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Abstract: Bond market is an important part of financial market. A fully developed bond
market can provide protection against financial risks and maintain the stability of financial
markets. Compared with capitalist countries, the development process of Chinese bond
market has its particularity. Since 1981, after more than 40 years of development, Chinese
bond market has now run smoothly, with a high-level opening up and orderly. Moreover, the
investor structure has been diversified, and the trading volume of the money market continues
to increase. However, there are still problems, such as insufficient liquidity, lack of diversity,
and the bond market 's inability to fully play its basic role in resource allocation and regulatory
holes. For these problems, this paper puts forward some suggestions from the aspects of
market participation, product type, market supervision and policy implementation, in order
to help the development of Chinese bond market.
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1. Introduction

With the complexity of social and economic structure, bonds have been born. As an intermediate
channel, the bond market communicates the surplus of funds and the demand for funds. It not only
promotes the optimal allocation of resources, but also enables banks and enterprises to raise quickly,
disperse risks. What’s more, it accelerates the circulation of long-term bonds through the secondary
market, which improves liquidity. Because the bond market has the ability to absorb liquidity, it can
alleviate the excess liquidity and optimize the economic structure. For a highly liquid and mature
bond market, it can provide market benchmark interest rates and form an effective pricing mecha-
nism. It can help to reduce transaction costs, improve the efficiency of financial markets, and even
predict economic development in the future.

Moreover, the huge market for investment and financing outside the banking system, which is
formed by the bond market, has greatly increased the depth and complexity of the financial market;
and the diversified fixed income products provided by the bond market have improved the diversity
of investment and enhanced the stability of the financial market. The different ratings of bonds by
major professional rating companies provide better choices for investors with different risk prefer-
ences and affordability. At the same time, the stratification of risks shows the enhanced market flex-
ibility. The full development of the bond market can provide a guarantee for dealing with financial
risks and maintain the stability of financial markets.
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All in all, the current bond market has become an inseparable part of the financial market. The
same is true of Chinese bond market, but it has its own special development process compared with
capitalist countries. At present, there are few studies on Chinese bond market. Therefore, this paper
discusses the development process and problems of Chinese bond market, in order to help relevant
researchers, understand Chinese bond market and promote the development of it.

2.  Development Process and Current Situation
2.1. Development Process

Chinese bond market was founded in late 1949 and stopped issuing bonds in 1966. The bonds of this
period were issued in a way of government mobilization, with a single variety, no trading market, and
a small scale. In 17 years, only 3.845 billion yuan was issued.

In 1981, China 's Ministry of Finance officially issued treasury bonds, marking the official birth
of the Chinese bond market. Since 1984, a small part of enterprises had begun to issue corporate
bonds in response to capital needs. In 1985, in order to raise infrastructure funds, the People 's Bank
of China agreed to the Industrial and Commercial Bank of China and the Agricultural Bank of China
to issue financial bonds. At this stage, the bond market was mainly based on the issuance of treasury
bonds, there was no formed bond trading mechanism and trading place, and the corporate fund-raising
behavior had not been legally recognized and regulated [1].

In 1990, Shanghai and Shenzhen stock exchanges were established. In 1993, the State Council
promulgated the Regulations on the Administration of Corporate Bonds. In 1995, treasury bonds were
successfully issued on the Shanghai Stock Exchange. During this period, the secondary market with
national debt as the main component began to form, and the exchange market was dominant. Corpo-
rate bonds had undergone a transformation from the People 's Bank of China to the centralized man-
agement of the National Commission for Discipline Inspection.

In 1998, the People 's Bank of China promulgated the Interim Provisions on the Administration of
the Issuance of Financial Bond Market of Policy Banks. In 1999, securities and fund companies were
granted access to the interbank market. At this stage, the bond market management system had a
strong planned economy characteristic, such as complex bond approval procedures, corporate bonds
were similar to government bonds, based on the guarantee of large central enterprises and banks and
so on. During this period, the inter-bank bond market framework was basically formed. In 2003, the
birth of central bank bills marked the real rise of the interbank bond market.

At this stage, the multi-head supervision pattern of the bond market has gradually formed, and the
inter-bank bond market has gradually become the main part of the Chinese bond market with various
bond categories and diversified market participants [2]. As a leader, the People 's Bank of China has
expanded the layout of the interbank bond market and gradually improved its infrastructure, which
based on its relaxed legal environment and membership advantages. After more than half a century
of evolution and development, Chinese bond market has experienced twists and turns. It sticks to
enrich product categories, attract market participants, and constantly deepen market depth and com-
plexity. It has developed into a market with a sound and mature development mechanism and become
an indispensable part of Chinese financial market.

