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1. Introduction
This paper examines the effect of firms’ dividend payout policy on the cost of debt in the context of the dividend payout regulation taken place in 2006 in China (hereinafter, the dividend regulation). On May 6, 2006, the China Securities Regulatory Commission (CSRC) issued a new regulation on the cash dividends for firms with future seasoned equity offerings. In particular, this new regulation requires that firms with need to issue new shares have to maintain an average dividend payout ratio of at least 20 percent over the past three years. By utilizing this policy change, this paper examines the economic consequences of this mandatory dividend regulation on the cost of debt.
We consider the agency conflicts and examine the effect of dividend payout policy on cost of debt. Specifically, we employ the 2006 dividend regulation as an exogenous shock to ascertain creditors’ reaction in setting interest rate for firms that are affected by this dividend regulation. As previous studies (for example, Jalillvand and Harris (1984); Jensen et al. (1992)) show that the financing decisions and dividend payout policies are interdependent, extant research in this area does not clearly identify the relation between cost of debt and dividend policy. In this research, we use a difference-in-difference design and make inference by focusing on firms’ cost of debt before and after the dividend regulation. In other words, our research design is predicated on the assumption that the 2006 dividend regulation represents an exogenous shock to firms’ dividend payout policy especially for those firms with future demand for external financing. 
We examine two competing hypotheses on the relation between the required increase in dividend level and cost of debt. We motive our first hypothesis from the agency conflict between equity investors and debt holders. Theories (e.g., Jensen and Mecking (1976)) suggest that firms’ fixed and residual claimants have conflicting interests over the dividend policy. We hypothesize that the 2006 dividend regulation intensifies the agency conflicts between equity holders and debt holders, as the firms with future financing needs (i.e., needs to issue new shares in the future) will increase the dividend level. Anticipating an increase of future cash outflow to equity holders, debtholders will increase the cost of debt to protect themselves. We refer to this hypothesis as the agency conflict hypothesis. We motivate our competing hypothesis from the agency conflict between insiders (the manager) and outsiders (equity investors and debt holders). The dividend regulation increases firms’ dividend payout ratio and hence reduces the free cash flow enjoyed by the management and they have to access the capital market more frequently than before. Thus, these firms will have a higher likelihood to be monitored by both debt and equity investors. More monitoring will reduce firms’ default risks by limiting managers from engaging in value-destroying activities. Therefore, under the monitoring hypothesis, we expect that the 2006 dividend regulation will lower the cost of debt. Ex ante, we are unclear about whether the 2006 dividend regulation increase or decrease the cost of debt. As such, we rely on the financial data around the 2006 dividend regulation to investigate this open empirical question. 
We test our hypotheses using a large sample of Chinese A-share firms listed in Shanghai and Shenzhen stock exchanges from 2004 to 2008. Employing hand collected interest rate data at the loan level as a proxy for cost of debt, we find that debt holders increase the cost of debt after the 2006 dividend regulation, for firms with average dividend payout ratios lower than the benchmark ratio of 20%. In particular, firms that are affected by the dividend regulation experience an increase of 0.25% in interest rates and this increase is both statistically and economically significant. Probing further on the cross-sectional variation, we find that the effect of the 2006 dividend regulation on cost of debt is more pronounced for firms with higher growth, more long-term debt and more volatile operating performance. 
We interpret our findings as supporting the agency conflict hypothesis. Anticipating an increase in dividend level, debt holders will protect themselves from default risks by charging higher interest rates. As such, the 2006 dividend regulation serves as a mechanism that forces firms with future equity-financing needs to increase cash dividend levels. Debt holders, on the other hand, will factor this into consideration when they set interest rate, with firms that are affected by this regulation experiencing an increase in cost of debt capital. 
Our study contributes to the broad literature on dividend policy and share-debt holder conflicts in several ways. First of all, our findings provide direct evidence on the cost of debt effect of dividend payout policies. By using an exogenous shock and a difference-in-difference design, we resolve the endogeneity problem raised in Jalillvand and Harris (1984) and Jensen et al. (1992). We show that the dividend payout ratio as well as the expected agency conflict between equity and debt holders is an important factor for debt holders in determining cost of debt. 
Second, we provide an assessment of the mandatory dividend policy change from the perspective of debt holders. Unlike Martinsa and Novaesb (2012) where they evaluate the effect of mandatory dividend regulations on minority shareholders’ cash flow rights, we focus on the effect of mandatory dividend regulations on debt holders. This is because while the mandatory dividend regulation alleviates the agency conflicts between large and small shareholders, it may intensify the conflict between equity and debt holders as the required increase in cash dividend will decrease firms’ cash holdings and therefore increase the likelihood of default. 
Third, La Porta et al. (2000) argue that the mandatory dividend rule is an alternative method to protect the minority shareholders’ interests. However, our findings shed light on a possible “dark” side of the dividend regulation. Although the dividend regulation is enacted to protect minority shareholders, by anticipating potential corporate cash outflows, debt holders increase their required return of return. This increase cost of debt capital may prevent firms from investing in positive NPV projects, therefore sacrificing potential future economic profits. 
The remainder of the paper is organized as follows. Section 2 describes the institutional background and develops our hypothesis. Section 3 discusses the research design and the samples. Section 4 presents the main empirical results. Section 5 provides the results of robustness tests and section 6 concludes.

