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1. We document issuance overpricing of corporate debt securities in China,

which is robust across subsamples with different credit ratings, maturities, and
issuers. This phenomenon contrasts with underpricing of equity and debt
securities in Western countries and reflects China'’s distinct institutional
environment.

. The average overpricing dropped from 7.44 basis points to 2.41 basis points
after the government prohibited underwriters from using rebates in issuances
in October 2017.

By analyzing overpricing before and after the rebate ban and across different
Issuers and underwriters, we uncover two channels for underwriters, who
compete for future underwriting business, to drive up overpricing: rebates and

self-purchases.
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Fig. 1. Issuance of debt instruments by category. This figure plots the issuance amount of debt-financing instruments of non-financial enterprises in the
interbank market by category from 2009 to 2019.



> P E LRI R R AT R

Cain ) CD

\C | / i/

o

(1) o [E B 4[] (1) Bl B8 25 AR 94 o B (4 B H 75 6835
THEREHS | | 22010F RE24%, WinEAEEET. EX
W L2 | | PR, B D8, FE R ET,
S AR T AR REEENTEEREAGRAR. ()2010E)E

BB A BRZHALS A 7 4 BERAT .

SRS PR 22 4F, NAFMII
V254 R ANE & IR
S5kiTHE, WEEEkSsS
AR A 68+T77. K
MEt e ORI EE.

v

(W)RATZHT, BTGB RATU R AvaE, BISEmER 2R AEE . QKT —XR, AHEEAIER

RITEAEAE M. G)VRITHKR, B S 50U R 4R 5 38 200 2 SOt B B9 75 R B0 & B Hbr . (HHE

Bk RS2 B TR E AT B E, BISEMAIE AT — . SWRET A A

R ATRABGHEHER AT . (MR EATHRT), ERITHT —REH. (NS NHELESEH
JERE ARG BTG, HEAESR A5 HEl A% RATr, BRI F =,

v

RATILEAFETRE: )EN. ERERTOHRT AR AHEELFEGEE, AHERN L
FATR R, —BRETMRET —2ms My s ie. QRITE. ERITMET, LEB
HRIRAT AR TR, AT T LI QEFE, iR TRA R

RE, ARFELERT.




> RATHIE R e

ke )

R BT A, (1)RE

WA, ERo3vwEfA:

Q)BT E REF S,
AR BT

i)

Y

fem: (D& RATH

ERAT AR, LEK

WEE: @iz
Fi B .

MR — 2
sz, Migs
HAEZEM, ST
FZREDRITIh NS H

i

RBERIE: E—F A

; @E _—GligmEN, B85

GRARESE TE—RNE
Wi s e A A4

'

HEESRRE: (D&
Ao AEE Hrin, fhE
g @UE .
BRAHRE], UG &

RAeMEESY, S
5% 5 W X2 53 8] 5 4R A

!

VYR ERAT A e K4
B, FELLERNESD
EIYEE: Xz

Hh [ 4T 8] T 3 A2
GEtheT 20174
10H 1H AR
i, CAAFAR




> TREN KRR %

1. ﬂSpI’EEId — Spreadﬁrsrrrﬂdf - Spreadrﬁsuunm- {1}

The spread is defined as the difference in yield between a given debt security and the risk-
free rate of similar maturity.

Because yield is negatively related to price, a positive spread change implies that the debt
security is overpriced at issuance relative to the trading price in the secondary market.

2. Ret; = (Pir — Pit)/Pi;. (2)

where Reti is the raw return of security i that is issued on day t and then first traded on day

T. The price Pi,T is the sum of the flat price and accrued interest, and Pi,t is the issuance

price.
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Table 1

Summary statistics of debt-security issuance. This table reports summary statistics of the issuance of non-financial corporate debt securities in the interbank
market from 2015 to 2019. Panel A reports the number of issuances, issuing companies, and the total issuance amount for each year. Panels B and C report
the summary statistics of security and issuer characteristics, respectively. Trading Volume is for the month right after issuance. The subscription ratio is
calculated by dividing the total subscription by the issuance amount. The dummy wvariable First Issue Dummy equals 1, if the security is the issuer's first
issuance in the interbank market, and 0 otherwise. Recent Issuance Dummy is another dummy wvariable and equals 1 if the issuer has issued security in
the previous year, and 0 otherwise. We convert letter credit ratings into numerical values, specifically, AAA to 5, AA+ o 4, AA to 3, AA— o 2, and A+
to 1. ROA is defined as net income divided by total assets. Sale is the issuer's annual sales. Panel D summarizes the share of issuances directly acquired
by underwriters. The number of observations, the mean, the standard deviation, the 25th percentile, the median, and the 75th percentile are reported in

Panels B-D.

