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Abstract

This report firstly teases out the theoretical venation on corporate
financing tool selection, and deeply compares the development
characteristics and the institutional arrangemient of issue and
supervision of bond markets in America, Europe and Japan. It
estimates the real demand on debt financing of China’s listed
companies, and analyzes the debt tools structure in their financing
demand. Based on this foundation, through conducting an empirical
study, this report dissects the internal mechanism of China’s
financial deregulation, listed companies’ debt financing demand and
tool selection, from which it raises the policy proposal of the
deregulation in China’s corporate bond and the development of the
exchange bond market.

Through the detailed statistics analysis of China’s listed
companies’ real and potential refinancing demand and debt financing
tool structure, this report finds there are following three problems to
explain: One, Does China’s listed companies’ preference on equity
financing gradually return to the classical pecking order theory,
which means companies prefer debt financing to equity financing?
What actually drives the listed companies’ change on the preference
between equity and debt? Two, Why the selection of debt tools in
China doesn’t accord with the classical debt covenant governance
theory? In other words, why the bank loans as relational contract is
more suitable than corporate bonds as market contract for companies
in weak external governance region? What are the reasons of this
selection paradox in debt financing? Three, What is the internal

mechanism of the listed companies’ preference change between
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corporate bonds and medium term notes?

This report utilizes the three linked empirical studies on the listed
companies’ selection between equity and debt, between bonds and
loans, between corporate bonds and medium term notes to solve the
above three puzzles and finds a joint answer. It shows that the
transition of debt regulation level, which also brings impact on the
regulation levels of stocks and loans, deeply affects the companies’
debt financing demand and financial tool selection behavior. The
internal mechanism is as following. One, The different regulation
levels between bonds and stocks affect the financing decisions of listed
companies. Two, Financial regulators’ different regulation levels of
corporate bonds and bank loans affects the local governments’
intervention level on corporate debt financing decisions, resulting in
that companies in different regions come out the rational choices facing
the different debt financing environment. Three, CSRC’s high threshold
before 2015 doesn’t bring the debt issuer companies higher financial
performance. Adversely, companies with larger size and abundant free
cash flows prefer medium term notes. Another consequence of strict
regulation of corporate bonds is the shrinking of exchange’s debt
market share, whichs decreases the liquidity of corporate bonds and
in order to make up the lost of liquidity, the coupon rate of corporate
bonds is higher than the medium term note, which forces the listed
companies to prefer.medium term note issuance.

Through analyzing bond market construction and institutional
design experiences from America, FEurope and Japan, we find the
following three points. One, Experience from the success of American
bond market includes the flexible free issue system, adequate
information disclosure, perfect creditor protection mechanism and the
severe law on the issuer companies’ executives. Two, Japan’s regulators
gradually deregulated the issuance of corporate bonds, abolished
corporate bond’s bank trusteeship system step—by-—step, and reduced

the cost of corporate bond issuance until canceling the original harsh
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conditions on corporate bond issuance and protecting the interests of
creditors. The deregulation of issuance and the cultivating of market
are the core factors in the rise of Japan’s bond market. Three,
European bond market’s development experience is to focus on the
regulation of credit default risk and market transparency and to
promote steady development of corporate bond market on the basis of
keeping the market investors and issuers’ sufficient confidence upon
credit agency and market regulators.

Though analyzing the private placement bond-market construction
and institutional design experiences from America, England and
Taiwan, China, we find that the fectures are almost the same with
different release mechanism in different countries. One, Only qualified
investor can invest, who generally are institutional investor and
individual with high wealth. Two, Regulator plays a limit role in market,
so it’s necessary to cancle the submission of complete prospectus. Three,
It’s good to lower initial and continuous disclosure requirements. Four,
Professional investors can enter the secondary market without limitation
usually for over—the—counter market. Five, It’s necessary to have the
protection for antifraud provisions especially for false or misleading
statements. To sum them up, it’s an important factor, in the private
bond market, to have a flexible issuing mechanism and a path fitted
for national development.

Bond default events happen frequently, which makes people pay
more attention to how to effectively protect the interests of creditors.
In this respect, the Chinese bond market has little historical
experience to which we can refer, so we discuss foreign experience
in dealing with bond default events in order to obtain enlightenment
on Chinese credit debt default processing.

Finally, we have the inspiration and recommendation for China’s
corporate bond market development.

1. For the situation of multi —sectoral regulation and different

issue criteria for same type bonds in corporate bond market, it is
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necessary to propose the way to unify regulations on corporate bonds.
First, we need to have uniform standards, including standards aboul
qualified investor, information disclosure and default processing
mechanism of corporate bonds. In 2015, CSRC simplified the
verification procedures of corporate bonds further, changing from
approval system to registration system. Besides, CSRC gave great
impetus to the private issuing system. Issuer of corporate bond can be
any corporation, meaning that the issuing standards of corporate
bonds and mid —term notes become uniform. National Development
and Reform Commission needs to stop auditing corporate bonds
gradually, focusing on issuing of quasi —municipal bonds. Second,
Regulators need to be uniform. If the autonomy in issuing is given to
corporate and market, regulators will not have opportunity to seek
rent, making power reorganization easier.

2. Since the stricter vetted process, CSRC has missed the
previous high—speed growth period of bond market, which makes the
corporate issuance increase slowly and the peripheralization of
exchange’s bond market. So, CSRC deregulates the issuance
regulation further in 2015, draws close to registration basis from
corporate bond vetting, narrows down the disparity with the medium
term note issuance system of association of securities dealers and at
the same time promotes the private placement of corporate bonds,
constructs the private placement issue system including non —listed
medium-—sized and small enterprises, growth enterprise market, SME
board market and main board market. This can satisfy the investment
and financing demand of different companies and institutions.

3. Accelerate the development of exchange’s bond market
complementing interbank bond market. The exchange can combine
the market auction system and market maker system, through the
hierarchical design, to satisfy the individual investors and instit —
utional investors, avoiding the risk. Cultivates energetically the long—

term institlutional investors such as bond fund, makes the fund
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