2. Institutional Background and Hypothesis Development
2.1. Institutional background
Before 2001, Chinese public listed firms rarely pay dividends and the level of dividends is relatively low. Recently, to strengthen corporate governance and provide more protection to minority shareholders, Chinese authorities have undertaken a series of efforts to increase dividend payout ratios for public listed firms．On March 28, 2001, CRSC issued a regulation regarding firms with intent to issue new shares, requiring firms without dividend payment over the last three years to disclose their reasons. CRSC also calls investment banks to pay more attention to the dividend policy in the due diligence of seasoned equity offerings. On December 7, 2004, the CRSC issued another regulation, prohibiting firms without dividend payment over the last three years from issuing new shares, convertible bonds or rights offerings to public investors．On May 6, 2006, the CRSC issued another regulation, mandating a minimal payout ratio of 20% over the past three years for firms with the need for seasoned equity offerings in the future. 
In this paper, we select the CRSC regulation in 2006 as a natural experiment to ascertain the cost of debt effect of dividend policy change. We select this regulation as our device for several reasons. First of all, the 2006 regulation sets a clear payout ratio threshold (i.e., 20%) for firms with the need for raising funds from the capital market at the first time whereas previous regulation only restricts firms with no dividend from issuing new shares. Second, the 2006 regulation more directly identifies the affected firms than previous regulations. Using a design based on the 2006 regulation, we can identify affected firms (the treatment sample, i.e., firms with dividend payout ratio below 20%) from unaffected firms (the control sample, i.e., firms with dividend payout ratio higher than 20%).The 2006 dividend regulation provides us with a clean and powerful setting to examine the effect of dividend policy on debt contract. We then adopt a difference-in-difference design to examine affected firms’ cost of debt pre- and post- the 2006 regulation. 

2.2. Hypothesis development
The principal-agent conflicts exist not only among various equity holders, but also between debt and equity holders. Existing empirical research provide evidence on the conflict between debt and equity holders.  Smith and Warner (1979) show that direct restrictions of debt contracts specify an upper bound on dividends. Kalay (1982) finds that bondholders often require formal dividend constraints in debt contracts. La Porta et al. (2000), in a well-cited study, show that dividend policies from 33 countries are consistent with the “outcome model,” where dividends are a natural outcome of an effective system of legal protection of shareholders. Focusing on the agency conflicts between debt and equity claimants, Brockman and Unlu (2009) document that restrictive dividend payout policy serves as a “substitute” for poor creditor rights. Specifically, they find both the likelihood and amount of dividend payouts are lower in countries with poor credit right. Ahmed et al. (2002) find that conservative accounting mitigates the conflicts of interest over the dividend policy between debt and equity holders. These authors, however, do not specifically model how debt holders will react in response to changes in the dividend policy. In this paper, we fill this void by taking the perspective of the debt holders and examine the cost of debt effect of dividend policies. 
Specifically, we argue that an increase in cash dividend will decrease the level of firms’ cash holding. Under this new regulation, firms that have needs for raising capital from the equity market have to increase their level of cash dividend if they fall short in the dividend payout ratio. Anticipating more cash outflow to equity holders, debt holders will charge a higher interest rate in order to protect themselves from default risks. Therefore, we have the main hypothesis stated in alternative forms as follows:

H1a: The 2006 dividend regulation will increase the cost of debt for firms affected by the regulation.

