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Financial Journalism

Stanley Druckenmiller:
“I took Economics so that I can read the [news]papers intelligently”.

The Wall Street Journal:
▶ LIBOR Manipulation.
▶ The Enron Scandal.
▶ Mutual Fund “Market Timing” Scandal.

Michael Lewis:
“I like to think that my job is mainly to find the story in the material.”

Finance for Financial Journalists:
▶ Financial systems: institutions, regulators, and investors.
▶ Financial markets: price discovery and efficient allocation of capital.
▶ Financial theories: pricing risk.

Financial journalists: Use data to find and communicate the truth.
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Modern Finance: Theory, Practice, and Lessons
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China in the World
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China’s Capital Markets and Asset Management
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Credit Allocation in China: SOE vs Non-SOE

Credit misallocation with respect to state-owned enterprises (SOE):
▶ Allocational inefficiency drags on aggregate growth (Hsieh and Klenow (2009)).

Existing empirical evidences on credit allocation in China:
▶ Widely cited: SOEs’ preferential access to bank loans.
▶ Not well documented: the actual magnitudes.
▶ Interconnected debt financing channels: bank loans, bonds, shadow banking.
▶ Changing government policies and credit conditions.

Our paper uses bond pricing to uncover the extent of credit misallocation in China:
▶ The SOE premium: difference in credit spreads between non-SOEs and SOEs.
▶ Time-varying SOE premium and the importance of government support.
▶ The presence of government support on price discovery.
▶ The real impact of allocational inefficiency: profitability and financial health.
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Background on China’s Credit Market

$0.1 trillion in 2008, $4.5 trillion in 2020, second only to the US ($7.3 trillion).

Two landmark events: March 4, 2014 and Apr 27, 2018.
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The Time-Varying SOE Premium

CreditSpreadi,t = a+ b NSOEi,t + cRatingi,t +
∑
k

Controlski,t + ϵi,t
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The SOE Premium and Credit Cycles

CreditSpreadi,t = a+ b NSOEi,t + cRatingi,t +
∑
k

Controlski,t + ϵi,t
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Summary of Results and Recent Developments

From 2010-2020, we find a market of evolving and improving price discovery:
▶ Post 2014Q1, credit quality becomes important in credit pricing.
▶ Post 2018Q2, the extent of government support becomes more important.

⋆ The main driver behind the explosive SOE premium.
⋆ The beginning of the end: “faith” in the SOE label.
⋆ Distortions to price discovery with respect to credit quality.

The real impact of the allocational inefficiency.
▶ Post 2018Q2, non-SOEs lost their advantage over SOEs in profitability.
▶ The explosive SOE premium is a reflection, not the unique cause.

Ongoing Developments:
▶ Nov 2020: wave of defaults by large local-government SOEs (e.g., Yongmei).
▶ Sep 2021: China’s Evergrande moment.
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Main Takeaways

Journalism: Writing for impact.
▶ Not a mere marketer or information distributor.
▶ Short-term intensity and long-term impact.

Finance for financial journalists:
▶ Financial theories and insights.
▶ Financial markets, institutions, and policies and policy makers.
▶ Use financial data to find the truth.

Using Data to Find the Truth Finance for Financial Journalists Jun Pan 11 / 11


