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Abstract

It is important to investigate the degree to which the Callable Bull/Bear Contract
(CBBC) issuance activity affects the price and volume of the underlying stock. As a
newly introduced financial structured product as of 2006, a key feature is that a
CBBC issues a call-back price. As a result, there has been dramatic growth in the
number of issuances and in trade volume. Hence, in this paper, we examine the
relationship between the underlying stock price and the volume associated with the
related CBBC issuance and mandatory call-back event to show the existence of the
informed trader. We discover that the informed trader trades during the CBBC
announcement day and during hedging activity, thus causing a significant effect on
price and trading volume during the issuance of a CBBC. These findings are
consistent with the previous literature on the derivation warrant (DW). However, we
contribute to the field by discovering the price manipulation and rewinding hedge
position during the mandatory call-back event, which induces the abnormal return and
volume for the underlying stock during the mandatory call-back for both callable bull
contracts (bull contract) and callable bear contracts (bear contract) in our empirical
result. We test the correlation between the bull/bear ratio of the underlying stock and

its return and find that the results indicate that outside investors do not have any



advantages with this number. In fact, information asymmetry is usually on the side of

the issuer.



Acknowledgements

This thesis is the partial fulfillment of the requirement of the degree of Master of
Business and Administrative. | wish to express my sincere gratitude to Dr. Adrian Lei,
for his considerable patience and ready help. With his inspirations and great efforts to
explain the details in a clear, simple manner, he helps me to overcome most of the

obstacles and finish this important task in my life.



Content

AADSIIACT ... 1
ACKNOWIBAGEMENTS ...t 3
Chapter 1: INTrOJUCTION ......eeiiiiieie bbb 5
Chapter 2: Background and hypothesis development............cccooeveiininininiiniinieenn 11
Chapter 3: Callable bull/bear contract and derivative warrant ..............cccceeveeieeinnnnn, 17
3.1 DErVALIVE WAITANT ......c.viiiiiiiiiisiiie e 19
3.2 Callable bull/bear CONIACT ..........cceviirieieiieeee e 21
3.2.1 The mandatory call-back event and pricing period............ccccocevvnivnvnnnnns 23
3.22CBBC category " .. X 3. F% B0 K Y e 25
3.2.3 Funding COSt®d,, ™"  .cvrmy. mrrmm, £ mmmy. pevrme o ns e gfle e e e cneeneesnnesnnnnnesnnnnnens 26
3.2.4 BasSiC INVESIMENT StrAtEOY v.oivieireeiieiieeiiri e ciie e st iran et ee st sae s 26
Chapter 4: Descriptive Data and Methodology .........cccceevieiiiiiiciiicicc e 28
4.1 EVENT ANAIYSIS ..ottt ettt naa et nnes 32
4.2 Correlation @NAIYSIS ........ccoiiiiiieiis it e 34
Chapter 5: EMPIFiCal reSUITS........iviiii it 36
5.1 Hypothesis 1: Issuance activity 0f CBBC..........c.ccoovviiiiiiiiiiec e, 36
5.1.1 Callable bull contract iSSUANCE ACIVILY......ccccouiiiiriiiiiiie e 36
5.1.2 Callable bear contract isSUanCe aCtiVity ..........ccccevveeveiiieie e 44
5.1.3 HypothesiS 1 SUMMAIY........ccccorimiiiiiieiieiieireesie e esteesie e sre e see e enaesneesees 51

5.2 Hypothesis 2: Mandatory call-back activity of CBBC ............cccccovviiviveiinnnnn 52
5.2.1 Callable bull contract mandatory call-back .............cccccevviiiiiiiiiiiiinnn, 52
5.2.2 Callable bear contract mandatory call-back..............ccccoevinininniicen, 59
5.2.3 HYPOhESIS 2 SUMMAIY ......coiiiiiieiiie ettt 65

5.3 Hypothesis 3: bull/bear ratio and the return of the underlying assets................ 66
Chapter 6: CONCIUSION........ceiiiiie e nre s 70
RETEIBICE ...ttt b bt e e 73