Panel A: Issuances across years

2015 2016 2017 2018 2019 Total
MNo. of I1ssues 3,379 3441 2,880 4 087 44432 18,229
issued by the Big Four banks 1,258 1,400 957 1,353 1,431 6,399
MNo. of Companies 1,304 1,238 1,016 1,195 1,354 2,558
[ssue Amount (¥bil) 4 457 4302 3,197 4 488 4,626 21,069
Panel B: Debt-security characteristics

N Mean 5D P25 P50 P75
Coupon rate (%) 18,229 454 1.23 3.55 4.44 5.34
Maturity (year) 18,229 1.74 1.71 0.74 0.76 3.01
[ssue Amount (¥mil) 18,229 1,156 1,205 500 1,000 1,500
Trading Volume (¥mil) 18,229 1,350 1,730 440 840 1,609
Subscription Ratio 17 416 1.74 0.88 1.10 1.49 2.08
First Issue Dummy 18,229 0.07 0.26 0.00 0.00 0.00
Recent Issuance Dummy 18,229 0.84 0.36 1.00 1.00 1.00
Rating 18,2259 418 083 4.00 4.00 5.00
Panel C: Issuer characteristics

N Mean 5D P25 P50 F75
Leverage 18222 0.65 013 0.57 0.66 0.74
ROA 18,219 0.02 0.02 0.01 0.02 0.03
Asset [¥mil) 18,222 163,611 434 672 25,090 55,627 153,839
Sale (¥mil) 18,148 59335 163,015 4,269 15,051 54,261
Cash (¥mil) 18,148 13,781 38,005 2,266 5,491 14,391
Panel D: Issuances purchase by underwriters

N Mean 5D P25 P50 F75
Underwriter Share 16,384 0.35 0.31 0.07 0.29 056




Table 2

Issuance overpricing. This table reports the summary statistics of the spread change and the excess return after issuance. Panel A reports the summary
statistics of ASpread, which is the spread difference between the issuance and the first trading day after issuance, ASpreadis gqs. Which is the spread
difference between the issuance and the 15th calendar day since issuance, and the difference between ASpread and ASpreads j4.. The spread is calculated
as the corporate debt yield minus the corresponding Chinese Treasury Yield Index of similar maturity. Panel B reports the summary statistics of the firsr-
trade excess return, the excess return over 15 calendar days after the issuance, and the difference between the Excess returnys gq. and the Excess return. If
the security is not traded on the 15th calendar day, we use the spread or return of the closest rading day within a five-day window centered on the 15th
calendar day. We can only calculate the ASpread;s and Excess returngs gos for 5,464 issuances due to infrequent trading. The number of observations, the
mean, the standard deviation, the r-startistic clustered by issuance date, the skewness, the kurtosis, the 5th percentile, the 25th percentile, the median, the
75th percentile, and the 95th percentile are reported. Both spread change and excess return are in basis points (bps). Our sample is from 2015 to 2019,
and the rebate ban became effective on October 1, 2017.

Panel A: Spread change (bps)

Full sample N Mean SD t-Srat. Skew. Kurt. P5 P25 P50 P75 Pas
ASpread 18,229 4.90 12.30 26.46 3.85 37.97 —6.87 —0.82 2.55 8.08 23.35
AsSpread;s gays 5,464 7.93 39.41 12.18 9.7 268.99 —35.00 —7.25 4.71 17.94 58.44
ASpread;; days -ASpread 5,464 1.96 38.15 3.22 9.97 308.23 —39.62 —11.23 —0.17 11.60 46.50

