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The International Practices of Construction
Contract Bonding System and the Innovation
Proposal for China

Abstract

Construction contract guarantee/bond is an important
credit instrument to guarantee the performance of a
construction contract. Nowadays, Many problems exist in
Chinese construction market, such as bad quality and non-
payment, which obviously related with bad performance of
contract. Based on extensive investigation and analysis on
construction  contract guarantee/bonds internationally,
combined with the consideration of the current market condition
of China, a proposal of applying contract bonding system in
Chinese construction market is developed.

First, the mechanics of contract bonding system is analyzed
from the view of information economics and transaction cost
theory. Via investigation and analysis on construction contract
guarantee/bonds internationally, a conclusion is given that the
common international practice of construction bonding system
mainly focuses on contractor’s liabilities, but not the owner’s,
and the guarantor should be financial institution, whether banks
or surety companies, and ruled by financial supervision. There
are two equilibriums in construction bonding market:

conditional bonds with high penalty, or unconditional bonds



with low penalty. The former style has many advantages. Being
keeper of common wealth, fair trade, and fair competition, the
government should promote the use of conditional bonds.

To solve the non-payment problem in Chinese construction
market, Chinese Construction Contract Bonding System is
introduced, in which both contractor’s and owner’s liabilities
are covered. The contractor’s contract bonding system mainly
applies the high penalty conditional bonds, but low penalty
unconditional bonds and bonded contractor’s bonds are also
included; The owner’s liability bonds, however, only conform
to ICC uniform rules for demand guarantees (ICC Publication
No. 458). After analyzing the types of bonds and applying scope
of mandatory construction contract bonding system in detail,
discussion furthers on to the organization and risk control
mechanics of the Chinese construction contract bonding system.
In the end, strategies, steps and a timetable of initiating the

Chinese construction contract bonding market are given.

Key Words : construction industry, contract guarantees, surety
bonds, contract bonds, construction owner’s
liability bonds, contract bonding system, risk

management
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