We refer to the above hypothesis as the agency conflict hypothesis. On the other hand, the 2006 dividend regulation provides a mandatory change in dividend payout policy in that firms with future need to raise cash from equity market are required to increase their cash dividend level. This reduces the free cash flow in those firms. This further reduces the likelihood of overinvestment and also forces those firms to access the capital market more frequently than before. During the due diligence of firms’ external financing, investment bankers as well as potential investors will carefully examine firms’ operating, investing and financing plans and performance. Therefore, these affected firms will have a higher likelihood to be monitored by equity investors as they access the equity market. The increased likelihood of being monitored by investors will prevent the management from engaging in potential value-destroying activities (negative NPV projects) that arise from the agency cost between the management and investors, such as empire building. As such, this better aligned incentive will also benefit debt holders in that less frequent value-destroying activities and better behaved managers will reduce default risks. Anticipating more monitored and better behaved managers, debt holders will charge a lower interest rate in reaction to reduced default risks. Therefore, we have the competing hypothesis stated in alternative forms as follows:

H1b: The 2006 dividend regulation will decrease the cost of debt for firms affected by the regulation.

We refer to this as the monitoring hypothesis. Ex ante, we do not take a stand on the directional effect of the 2006 dividend regulation on cost of debt. Whether the agency conflict hypothesis or the monitoring hypothesis is consistent with the data is an open empirical question. 

3. Sample Selection and Research Design
3.1. Sample Selection
We begin our sample selection by obtaining firm-level accounting data from the CSMAR database. Following previous literature, we remove ST (special treatment) and PT (particular transfer) companies, financial institutions and companies with missing variables. As the 2006 dividend regulation requires a history of previous three-year’s dividend data, we also require that firms should have at least three years’ financial data. We hand collect the interest rate data on new loan covenants on the deal level by reading the footnote of annual report. The above data filter yields a final sample of 4,304 observations over the period 2004–2008. To avoid the impact of extreme outliers, we winsorize the top and bottom 1% of observations for all the continuous dependent and independent variables. 
3.2. Empirical Design
As discussed in the introduction, we use the 2006 dividend regulation as an exogenous shock and estimate the following model in the panel data:

Rate,i,t =β0 +β1Lessi,t+β3Afteri,t*Lessi,t+controls+yi+fi   (1)

Our dependent variable is the interest rate for each new deal reported in the footnote of annual report. After is a dummy that takes a value of 1 for firm-year observations after January 1, 2006 and a value of 0 for firm-year observations before 2006. Since the 2006 regulation specifies a minimum dividend payout ratio, we define dummy variables Less that takes 1 if a current dividend payout ratio is below 20% (or below 10%), 0 otherwise. We use these firms as the treatment group whereas the rest of firms as the control group.  We are interested in the coefficient estimate of β2. We also include year fixed effects (yi) and firm fixed effects (fi) to control for any time-invariant omitted variables.
	We include several firm-specific fundamental controls. Specifically, we include size, defined as the log of total assets; Loan measured as the natural log of the loan facility amount; Maturity, a dummy variable that takes 1 if maturity of loan facility is less than 12 months; otherwise 0; Collateral, a dummy variable that equals 1 if the loan facility was secured and 0 otherwise ROA, defined as the after-tax earnings before tax and interest expense, scaled by total assets; Leverage, defined as the sum of current debt and long-term debt, deflated by the sum of book value of total debt and market value of equity; Big4, an indicator variable that takes a value of 1 for firms that appoint Big four auditors and a value of 0 otherwise; PP&E, defined as the net PP&E value, deflated by total assets; Age, defined as the logged number of years listed in the stock exchange; Prime, defined as the one-year deposit interest rate; Cash, defined as the cash holdings, deflated by total assets; NegEquity, an indicated variable that takes a value of 1 if the book value of equity is negative and 0 otherwise. We also include a dummy variable SOE to indicate whether a firm is a state-owned enterprise or not. Finally, we add a control variable measuring the percentage of shares held by the ultimate controller, denoted controller. 
4. Main Results
Table 1 reports descriptive statistics for all variables used in this paper. In table 1, we find that interest rate of each loan contract is, on average, about 6.211%. The mean of Less is 0.267, suggesting that the level of dividend payout in China is low. In addition, the 74.1% of controlling shareholders is the government or state-owned enterprises. These results are consistent with the basic characteristics of A-share listed companies in China, indicating that sample selection bias is not a major concern.

[INSERT TABLE 1 ABOUT HERE]

Table 2 reports the Pearson correlation coefficients among the variables used in this paper. First, we find that Less is positively correlated with Rate, indicating that firms with the low dividend payout have higher cost of debt. Second, we find that the variable, SOE, is negatively correlated with the variable, rate, indicating that the state owned firms have advantage in debt financing. Finally, the control variables, PP&E, size and cash, are negatively correlated with the variables, rate, indicating that firms with higher performance, larger scale, or more cash holding have lower cost of debt.