Before rebate ban

ASpread 9,026 7.44 11.00 36.74 2.74 42,86 —4.82 1.96 6.57 10.70 26.28
ASpread; s gqy. 2,984 10.53 38.03 11.57 1.66 14.57 —34.81 —5.63 7.37 21.34 66.56
AsSpread;s gos -ASpread 2,984 2.69 37.62 3.07 1.56 14.82 —45.48 —12.26 —0.50 12.95 55.99

After rebate ban

ASpread 9,203 2.41 12.97 9.41 5.02 41.16 —7.68 —2.10 0.36 3.23 15.99
ASpread; s gqy. 2,480 4.31 40,79 5.45 16.63 507.77 —35.28 —8.54 217 13.69 50.12
AsSpread;s gos -ASpread 2,480 1.07 38.77 1.20 19.23 622.97 —35.26 —9.92 0.18 10.11 36.73

Panel B: Excess return (bps)

Full sample N Mean sD E-5Stat. Skew. Kurt. P5 P25 P50 P75 Pas
Excess return 18,229 —7.67 10.50 —42.72 —2.52 62.38 —22.43 —11.60 —B6.20 —2.46 3.52
Excess returngs gops 5,464 —12.46 44.38 —13.93 —0.84 27.29 —74.60 —29.40 —12.00 6.37 47.31
Excess returnys 4q - EXcess return 5,464 —4.08 42.60 —5.15 —0.86 33.29 —60.21 —19.48 —3.39 11.88 52.80

Before rebate ban

Excess return 9,026 —10.30 11.14 —40.87 —2.40 54.20 —25.44 —14.90 —9.65 —4.91 3.04
EXCess MeIUITyg gays 2,984 —16.92 45.85 —13.11 —0.05 12.61 —85.44 —35.63 —16.09 4.69 43.16
Excess Teturngs 4q5 - EXCE5s return 2,984 —B6.39 44.11 —5.61 0.13 15.54 —B68.75 —2237 —4.71 12.77 49.34

After rebate ban

Excess return 9,203 —5.08 9.12 —26.79 —2.92 95.86 —16.48 —7.14 —4.00 —1.44 3.83
Excess returngs g, 2,480 —7.11 41.93 —5.30 —2.06 54.60 —57.02 —23.39 —8.78 7.87 52.08
Excess returngs jqs - EXCess return 2,480 —1.30 40.55 —1.24 —2.37 63.86 —48.49 —-15.71 —2.02 10.69 56.41




Table 3

Owerpricing across security and issuer characteristics. This table reports the first trading day spread change in basis points (bps), ASpread, across different
debt ratings, maturities, issuers’ total asset, and issuing history, as well as issuer and underwriter types in the periods before and after the rebate ban.
The number of observations, the mean, and the r-statistics clustered by issuance date are presented. The sample is from 2015 to 2019, and the rebate
ban became effective on October 1, 2017.