2.2. Status Analysis

Now, Chinese bond market is in a period of steady development. For example, the issuance scale of
bonds continues to expand, the structure of bond types is relatively stable, and more and more new
bonds emerge in endlessly to adapt to the balanced development of all aspects of society [3]. (See
Fig. 1, Fig.2 and Fig.3)
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Figure 1: Total issuance.
According to the data of the People 's Bank of China s statistical annual report, the scale of Chinese
bond market has steadily expanded, the total issuance of bonds has been increasing. In 2022, the total

issuance of bonds in China was 61.9 trillion yuan. There was an increase of 0.84 % year-on-year,
mainly due to the impact of the epidemic, which resulting in low overall domestic economic benefits.

Corporate Bond Stock And Growth in 2022
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Figure 2: Corporate bond stock and the speed.

Government Debt Stock And Growth in 2022
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Figure 3: Government debt stock and its growth.

On the whole, in 2022, Chinese bond market ran smoothly. Although the yield of treasury bonds
rose and fell, the high-level opening up of the bond market was stable and orderly, the structure of
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investors has been further diversified, the volume of money market transactions continued to increase,
and the volume of interbank derivatives market transactions remained stable (See Table 1).

Table 1: Overview of the Chinese bond market.

Number of Issuance Periods Issuing Scale
Bond Types current year year-on-year current year year-on-year
(periods) growth (%) (billion) growth (%)
National debt 183 8.28 97222.7 43.04
Government debt 2328 7.78 170778.49 19.6
ocal govermment 2145 7.73 73555.79 17
Bank bonds 896 2.05 58404.8 5.12
Total 3224 6.12 229183.29 15.54

In this year, the bond market issued a total of 22.92 trillion yuan of interest bonds, an increase of
15.54 %. Among them, the issuance of national debt is 9.72 trillion yuan, with the largest increase in
issuance scale, reaching 43.04 %. In the fourth quarter of 2022, the maturity scale of national debt
accounted for a large proportion, resulting in more issuance of national debt in the fourth quarter.
And the rhythm of national debt issuance in the whole year is relatively backward. What’s more, The
overall issuance of local government bonds is ahead, but the annual issuance volume has changed
little year-on-year. The policy bank debt issuance also changed little year-on-year. As of the end of
2022, the stock of interest rate bonds in Chinese bond market was 83.00 trillion yuan, a little change
from the end of last year (83.61 trillion yuan). (See Fig. 4)
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Figure 4: Bond distribution.

3. Problems
3.1. Lack of Liquidity

There are two main reasons for the inactive trading in China 's bond market: Firstly, the investment
subject of Chinese bond market is commercial banks. They mainly aim at the maturity of bond hold-
ings, resulting in lower bond turnover and lower liquidity [4]. Secondly, Chinese inter-bank bond
market, the exchange bond market and the counter market are separated from each other, so that the
links between the various bonds are separated [5]. The lack of liquidity in the bond market will affect
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the issuance of bonds, increase systemic risks, and hinder the sustained and healthy development of
the bond market.

3.2. Lack of Diversity

Although Chinese bond market products have been basically complete, including more than 20 prod-
ucts in seven categories, its types and maturity varieties are far from rich. Chinese bonds are mainly
fixed income products with a maturity of 3--20 years and there are fewer bonds of other maturity
types [6].

At present, the development of interest derivatives in China is not mature, mainly including interest
swaps, forward interest rate agreements, etc. There are few types of risk management tools, and the
scale of transactions is small, which make market risks are not effectively controlled and dispersed.

3.3. Resource Misallocation

For a long time, Chinese enterprises have relied too much on bank indirect financing, while the pro-
portion of direct financing in the bond market is relatively low, and there is a serious structural im-
balance [7]. In 2022, the annual increase in social financing scale was 32.01 trillion yuan, 668.9 bil-
lion yuan more than the previous year. The data shows that the annual issuance of corporate credit
bonds is 13.8 trillion-yuan, accounting for 22.29 %, which is lower than before and has a certain gap
compared with developed markets. The slow development, small scale and low proportion of credit
bonds in Chinese bond market directly restrict the financing efficiency of enterprises, increase the
financing cost of enterprises, and also make the basic role of bond market in resource allocation un-
able to be fully played.