[INSERT TABLE 2 ABOUT HERE]

Table 3 presents the results for the main regression. Our variable of interest is the interaction term between After and Less. The coefficient on After * Less is 0.252 and is statistically significant at the 5% level. This means that after the 2006 dividend regulation, firms that are affected by the regulation, on average, experience a 0.252 percentile increase in cost of debt, approximately 4% of the average interest rate. This suggests that the regulation impact is not only statistically significant but also economically significant. This positive effect on cost of debt is consistent with the agency conflict hypothesis, where debt holders increase their interest rates, anticipating more cash outflow due to the increase cash dividend. Other control variables are estimated consistently with prior literature. For instance, debt cost is positively associated with leverage and the one-year deposit interest rate. Interest rate is also positively related to collateral. This is because banks typically require high risky firms to provide collateral for new loan issuing. Hence the presence of collateral loans implies higher risk in those firms. Interest rate is negatively correlated with loan size, which suggests economy of scale in loan decisions. The significant association between interest rate and other loan characteristics including collateral and loan size also indicates the necessity of analyzing debt cost at the loan level.

[INSERT TABLE 3 ABOUT HERE]

5. Cross-sectional Variation Analysis
In this section, we perform analysis to examine the cross-sectional variation of our findings in section 5. Specifically, we group firms based on performance volatility, growth and the long-term debt. We discuss them in detail respectively. 
5.1. Operating performance volatility
We first consider the cross-sectional variation analysis with respect to operating performance volatility. The idea is that firms’ past operating performance may help debt holders to evaluation future default risk in determining cost of debt, with firms operating with a more volatile performance having a higher default risk. We employ the standard deviation of return on assets as a proxy for operating performance. Specifically, we partition firms into the high (low) volatility group if there standard deviation of ROA is higher (lower) than sample median. Table 5 presents the cross-sectional variation analysis with respect to operating performance volatility. In column (1), it shows that the coefficient on After * less is not statistically significantly different from zero for the low volatility group. In contrasts, when we estimate the equation on the high volatility group in column (2), we find that the coefficient on After * less is positive and statistically significant (t-statistics=2.70). These results are consistent with the idea that debt holders pay more attention to the change in dividend policy for firms with volatile return on assets ratios as volatile performance may lead to higher default risks. 

[INSERT TABLE 4 ABOUT HERE]

5.2. Growth 
We next consider the cross-sectional variation analysis with respect to growth. The idea is that the firms with rapid growth usually do not pay dividend and need for raising capital. However, the 2006 regulation require that firms with the need for raising capital firms shall pay dividend, which reduce the cash holding of the growth firms and increase the risk of debt. We employ the growth rate of revenue as a proxy for growth. Specifically, we partition firms into the high (low) growth group if there increase rate of the revenue is higher (lower) than sample median. Table 5 presents the cross-sectional variation analysis with respect to growth. In column (1), it shows that the coefficient on After * less is not statistically significantly different from zero for the low growth group. In contrasts, when we estimate the equation on the high growth group in column (2), we find that the coefficient on After * less is positive and statistically significant (t-statistics=4.13). These results are consistent with the idea that debt holders pay more attention to the change in dividend policy for firms with rapid growth may lead to more future external financing and higher default risks. 

[INSERT TABLE 5 ABOUT HERE]

5.3. The long-term debt 
Table 6 presents the cross-sectional variation analysis with the long-term debt. The firms with more long-term debt have higher risk of default and the fiercer conflict between the creditors and shareholders. We group observations with the ratio of long-term debt higher than the sample median into the higher leverage group and observations with the ratio of long-term debt below the sample median into the lower leverage group. In column (1), it shows that the coefficient on After *less is not statistically significantly different from zero for lower leverage group. However, when we estimate the equation on the higher leverage group, in column (2), we find that the coefficient on After * less is positive and statistically significant (t-statistics=3.16). Results in Table (6) suggest that the observed relation between cost of debt and dividend policy regulation more likely holds for firms with more long-term debt.  

[INSERT TABLE 6 ABOUT HERE]

6. [bookmark: OLE_LINK1][bookmark: OLE_LINK2]The Dividend Payout and the Mandatory Dividend Regulation
We hypothesize that the mandatory dividend regulation will lead to an increase in future dividend payout for those affected firms. To corroborating such an anticipation, we further use the following models to analyze the change in dividend payout ratio after the new rule. 