Full sample Before rebate ban After rebate ban
Panel A: Sort by rating (bps) M Mean t-Stat. N Mean t-5tat. M Mean r-Stat.
AAA 8,038 6.53 2519 3,433 9.33 3312 4 605 4.44 12.02
Al 5,706 3.23 15.98 2665 6.38 26.82 3,041 0.47 1.90
AA 43275 4.03 19.23 2724 6.22 25.09 1,551 0.19 0.78
Af- and A+ 210 5.84 7.87 204 5.88 772 L5} 4.41 222
Panel B: Sort by rating and maturity (bps) M Mean r-Stat. N Mean t-Stat. M Mean t-Stat.
Maturity
AAA =1 year 4905 9.18 24 82 2248 11.99 32.88 2,657 6.80 11.75
1-2 year 734 476 10.87 304 7.71 12.49 340 1.34 2.55
=2 year 2,399 1.65 8.24 791 2.57 7.34 1,608 1.20 4.06
Al =1 year 3,001 4.06 16.07 1,306 B.73 30.20 1,695 0.47 1.69
1-2 year 1,005 4.23 10,13 621 6.63 14.68 384 0.34 0.48
=2 year 1,700 1.17 5.09 738 2.00 5.10 962 0.53 1.71
AdL AA- and A+ =1 year 1,658 5.04 16.23 979 8.45 22.49 679 0.12 0.38
1-2 year 1,289 6.06 16.20 1,074 7.21 17.44 215 0.34 0.56
=2 year 1,538 1.49 7.85 875 2.44 9.13 663 0.25 1.02
Panel C: Sort by rating and total assets (bps) M Mean r-Stat. N Mean -Stat. ™ Mean r-5tat.
Total Assets
AAA Larger 4026 7.69 2217 1,718 10.17 26.35 2,314 5.92 11.68
Smaller 4012 5.36 19.18 1.715 8.43 24.63 2,201 2.94 7.86
Af+ Larger 2,853 3.25 13.35 1,338 6.59 21.43 1,521 0.73 2.43
Smaller 2,853 3.21 14.28 1,327 G.16 21.67 1,520 0.21 0.79
AdL AA-, and A+ Larger 2,244 3.86 16.01 1,465 6.38 21.39 779 0.11 0.40
Smaller 2,241 4.37 17.68 1,463 G6.02 19.70 778 0.31 1.10
Panel I Sort by issuance history (bps) ™ Mean t-Stat. N Mean -Stat. ™ Mean t-Stat.
First-time issuance 1,305 282 11.53 762 4.40 13.63 543 0.61 1.94
Seasoned offering 16,924 5.06 26.45 8,264 7.72 36.75 8,660 2.52 9.60
Panel E: Sort by issuer type (bps) M Mean t-Stat. N Mean -Stat. ™ Mean t-Stat.
Central SOE 1,635 10.31 20.15 923 12.24 2209 712 7.81 8.39
Other 16,594 4.37 23.92 g,103 G6.29 34.11 8,491 1.96 7.85
Panel F: Sort by underwriter type (bps) N Mean t-5Stat. N Mean t-5tat. N Mean t-Stat.
Big Four banks 5,399 491 22.20 3,415 7.53 30.87 2,084 1.49 5.38

Other 11,830 5.00 24.28 5,611 7.39 31.70 6,219 2.86 9.67




Table 4

Logit regression of underwriter switching. This table reports the logit regressions of an issuer's un-
derwriter change on the underwriter's performance in the issuer's last debt-security issuance. The de-
pendent variable, Switch;, . ;, equals 1 if issuer j changes the underwriters of its n + Ith issuance
as compared to its n'" issuance, and 0 otherwise. Performance is measured by an indicator variable,
Underperformed;,,, which equals 1 if the spread of issuer j's n'" issuance is greater than the correspond-
ing benchmark spread. Underwriter Share;, is the share purchased by the underwriter in issuer j's n'"
issuance. Heteroskedasticity-consistent z-statistics clustered by issuance date are reported in parenthe-
ses. ***, ** and * indicate significance at the 1%, 5%, and 10% levels, respectively.

Full sample  Full sample  Before ban  After ban Full sample

Dependent: Switch;, . , (1) (2) (3) (4) (5)
Underperformed; 0.281*** 0.212*%** 0.288*** 0.105* 0.202+*=*
(8.77) (5.87) (5.73) (2.01) (5.26)
Underwriter Share;, —0.222+%#
(—3.46)
Ln(Issue Amount) —0.017 0.067 —0.086 —0.018
(—0.38) (1.12) (—1.19) (—0.37)
Subscription Ratio —0.022 —0.009 —0.040 —0.038*
(-1.02) (—0.29) (—1.38) (—1.67)
Marturity —0.037*** —0.020 —0.054#*+ —0.039**+
(-3.18) (—1.26) (-3.12) (—3.14)
Ln(Trading Volume) —0.034 0.026 —0.065 —0.052*
(—1.18) (0.69) (—1.45) (—1.70)
First Issue Dummy —0.140 —0.011 —0.344+ —0.141

(—1.40) (—0.09) (—2.27) (—1.32)
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Table 5

Effect of the rebate ban on overpricing: variation across issuers. This table reports
results of the difference-in-differences analysis of how the rebate ban affected is-
suance overpricing. The sample includes all MTN and CP issued by nonfinancial firms
in China's interbank market from April 1, 2017, to March 31, 2018, a 12-month window
around the rebate ban on October 1, 2017. Treat equals 1 if the jssuance is by a central
S0E, and 0 otherwise. Post equals 1 in the months following the rebate ban. Columns
(1) and (2) use the full sample. Columns (3) and (4) use the matched sample, which
includes only sequential issuances before and after the rebate ban. Heteroskedasticity-
consistent t-statistics clustered by issuance date are reported in parentheses. =**, **,
and * indicate significance at the 1%, 5%, and 10% levels, respectively.

