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Abstract

In recent years, government debt management and securities market
development are widely recognized as the academic research and policy
focus both in the developed countries and developing countries. According
to the definition of World Bank and International Monetary, “Sovereign
debt management is the process of establishing and executing a strategy
for managing the government’s debt in order to raise the required amount
of funding, achieve its risk and cost objectives, and to meet any other
sovereign debt management goals the government may have set, such as
developing and maintaining an efficient market for government securities. ”

Based on the comparison of international experience, the disserta-
tion makes research on the govermment debt management from different
perspectives, which include the objectives and conduction mechanism,
management of government debt scale, management of government secu-
rities issuance, the improvement of liquidity on government bond mar-
ket, how to make use of government debt management to avoid financial
crisis, the coordination of government debt management, monetary poli-
cy and cash management. Based on the analysis of related issues on gov-
ernment debt management in China, the dissertation presents the objec-
tives and policy suggestion on the government debt management and secu-
rities market development in China. The framework and contents of the

dissertation will be analyzed here.
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The dissertation includes nine chapters ( introduction, conclusion
plus seven chapters main body)

Chapter One. Introduction.

First, the introduction makes a general analysis on the writing back-
ground, significance and basic concept of the dissertationi, further pres-
ents literature review of the impact of government debt on economy and
debt risk. The significance of government debt management and develop-
ment of government securities market is generally analyzed in chapter
one. Based on the clarification of the methodology and general framework ,
it points out some academic innovations and shortcomings for further re-
search.

Chapter Two. Objective, Conduction Mechanism and Policy Cooper-
ation of Government Debt Management.

The objectives of government debt management can be classified into
two dimensions: One is primary objectives, which include minimizing
financing risk and minimizing financing costs; The other is final objec-
tives, which include stable growth economy, stable price level, fair
distribution of income, effective allocation of resources and equilibrium
of balance of payments. Some conflicts exist among the objectives of gov-
ernment debt management. Government should make alternative between
minimizing finance risk and minimizing finance cost to fulfill the optimal
arrangement of short-term versus long-term securities. As an important se-
curity tools in financial market, the main instruments of government debt
management include the decision of debt scale, the design of securities
maturities, the choice of investor and pattern of issuance, the adjust-
ment of issuance interest rate, securities transaction and repos, the op-
eration of derivative instruments etc, through which the debt manage-
ment makes impact on the liquidity and interest rate level of financial

market, further achieves the objective of macroeconomic management. As
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far as the relationship with fiscal policy and monetary policy, government
debt management policy keeps close ties with both peolicies, it usually
acts as the conjuncture between these macroeconomic policies. All these
issues are analyzed in chapter two.

Chapter Three. International Comparison on Government Debt Man-
agement.

Base on the research and experience of debt manager over years,
the chapter presents the optimal approach on the development of primary
market and secondary market, and make a general analysis of issues on
securities market, the challenge for debt management in emerging secur-
ities market, the new issues of debt management. This chapter also
makes a brief introduction of government debt management and securities
market development experience of U. K., U.S., Canada and Japan. In
recent years, government debt management is adapted to a situation with
budget surplus and declining government borrowing requirements in
OECD member countries. The purpose of debt assets rearrangement and
improvement of liquidity have encouraged many countries to use similar
techniques, including switching operations, with the purpose of boosting
liquidity and rearrangement the new issue and securities outstanding into
larger benchmark maturities. This chapter makes a research of above
issues from different perspectives, with the purpose of providing some
policy suggestion to China.

Chapter Four. Management of Government Debt Scale-Assessment of
Government Debt Risk in China.