Tobit(div)=β0 +β1lessi,t+β2Afteri,t +β3Afteri,t*lessi,t+controls   (3)

logit(increase or ip)=β0 +β1lessi,t+β2Afteri,t +β3Afteri,t*lessi,t+controls   (4)
Div is the dividend payout ratio, measured as the amount of cash dividend deflated by accounting earnings. Increase is a dummy that takes 1 if the cash dividend (per share) in this year is greater than the last year, otherwise 0. IP is a dummy that takes 1 if the firm pays cash dividend in this year but do not pay in the last year, otherwise 0.We are interested in the coefficient estimate of β3.
We include several firm-specific fundamental controls and estimate equations (3) and (4). Specifically, we include size, defined as the log of total assets; ROA is After-tax earnings from core operations (before interest expense) to total assets. Lev is the leverage ratio, measured as the book value of total short- and long-term debt deflated by firm market value is the sum of the market value of equity and the book value of total debt. SOE is an indicator variaob1 if the nature of the ultimate controller is state and otherwise 0. Age is firm age, measured as natural log of plus one the number of years since they went public. Control is the share of the ultimate controller. CFO is cash flows from operations deflated by total assets.reteis retained earnings deflated by total equity.
This table presents the regression results. The all coefficients on After * less are positive and statistically significant. This means that after the 2006 dividend regulation, firms that are affected by the regulation, on average, experience an increase in dividend payout. 

[INSERT TABLE 7 ABOUT HERE]

7. Competing hypothesis
A competing hypothesis is that the new regulation makes the affected firms more difficult to access external equity financing. Thus those firms are more likely to rely on debt to satisfy their financing needs. This leads to higher leverage which in turn leads to greater default risk and higher debt cost. In order to alleviate such a concern, we have controlled the leverage in the main regressions. we further examine the impacts of the new regulation on the change in leverage for those affected firms. 
Table 8 reports the result. We find that after 2005 the leverage in the affected firms decreases. This suggests that banks tend to reduce lending to those affected firms, which may be partially due to the new dividend regulation. This also suggests that the increase in debt cost does not arise from a higher leverage after 2006.

[INSERT TABLE 8 ABOUT HERE]

8. Conclusion
This paper examines the effect of firms’ dividend payout policy on the cost of debt in the context of the dividend payout regulation taken place in 2006 in China. We employ the 2006 dividend regulation as an exogenous shock to investigate creditors’ reaction in setting interest rate for firms that are affected by this dividend regulation. Using a large sample of Chinese A-share firms listed in Shanghai and Shenzhen stock exchanges from 2004 to 2008, we find that consistent with the monitoring hypothesis, debt holders increase the cost of debt after the dividend regulation in 2006. Probing further on the cross-sectional variation, we find that this regulation effect on cost of debt is more pronounced for firms with more rapidly growth, more long-term debt and more volatile operating performance. Further analyses suggest that such a result may arise from an increase in future dividend payout instead of an increase in future leverage. This evidence thus contributes to the unsettled argument on the conflicts between dividend payout and cost of debt.

9. 
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Appendix: Definitions and Measurement of Variables

	Rate
	Interest expense of each loan contract deflated by the loan facility amount

	Less
	A dummy variable that takes 1 if the dividend payout ratio during the last 3 years is less than 20%, otherwise 0,[0,20%).

	After 
	A dummy variable that takes 1 if the fiscal year is greater than 2005, otherwise 0.

	Various characteristics of loan facility

	Loan
	The natural log of the loan facility amount

	Maturity
	A dummy variable that takes 1 if maturity of loan facility is less than 12 months, otherwise 0.

	Collateral
	A dummy variable that equals 1 if the loan facility was secured and 0 otherwise

	Various characteristics of the firm

	Size
	The natural log of total assets

	ROA
	After-tax earnings from core operations (before interest expense) to total assets.

	Lev
	The leverage ratio, measured as the book value of total short- and long-term debt deflated by firm market value (sum of the market value of equity and the book value of total debt).

	SOE
	An indicator variaob1 if the nature of the ultimate controller is state and otherwise 0

	PP&E
	Net property, plant and equipment, deflated by the total assets

	Age
	Firm age, measured as natural log of  plus one the number of years since they went public

	Big4
	An indicator variable that takes 1 if the firm appoints a Big 4 auditor

	Prime
	The one year deposit interest rate

	Cash
	Cash holdings, deflated by total assets

	NegEquity
	The negative book equity dummy indicates if the book value of common equity is negative