3.4. Regulatory Holes

Firstly, there is a lack of a fair and effective external supervision and management system for evalu-
ation institutions. At present, China has incorporated the rating agencies of the bond market into a
unified regulatory system, but it has not verified the evaluation results of rating agencies in terms of
specific regulatory content. In other words, China 's supervision of rating agencies lacks a mature and
effective rating agency supervision mechanism and verification mechanism. Therefore, in the Chi-
nese bond market, rating agencies often do not need to be responsible for their own rating results.
This institutional incompleteness has greatly affected the confidence of enterprises and other entities
financing in the Chinese bond market.

The second is the lack of a unified bond centralized trusteeship mechanism and issuance support-
ing supervision system. In recent years, the inconsistency of Chinese bond market in the custody link
has intensified, leading to further segmentation of the bond market, which has seriously affected the
development speed and scale of the Chinese bond market [8]. At present, Chinese bond market reg-
ulatory authorities have relatively broad regulations on bond issuance, and the information transpar-
ency of bond issuance in the market still needs to be improved. In particular, the regulations on bond
underwriting are relatively rough, which only have principled regulations. The two main underwriting
methods of consignment and underwriting are clarified, but there is no clear regulation on the rights
and obligations of bond issuers, underwriters, distributors and investors in bond issuance transactions

[9].
4.  Suggestions

In view of the above problems, the following suggestions are put forward:
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4.1. Improving Liquidity

First, it should enrich the participants of Chinese bond market, vigorously develop institutional in-
vestors, and continuously attract small and medium investors. Second, it should expand the types of
derivatives, gradually relax derivatives trading restrictions, and strengthen risk management and con-
trol. Besides that, it should improve the market maker system, increase support for bond trading,
accelerate the pace of approval, improve the efficiency of issuance, and stimulate the enthusiasm of
investors.

4.2. Enriching the Investment Objects

First, improve the variety structure of Chinese bonds, from the issuer, bond maturity, coupon rate,
payment methods, bond derivatives and other aspects of innovation. The second is to innovate the
bond investment model, continuously meet the diversified needs of domestic and foreign investors
and promote derivatives innovation.

4.3. Enhance the Optimal Allocation

The first is to continue to encourage the expansion of the proportion of direct financing from the
policy level. Then, it should improve the infrastructure construction of bond issuance, trading, and
settlement, and lay a solid foundation for the expansion and opening of the bond market. Thirdly, it
should introduce market makers, settlement agents and token brokers to enrich the types of partici-
pants in the bond market [10]. The fourth is to continuously accelerate the pace of financial market
opening up, encourage overseas entities to participate in domestic bond investment and issuance, and
improve the internationalization level and international influence of Chinese bond market.

4.4. Improving the Loopholes

It draws on the experience of mature bond market from the aspects of system construction, financial
supervision, information disclosure, risk management, default disposal and so on. Firstly, the integra-
tion and unification of the regulatory authorities in the bond market will improve the efficiency of
supervision while reducing the cost of supervision. Secondly, Chinese bond market regulatory au-
thorities should set up a special agency to supervise third-party rating agencies and make clear regu-
lations on the accuracy of rating agencies ' rating results in order to achieve a fairer bond market
rating mechanism [11]. Thirdly, Chinese bond market regulatory authorities should specifically for-
mulate mandatory laws on the disclosure content, disclosure conditions, and disclosure time limits of
bond issuers to regulate the information disclosure order of the bond market [12].

5. Conclusion

The bond market has the ability to absorb liquidity, alleviate excess liquidity and optimize the eco-
nomic structure. And the bond market with high liquidity and mature development can not only pro-
vide market benchmark interest rates and form an effective pricing mechanism, but also reduce trans-
action costs and improve financial market efficiency. The existence of the bond market improves the
diversity of investment and enhances the stability of the financial market.

Chinese bond market was formally born in 1981.After many reforms, it has now been in a good
situation. Its overall operation is stable and the opening up is orderly. In order to adapt to the balanced
development of all aspects of society, new bonds are constantly being developed.

There are four problems, insufficient liquidity, lack of diversity, inability to give full play to the
basic role in resource allocation, and the existence of regulatory holes which have been accompanied
by the development of Chinese bond market. Although they have not been completely eliminated,
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they have been in the process of improvement. This paper discusses the suggestions for improving
the problems from four perspectives: improving liquidity, enriching the investment objects and in-
vestment models of the bond market, enhancing the optimal allocation ability of the bond market, and
improving the loopholes in the bond market system.

The description of the problems and suggestions in this paper is mainly at the theoretical level,
lacking quantitative analysis. Next, it is a good idea to consider using data to prove.
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