	Liquidity capacity 
	0.184 
	-0.0568 

	
	(0.52) 
	(-0.10) 

	Profitability 
	-1.596 
	-4.636 

	
	(-0.74) 
	(-1.19) 

	Operational factors 
	0.359 
	-1.817 

	
	(0.38) 
	(-1.61) 

	GDP 
	4.75e-11 
	-1.03e-09 

	
	(0.05) 
	(-1.00) 

	LTD 
	-0.0000194 
	-0.00319 

	
	(-0.02) 
	(-0.76) 

	Bond rating 
	-0.844*** 
	-0.257 

	
	(-4.39) 
	(-1.89) 

	Fixed effect of Province - industry - rating agencies and year  
 
	Controlled 
	Controlled 

	Constant 
	7.308*** 
	4.941*** 

	
	(6.60) 
	(8.12) 

	Sample volume 
	249 
	80 

	R-squared 
	0.5700 
	0.8213 


Note: using OLS regression; The value in the brackets is t value; * p < 0.05, * * p < 0.01, * * * p < 0.001, represent significance at the 1% level, 5% level and 10% level respectively. 
 
6. Conclusion  
 
This paper uses the 2014 (first bond defaulted in this year) as the exogenous variables to depict the changing in government intervention, and clarifies the "implicit guarantee” factors of corporate bonds mainly by the company properties and the bond underwriters’ background. We analyze changing of expectations before and after the first bond default occurred. This paper creatively dissects the expectation of government intervention on two phases (includes "implicit guarantee"-before default occurred and "rigid payment" after default occurred), and focus on the evolution mechanism of the two kinds of expectations under the changing of government intervention. This paper selects 2008-2015 public corporate bonds of the listed companies as the research samples and selected the properties of issuers and the reputation and strength of the leading underwriters as the proxy variables of “implicit guarantee” factors  under the government intervention changing. From 2008 to 2013, we find that the bond market was under strong government intervention. All participants in the market believed that there was no possibility of bond default. Thus, the investors were nearly risk neutral, and the credit spreads had no reaction to its real risk premium level. While the rating agencies were motivated to give inflated credit ratings required by the underwriters. In addition, the "implicit guarantee" factors such as the possibility of local government rescue and the degree of local economic activity have significant impacts on the credit rating results. After 2014, the bond defaults send a signal of the intervention weakening, and the strong expectations on "implicit guarantee" is broken in the market. Meanwhile, the investors form a new expectation on "rigid payment" and give premiums for the “implicit guarantee” factors. We also find significant improvements in the rating quality since the cost of the rating failure is elevated. The agencies are more cautious and fair, ignoring the influence of the underwriters. 
 
To sum up, the occurrence of default event shows the weakening of the government intervention on China’s bond market. The market participants gradually realize the exogenous changes and respond heterogeneously. The risk awareness of the investors is improved, but the rationality is weakened by the distorted belief of “rigid payment”. As an important credit risk assessment agent, the risk awareness and the rationality of the rating agencies are both improved and it will play an important role in the process of marketization of the bond market. 
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