	Control
	The share of the ultimate controller

	CFO
	Cash flows from operations, deflated by total assets













Table 1 Descriptive Statistics

	variable
	N
	mean
	sd
	min
	p25
	p50
	p75
	max

	rate
	4304
	6.211
	1.277
	0
	5.508
	6.05
	6.903
	18

	Less
	4304
	0.267
	0.443
	0
	0
	0
	1
	1

	Collateral
	4304
	0.639
	0.480
	0
	0
	1
	1
	1

	Loan
	4304
	16.918
	1.320
	6.637
	16.118
	16.811
	17.728
	24.882

	Maturity
	4304
	0.485
	0.500
	0
	0
	0
	1
	1

	size
	4304
	21.784
	1.103
	18.504
	20.950
	21.694
	22.388
	27.346

	roa
	4304
	0.033
	0.071
	-0.666
	0.020
	0.039
	0.059
	0.175

	lev
	4304
	0.460
	0.206
	0.050
	0.297
	0.452
	0.593
	0.914

	SOE
	4304
	0.741
	0.438
	0
	0
	1
	1
	1

	PP&E
	4304
	0.356
	0.195
	0.001
	0.216
	0.347
	0.529
	0.831

	age
	4304
	2.134
	0.388
	1.386
	1.792
	2.197
	2.398
	2.890

	big4
	4304
	0.038
	0.191
	0
	0
	0
	0
	1

	prime
	4304
	2.561
	0.640
	2.027
	2.027
	2.350
	3.209
	3.922

	cash
	4304
	0.044
	0.070
	-0.210
	0.014
	0.046
	0.078
	0.268

	NegEquity
	4304
	0.011
	0.105
	0
	0
	0
	0
	1



Table 2: Correlation Matrix 
	
	rate
	Less
	Collateral
	Loan
	Maturity
	size
	ROA
	lev
	SOE
	PP&E
	age
	big4
	prime
	cash
	NegEquity

	rate
	1
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Less
	0.238***
	1
	
	
	
	
	
	
	
	
	
	
	
	
	

	Collateral
	0.172***
	0.207***
	1
	
	
	
	
	
	
	
	
	
	
	
	

	Loan
	-0.113***
	-0.216***
	-0.119***
	1
	
	
	
	
	
	
	
	
	
	
	

	Maturity
	-0.015
	0.190***
	-0.111***
	-0.226***
	1
	
	
	
	
	
	
	
	
	
	

	size
	-0.041***
	-0.329***
	-0.088***
	0.400***
	-0.289***
	1
	
	
	
	
	
	
	
	
	

	ROA
	-0.012
	-0.074***
	-0.034**
	0.123***
	-0.120***
	0.213***
	1
	
	
	
	
	
	
	
	

	lev
	0.003
	-0.021
	-0.071***
	0.088***
	-0.035**
	0.325***
	-0.205***
	1
	
	
	
	
	
	
	

	SOE
	-0.112***
	-0.198***
	-0.069***
	0.102***
	-0.080***
	0.261***
	0.176***
	0.075***
	1
	
	
	
	
	
	

	PP&E
	-0.135***
	-0.164***
	-0.103***
	-0.045***
	0.066***
	0.041***
	0.047***
	0.151***
	0.270***
	1
	
	
	
	
	

	age
	0.256***
	0.240***
	0.123***
	0.019
	-0.114***
	0.049***
	0.098***
	-0.066***
	-0.127***
	-0.125***
	1
	
	
	
	

	big4
	-0.072***
	-0.115***
	-0.045***
	0.251***
	-0.103***
	0.350***
	0.122***
	-0.071***
	0.046***
	-0.042***
	0.083***
	1
	
	
	

	prime
	0.422***
	0.105***
	0.099***
	0.099***
	-0.045***
	0.188***
	0.123***
	-0.032**
	-0.071***
	-0.123***
	0.395***
	0.066***
	1
	
	

	cash
	-0.110***
	-0.187***
	-0.048***
	0.051***
	0.021
	0.155***
	0.141***
	-0.023
	0.092***
	0.369***
	-0.065***
	0.01
	-0.072***
	1
	

	NegEquity
	0.018
	0.176***
	-0.123***
	-0.071***
	0.092***
	-0.154***
	0.141***
	0.144***
	-0.013
	0.126***
	0.146***
	-0.021
	0.107***
	-0.052***
	1


***, **, and * denote significance levels at the 1%, 5%, and 10% level, respectively

Table3 The Main Test
	
	(1)

	VARIABLES
	rate

	
	

	Less 
	0.096

	
	(0.91)

	after*Less
	0.252**

	
	(2.49)

	Collateral
	0.098**

	
	(2.25)

	Loan
	-0.042**

	
	(-2.41)

	Maturity
	-0.040

	
	(-0.71)

	size
	-0.034

	
	(-0.40)

	roa
	0.414

	
	(0.70)

	lev
	0.956***

	
	(3.38)