Full sample Matched sample

Dependent: ASpread (bps) (1) (2) (3) (4)
Treat 9.709** 6.441*** 0.772%* 6.545%**
(6.37) (4.50) (5.06) (3.54)
Post —6.043*** —6.273*** —7.043*** —7.139%**
(—10.70) (—-11.17) (—9.16) (—9.48)
Treat =« Post —7.225%* —6.182+== —B.407+*= —7.8671***
(—3.62) (—3.22) (—3.65) (—3.71)
Ln(Issue Amount) 0.430 1.839*
fNETY 1 27
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Table 6

Effect of the rebate ban on overpricing: variation across underwriters. This table re-
ports results of the difference-in-differences analysis of how the rebate ban affected
issuance overpricing. The sample includes all MTN and CP issued by nonfinancial firms
in China's interbank market from April 1, 2017, to March 31, 2018, a 12-month window
around the rebate ban on October 1, 2017. Treat equals 1 if the issuance is underwritten
by one of the Big Four banks in China, and 0 otherwise. Post equals 1 in the months
following the rebate ban. Columns (1) and (2) use the full sample. Columns (3) and (4)
use the matched sample, which includes only sequential issuances before and after the
rebate ban. Heteroskedasticity-consistent t-statistics clustered by issuance date are re-
ported in parentheses. *=**, **, and * indicate significance at the 1%, 5%, and 10% levels,
respectively.

Full sample Matched sample

Dependent: ASpread (bps) (1) (2) (3) (4)
Treat —-0.791 —1.536***  —2.459**  _2.698***
(—1.39) (—2.89) (—2.96) (—3.35)
Post — 1187+ —7.363* 0147+  _§.842%*+
(—11.51) (—12.04) (—10.00) (—10.20)
Treat x Post 1.362* 1.616** 2712 2.316**
(1.89) (2.37) (2.51) (2.34)




Table 7

Underwriter purchases and overpricing. Panel A repoms summary stacistcs of the share purchase by the underwriter, Underwriter Share, across issuances
with and withour overpricing, as well as across different ratings, issuer and underwriter ypes, and sample periods. Number of observarions, the mean,
the standard deviation, the 25th percentile, the median, and the 75th percentile are presented. Our sample is from 2015 wo 2009, and the rebare ban
became effective on Ocrober 1, 2017, Panel B reports the average overpricing (in basis points) of issuances acquired by qualified imvestors (column 1),
acquired by licensed underwriters bur underwritien by others (column 2], and acquired and underwritten by the same licensed underwriters (column 3.
We first calculare both the equal-weighred average spread change and the value-weighred average spread change (using purchase amount as the weight)
for each institurion and then ke the average across the institutions in each caregory. Panel B also reports r-statistics for the differences berween (1) and
(3} and berween (2] and (3), with *, **, and *** indicating statistical significance ar the 10%, 5% and 1% levels, respectively.

Panel A. Summary statistics of underwriter purchase

Underwriter purchase by overpricing M Mean o P25 P P75
Overpriced issuances 11,058 037 0.31 010 032 060
Orher 5326 029 0.29 0.00 020 046
Underwriter purchase by rating

AAA 7321 038 032 0o 031 0.0
AA S 5230 029 028 0.0a 02z 050
AA 3720 035 031 0.0& 030 0.56
AA- and A+ 104 0.60 032 030 0.68 0.86
Underwriter purchase by issuer rype

Cenrral SOE 1.405 049 031 023 047 074
Orher 14,979 033 0,30 0.05 027 0.54
Underwriter purchase by underwriter type

Big Four banks 5504 036 0.30 0.10 030 0.56
Orher 10,790 034 0.31 005 027 0.56
Underwriter purchase by rebare ban

Eefore rebare ban 7191 044 0.30 020 044 0.:8
Afrer rebare ban 91493 027 029 0.0a 020 0.41

Panel B. Overpricing of issuances acquired by qualified investors and licensed underwriters