This chapter focuses on how to determine the critical values of na-
tional debt scale, which is also the significant issue of debt scale man-
agement, with the purpose to actively avoid debt risk and fiscal risk.
First, it analyze the appropriate debt scale methods based on the theoret-
ical and operational aspect, and established the critical growth rate mod-
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el under the stabilized burden condition, further makes assessment of is-
suance risk, scale risk and repayment risk. Based on the analysis of debt
ratio, deficit ratio and debt to saving ratio, we draw the conclusion that
the government debt scale is appropriate in China. On the condition of ap-
propriate economy growth rate, macroeconomic policy, lower securities
interest rate compared to real economy growth, suitable budget deficit,
improvement of investment financed by government securities, the debt
scale is sustainable, the chance of serious debt risk and debt crisis is
slim, and the appropriate debt issuance will make contribution to stable
economy growth. Based on the forecast of repayment in the following
years, it shows a rising trend in repayment burden, which should cause
more attention by policy makers. As the debt issuer and manager, MOF
should take the cost minimizing as the main objective of debt management
on the condition that the finance requirement is meet, make effort to bal-
ance the repayment and avoid financial risk. It is widely recognized that
the government debt outstanding management is effective mechanism to
debt scale management, through which debt manager has more opera-
tional flexibility. The transition from the conventional issuance manage-
ment to debt outstanding management will have profound effect on the co-
operation of fiscal policy and monetary policy, this chapter analyzes
these issue widely.

Chapter Five. The Base of Government Debt Management-Issuance
Management.

Issuance management is an significant process of government debt
management. Different issuance methods have various effects on the gov-
emnment borrowing cost and efficiency, which is also constrained by
economy, financial system and the development of financial market. Ac-
cording to the experience of the developed countries, the government se-

curities issuance methods mainly include issuance directly, tap, syndi-



cate and auction. The principles of determination on appropriate issuance
methods should consider both the objectives of government debt manage-
ment and the coordination of fiscal policy and monetary policy. Based on
the comparison of issuance pattern, this chapter makes a geneial review
and assessment of the historical change of issuance methods in Chi-
na. Cost management is also the key point of government debt manage-
ment, the approach should be adopted to lower borrowing cost, inclu-
ding establishment of low cost and high efficient primary market, appro-
priate government securities and buy-back operation, strengthen of finan-
cial infrastructure. Structure management includes the management on in-
struments structure, maturities structure, interest rate structure, inves-
tor structure and so on. The important point is the maturities choice. Ap-
propriate maturities structure will promote the issuance of primary market
and liquidity of secondary market. The maturities structure is affected by
the following factors like national savings, household consume, charac-
teristic of financial system, investor structure, demand structure of gov-
ernment fund and liquidity on secondary market. The new issuance should
consider the choice of short-term versus long-term securities and the con-
flict between the objectives of minimizing financing cost and improvement
liquidity. Based on the cooperation between the objective of cost and lig-
uidity, the design of maturities introduces government avail function to
establish optimal maturity model of government securities. Based on the
international experiences, this chapter presents main ideas of innovation
on government securities instruments, including saving bonds, indexed-
securities and Strips, along with the approach of mechanism innovation-
When Issue Trading and the design of general framework of When Issue
Trading in China.

Chapter Six. The Key Point of Government Debt management-the Es-
tablishment of Liquid Secondary Market.
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The development of primary and secondary of government securities

market must be synchronous. The successful issuance in primary market
depends on a well-functioning secondary market. A liquid secondary mar-
ket promotes the establishment of yield curve, market-oriented interest
rate, the effective cooperation of fiscal policy and monetary policy. Fur-
thermore, a high liquid government securities market provide instrument
for investor to manage assets and avoid financial risk, along with the
benchmark of pricing for financial products.

Based on micro structure theory of financial market, this chapter
firstly presents research on liquidity in government securities market and
three dimensions of liquidity-tightness, depth and resiliency. The institu-
tional features affecting liquidity in government securities market include
product design, market structure, trade mechanism, transparency and
taxation. Government securities market should develop towards deep and
liquid market, measures for enhancement of market liquidity include
comparative structure of trading activities, minimizing the liquidity-im-
pairing effects of taxation, transparency of trading information, stand-
ardizing trading conventions and settlement practices, heterogeneity of
market participants, identifying core assets, promotion of a liquid gov-
ernment securities market as a core asset market, filling demands for
benchmarks of key maturities, improving the functioning of the repo and
derivatives markets, development of institutional investors, transparent
legal and regulatory framework. Based on international comparison, this
chapter analyzes the situation of illiquidity in government securities mar-
ket and present some suggestion to boost liquidity; First is exertion of
benchmark function of government securities. Although government
securities’ function as benchmark performance poor by far due to various
reason in China, if market structure and trading mechanism improve,

government securities will play the role of benchmark. Second is foster of



