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Motivation & Research Question

The corporate bond market is the largest source of capital for U.S. firms.

Significant information processing costs are in the primary corporate bond market due to

extreme time constraints [1, 2].

Figure 1. Barrons Anecdotal Evidence

Research Question: Do information processing costs play a role in shaping bond prices in

the primary corporate bond market?

Institutional Background — IPC in the Primary Bond Market

Figure 2. Issuance Timeline of a New Bond

Institutional Background — IPC for Exhibit Index

Exhibit Index in the bond prospectus:

Attach secondary documents for validation.

Exhibit files include bond indentures, financial ratios, loan agreements, etc.

Exhibit files are often lengthy.

Access to exhibit files is cumbersome.

“Why don’t investors have easy access to exhibit indenture and time to review it before the deal is priced

and closed.”

“Investors have to search through the issuer’s EDGAR files and review the exhibits to multiple previous

filings.” —The Credit Roundtable

Figure 3. Information Processing Costs for Exhibit Files

Setting

Exhibit Hyperlink rule in 2017 mandates all SEC’s registrants to add hyperlinks to each

exhibit in the exhibit index of registration statements and periodic reports.

Figure 4. Example of Hyperlinked Exhibit Index

Figure 5. Effective Timeline

Bond prospectus remains valid up to three years after announcement.

Research Design & Results

Offering Yield Spreadi,j,t = α + β1Hyperlinki,j,t + β2Xi,j,t + ηj + µt + φi + εi,j,t (1)

Table 1. The Effect of Hyperlink Inclusion on Corporate Bond Yield Spread

Offering Yield Spread

(1) (2) (3) (4)

Hyperlink -0.1328** -0.1282** -0.1355*** -0.1217***

(-2.12) (-2.41) (-2.67) (-2.59)

Observations 3,985 3,985 3,985 3,985

Adjusted R2 0.721 0.766 0.801 0.812

Table 2. Cross-Sectional Analyses

Offering Yield Spread

(1) (2) (3) (4)

Hyperlink 0.0890 -0.0820 -0.2303*** -0.1361***

(0.98) (-1.51) (-3.38) (-2.93)

LargeEx*HL -0.2408**

(2.57)

LargeCov*HL -0.1376**

(-2.09)

BetterRating*HL 0.1238*

(1.75)

HighLiquid*HL 0.1783***

(2.80)

Observations 3,985 3,985 3,985 3,985

Adjusted R2 0.814 0.817 0.813 0.814

Conclusion

The inclusion of hyperlinks to exhibits facilitates easier access to relevant information and

reduces bond borrowing costs.

The documented effect is more pronounced for bond issues with higher information

processing costs.

Contribution

Extends the scope of the literature on information processing costs.

Uncovers issues inherent in the bond issuance process.

Informs investors, issuers, and regulators.
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