	SOE
	-0.048

	
	(-0.45)

	PP&E
	0.428

	
	(1.64)

	age
	0.552

	
	(1.24)

	big4
	-0.267

	
	(-1.29)

	prime
	0.561***

	
	(4.34)

	Cash
	-0.194

	
	(-0.45)

	NegEquity
	-0.787

	
	(-1.16)

	Constant
	4.555*

	
	(1.95)

	Observations
	4,304

	Year fixed effect
	Yes

	Firm fixed effect
	Yes

	R-squared
	0.539


All standard errors are two-way clustered by both firm and year. T-statistics are presented underneath the coefficient estimates. . ***, **, and * denote significance levels at the 1%, 5%, and 10% level, respectively



Table 4.Cross-section variation test: performance volatility
	　
	(1)
	(2)

	VARIABLES
	Low volatility
	High volatility

	　
	
	

	Less
	0.293*
	-0.123

	
	(1.67)
	(-0.75)

	after*less
	0.017
	0.512***

	
	(0.12)
	(2.70)

	Size
	0.023
	-0.045

	
	(0.17)
	(-0.23)

	Loan
	-0.034*
	-0.059***

	
	(-1.81)
	(-2.60)

	Collateral
	0.135**
	0.042

	
	(2.44)
	(0.64)

	Maturity
	-0.212***
	0.080

	
	(-3.04)
	(1.06)

	roa
	-5.997*
	1.792**

	
	(-1.82)
	(2.32)

	lev
	0.363
	1.419**

	
	(0.96)
	(2.44)

	SOE
	0.004
	-0.355

	
	(0.02)
	(-1.46)

	PP&E
	0.335
	-0.336

	
	(0.76)
	(-0.64)

	age
	1.224*
	0.322

	
	(1.93)
	(0.35)

	big4
	-0.391
	-0.511

	
	(-0.73)
	(-0.94)

	prime
	0.539***
	0.497*

	
	(2.93)
	(1.93)

	Cash
	-0.565
	-0.030

	
	(-1.12)
	(-0.04)

	NegEquity
	0.000
	-1.159

	
	(.)
	(-1.51)

	Constant
	1.940
	4.992

	
	(0.54)
	(0.93)

	Year fixed effect
	Yes
	Yes

	Firm fixed effect
	Yes
	Yes

	Observations
	2,155
	2,149

	R-squared
	0.637
	0.496


All standard errors are two-way clustered by both firm and year. T-statistics are presented underneath the coefficient estimates. . ***, **, and * denote significance levels at the 1%, 5%, and 10% level, respectively





Table 5. Cross-section variation test: growth
	　
	(1)
	(2)

	VARIABLES
	Low growth
	High growth

	　
	
	

	Less
	0.152
	-0.601***

	
	(0.95)
	(-2.99)

	after*less
	0.041
	0.819***

	
	(0.24)
	(4.13)

	size
	0.197
	0.051

	
	(0.65)
	(0.37)

	Loan
	-0.054**
	-0.037*

	
	(-2.38)
	(-1.90)

	Collateral
	0.080
	0.152***

	
	(1.12)
	(2.89)

	Maturity
	0.003
	-0.011

	
	(0.04)
	(-0.16)

	roa
	2.356*
	1.973**

	
	(1.91)
	(2.05)

	lev
	2.412***
	1.381***

	
	(3.09)
	(3.68)

	SOE
	0.838***
	-0.744***

	
	(3.17)
	(-2.76)

	PP&E
	0.529
	0.657

	
	(0.70)
	(1.47)

	age
	2.400**
	0.206

	
	(2.08)
	(0.31)

	big4
	-1.202
	-0.584

	
	(-0.98)
	(-1.18)

	prime
	0.295
	0.691***

	
	(1.04)
	(3.55)

	Cash
	0.716
	0.917

	
	(1.01)
	(1.38)

	NegEquity
	-0.615
	0.000

	
	(-0.80)
	(.)

