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ABSTRACT

In the past decades, China’s financial system has experienced profound changes,
where corporate bond market has made its debut by providing not only a market mecha-
nism to implement fiscal and monetary policies, but also an alternative financing
channel for state-owned enterprises (SOEs) and state infrastructure projects. The China
corporate bond market provides an infrastructure for the soundness of SOEs’ corpo-
rate governance, and also, has become a necessitating part of China financial market

system.

Nevertheless, the market of corporate bonds is still, by far, less developed than
those of stocks, treasury bonds and financial bonds in China. Much effort is desired
to improve market liquidity, product variety, risk management and market opening-

up for the benefit of bond issuers as well as investors in the country.

The growth lag of corporate bond market might mainly due to insufficient com-
prehension on corporate bonds’ functions, where corporate bonds are generally per-
ceived as a pure financing channel for corporate and project borrowings, with func-
tions of consolidating financial system as well as supplementing corporate gover-
nance being often neglected. The value of the corporate bond market in China, indeed,
has been under-estimated by the government as a policy maker as well as potential

bond issuers and the investors as market participants.

The concept of corporate bonds will be examined in theory and in practice (product
origination, development and enhancement) as well as to its eight primary functions,

where corporate bonds may serve or facilitate the purposes of financing, investing for
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capital gain, investing for interest, capitalization, and also, contributions to the bench-
mark system of interest rate, the instrumental derivatives of financial products, M&A,
credit rating system. The development of China corporate bond market will be ana-
lyzed in depth, supported with cases studies, with reference to the above-mentioned

functional categories.

Furthermore, an established market system is required for utilizing the various
functions of corporate bonds. Integrating the socialism’s economic system and the
current status of the corporate bond market in the country, suggestions will be made
for the overall positioning for the future development of China corporate bond market
in the context of: utilization of the corporate bond market mechanism, promotion of
financial sector consolidation, enhancement of corporate governance, improvement
of market infrastructure for corporate bonds, enrichment of the functions of corporate
bonds, and harmonized development of the corporate bond market and the overall

economy of the country.

Following the above market positioning, principles of developing the corporate
bond market in China will be suggested in relation to market-oriented principles, rule
of law, industrial regulations, adaptative innovations within China situations and In-
ternational standards, market advancement and sustainability, coordination between
economic policy and macro-economic development, etc. Suggestions will also be
made for the current development of China corporate bond market with specific plan

and procedures.

Last but not the least, an exhaustive regulatory system is necessary in establish-
ing and maintaining an efficient corporate bond market in China. Primary goals and
principles of market regulation on corporate bonds will be first introduced followed
by examples of existing practices of regulators in the international capital markets. A
preferred mode of regulation will then be derived for China corporate bond market

with emphasis on credit rating and information disclosures.

KEY WORDS: CHINA, CORPORATE BOND, FUNCTION, MARKET DE-
VELOPMENT
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