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Beyond Interest Rates: The Exercising of Bonds with Embedded Options
WANG Bingshan LIU Jiaqi
(Investment Banking Division, Agricultural Bank of China)

Abstract A fresh wave of exercised options on embedded bonds is expected to peak over the next two years. AA+
and AA rated local state-owned enterprises are the main source of option-embedded bond issues, and the proportion of
option-embedded bond issues is highest in less economically developed regions. Surprisingly, interest rate adjustments
are also not the dominant factor driving the exercising of embedded options. Factors such as investment concentration
limits, operational risk, issuer credit status, information infrastructure and underwriter coordination and the
communication skills of underwriters all contribute to those decisions. It should also be noted that the communication
skills of the lead underwriter can play a critical role in this area. It is recommended that lead underwriters strengthen
issuer counseling services, coordinate the matching of interests of issuers and investors, and promote the improvement
of information infrastructure to make the exercising of options more effective so that their advantages can be utilized.
Keywords Option-Embedded Bonds, Exercise, Putback, Duration Management, Lead Underwriter
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