	Constant
	-5.689
	3.702

	
	(-0.72)
	(1.00)

	Year fixed effect
	Yes
	Yes

	Firm fixed effect
	Yes
	Yes

	Observations
	2,124
	2,180

	R-squared
	0.527
	0.612


All standard errors are two-way clustered by both firm and year. T-statistics are presented underneath the coefficient estimates. . ***, **, and * denote significance levels at the 1%, 5%, and 10% level, respectively




Table 6. Cross-section variation test: the long-term debt leverage
	　
	(1)
	(2)

	VARIABLES
	Low leverage
	High leverage

	　
	
	

	Less
	0.410**
	-0.272*

	
	(2.11)
	(-1.84)

	after*less
	-0.031
	0.484***

	
	(-0.15)
	(3.16)

	size
	-0.026
	0.155

	
	(-0.09)
	(1.27)

	Loan
	-0.099***
	-0.013

	
	(-3.29)
	(-0.79)

	Collateral
	0.123
	0.132***

	
	(1.29)
	(2.83)

	Maturity
	0.019
	-0.045

	
	(0.16)
	(-0.82)

	roa
	-0.078
	-0.272

	
	(-0.05)
	(-0.40)

	lev
	1.189
	0.656**

	
	(1.56)
	(2.02)

	SOE
	-0.137
	0.221

	
	(-0.66)
	(1.41)

	PP&E
	0.631
	0.786**

	
	(0.58)
	(2.42)

	age
	0.477
	1.224**

	
	(0.41)
	(2.02)

	big4
	0.143
	-0.603

	
	(0.21)
	(-1.10)

	prime
	0.582*
	0.368**

	
	(1.78)
	(2.31)

	Cash
	0.616
	-0.810

	
	(0.74)
	(-1.47)

	NegEquity
	-0.881
	0.000

	
	(-1.07)
	(.)

	Constant
	5.321
	-1.689

	
	(0.92)
	(-0.50)

	Year fixed effect
	Yes
	Yes

	Firm fixed effect
	Yes
	Yes

	Observations
	1,587
	2,717

	R-squared
	0.560
	0.559


All standard errors are two-way clustered by both firm and year. T-statistics are presented underneath the coefficient estimates. . ***, **, and * denote significance levels at the 1%, 5%, and 10% level, respectively


Table 7. The change in future dividend payout and the mandatory dividend rule

	　
	(1)
	(2)
	(3)

	VARIABLES
	div
	increase
	ip

	　
	
	
	

	after2005
	-0.096*
	-0.323***
	-0.208

	
	(-1.89)
	(-3.04)
	(-1.21)

	Less
	-0.789***
	-0.661***
	0.446**

	
	(-3.98)
	(-4.57)
	(2.26)

	after*less
	0.199**
	0.668***
	0.696***

	
	(2.07)
	(3.71)
	(2.89)

	size
	0.074***
	0.080
	-0.160**

	
	(3.26)
	(1.57)
	(-2.05)

	age
	-0.339***
	-0.289**
	0.177

	
	(-3.49)
	(-2.24)
	(0.93)

	SOE
	0.136**
	0.061
	0.220

	
	(2.24)
	(0.59)
	(1.51)

	rete
	1.994***
	4.554***
	4.114***

	
	(3.12)
	(8.24)
	(5.99)

	roa
	3.577***
	6.583***
	5.072***

	
	(4.46)
	(5.48)
	(3.39)

	lev
	-0.007
	0.563**
	0.465

	
	(-0.07)
	(2.05)
	(1.19)

	CFO
	0.007
	-0.056
	0.564

	
	(0.03)
	(-0.10)
	(0.72)

	Control
	0.469***
	0.625**
	0.361

	
	(3.23)
	(2.13)
	(0.86)

	Constant
	-1.455***
	-3.325***
	-0.823

	
	(-3.05)
	(-3.21)
	(-0.52)

	industry
	included
	included
	included

	Observations
	3,554
	3,554
	3,554

	r2_p
	0.139
	0.122
	0.077


All standard errors are two-way clustered by both firm and year. T-statistics are presented underneath the coefficient estimates. . ***, **, and * denote significance levels at the 1%, 5%, and 10% level, respectively


	
	Table 8. The change in future leverage and the mandatory dividend rule


	　
	(1)

	VARIABLES
	Change in leverage in year t+1

	　
	　

	after2005
	0.000

	
	(.)

	Less 
	-0.060***

	
	(-4.54)

	after2005less
	-0.080***

	
	(-5.89)

	size
	-0.196***

	
	(-16.30)

	roa
	0.163**

	
	(2.25)

	lev
	-0.375***

	
	(-10.65)

	state
	-0.026*

	
	(-1.89)

	assets
	0.077**

	
	(2.16)

	age
	-0.294***

	
	(-4.69)

	big4
	0.136***

	
	(3.28)

	prime
	0.136***

	
	(8.21)

	cf1
	0.193***

	
	(3.87)

	nege
	-0.021

	
	(-0.22)

	Constant
	5.261***

	
	(16.04)

	
	

	Observations
	4,304

	R-squared
	0.822

	r2_a
	0.804

	t-statistics in parentheses
	

	*** p<0.01, ** p<0.05, *p<0.1
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