Overpricing of issuances

Overpricing of acquired by licensed Overpricing of issuances
issuances acquired by  underwriters bur underwritten  acquired and underwriten by
qualified invescors by ochers the same licensed underwriters Difference Difference
(1) (2] (3) (3H1) (3IH2)
Equal-weighted pordolioc average
Full sample 1.54 219 3.85 2328 1,675
Before rebare ban 405 5.39 7.35% 2. .
After rebare ban 0.66 1.01 2.19 1528 118
Value-weighted portfolio average
Full sample 1.57 2095 G40 4 Byues 3 dhuss
Before rebare ban 5.49 5.80 3.15 2054 235

After rebare ban 0.50 1.50 5.61 5.1 aes 4 1] sse




Table 8

Regressions of overpricing on underwriter purchases. This table reports regressions of is-
suance overpricing on the share purchase by the underwriter. The dependent variable
is the overpricing measure, ASpread. The independent variable Underwriter Share is the
share purchased by the underwriter. Columns (1) and (2) report regression results for the
full sample. Columns (3) and (4) report regression results for issuances before and after
the rebate ban, respectively. Heteroskedasticity-consistent t-statistics clustered by issuance
date are reported in parentheses. ***, **, and * indicate significance at the 1%, 5%, and 10%
levels, respectively.

Full sample  Full sample  Before ban  After ban

Dependent: ASpread (bps) (1) (2) (3) (4)
Underwriter Share 10.494 =+ 9.118** 1.802%* 14.943%**
(17.32) (16.43) (2.06) (12.71)
[ssuance Controls No Yes Yes Yes
Firm Controls No Yes Yes Yes
Constant 1.004**= —8.392%=* —1.458 —3.128
(4.10) (—5.13) (-0.78) (-0.91)
Observations 16,384 15,465 7,091 8,374

R-squared 0.069 0.120 0.118 0.144




Table 9

Quality of issuance price. This table reports regressions of issuance yield spread on issuance and issuer characteristics. The dependent variable is
Spread g anee, Measured as the coupon rate minus Treasury yield with similar mamurity. Columns {1}-{4)} report the regression results for all issuances in
each of the four years around the rebate ban, respectively. Heteroskedasticity-consistent t-staristics clustered by issuance date are reported in parentheses.
=++ ++ and * indicate significance at the 1%, 5%, and 10% levels, respectively.

Two years before rebate ban  One year before rebate ban  One year after rebate ban  Two years after rebate ban

Dependent: Spread;q me (%) (1) (2} (3) (4)
Ln{Issue Amount) —0.001 —0.055%** —0.156%** —0.164%**
(—0.03) (—2.78) (—5.95) (—6.24)
Maturity 0.095%= 0.103=* 0.087=* 0.108*=
(12.81) (10.53) (9.95) (12.58)
First 1ssue Dummy 0.067 —0. 158 0.018 0.051
(1.11) (—-2.74) (0.30) (0.61)
Recent Issuance Dummy 0.044 —0.038 0,136+ 0.041
(0.83) (—0.83) (2.86) (0.70)
Dummy s —2.930% —1.507*=* —1.897** —1.835*
(—20.11) (—8.89) (—6.03) (—2.43)
Dummy s —2.397** —0.907*** —0.990%** —0.783
(—17.07) (-5.37) (—3.20) (—1.03)
Dummmy 4 —1.728%* —0.383+ —0.347 0.022
(—12.55) (—2.30) (—-1.13) (0.03)
Leverage 0.472== 0.796=++ 0.503=++ 1.032%=+
(4.89) (6.92) (4.84) (7.83)
ROA —4.697*** 1.409* 0.174 —0.370
(—6.56) (1.90) (0.23) (—0.58)
Ln{Asset) —0.163*=+ —0.079%=+ —0.105%=+ —0.124+
(—6.99) (—3.22) (—4.04) (—4.33)
Ln(Sales) 0.173=+ 0.082==+ 0.062==+ D.100+=+
(14.80) (6.68) (5.46) (9.53)
Ln{Cash) 0.066%* 0,117 0.150%** 0.127%=
(4.81) (6.81) (8.59) (5.86)
Constant 2.884" 1.573= 3136 2465
(15.50) (6.33) (9.55) (3.16)
Observations 3,610 20942 3,562 4517

R-squared | 0330 0.348 0.436 0392 |
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