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Abstract

Since China opened to the outside world thirty years ago, a charac-
teristic national debt economy formation in the modern economy has
come into being with the increasing expansion of the national debt scale,
gradual development and growth of the national debt market. Study on
the operation of the national debt economy has increasingly become a
new field and sub-discipline in the field of economic theory. In this
book, national debt economy is surveyed from varicus levels and as-
pects,, namely the analysis of national debt economy theory and its devel-
opment and study from macroscopic levels as well as from market micro-
cosmic operation level in national debt economy operation. This book
drives at selection of the rules for national debt economy management
and operation mechanisms, and pays attention to national debt market
investment theory and investment operation strategy with the purposes of
inosculating leading theories of national debt economy operation with the
actual practice for an intensive exploration and proactive study on the na-
tional debt economy under socialist market economy of Chinese feature.

In general structure, three logical sections, namely study on basic
theory of national debt economy, study on market and structure in na-
tional debt economy operation, and study on investment and risk man-
agement in national debt economy operation, are arranged in this book
aiming at the issues studied.

I Study on Basic Theory of National Debt Economy

1. Introduction. In general, such aspects are theoretically studied

and analyzed as government and market, fund raiser and investor, finan-
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cial authority and monetary authority, and the characteristic national
debt economy formation formed based on the connection of substantial
economy and virtual economy; the national credit foundation in national
debt economy and its relevant credit relations and operation features are
discussed, and the direct evolvement causes and directions of its opera-
tion mechanism are analyzed from two levels. On this basis, public fi-
nancial and financial effects and functions of national debt economy are
elucidated.

2. Evolution and development of national debt theory. Main repre-
sentative theories and opinions are studied in summary. Actually, that
what conditions enable the government to raise funds by debts rather than
taxes is a classical problem as well as a modern one in the public finance
theory. In terms of economy, there is in existence a close tie between
funding by public debt and financial deficit and economic construction
etc., in respect of politics, government’s funding by public debts also re-
lates to political decision making. In particular, funding by public debt
also touches upon public selection in comnstitutional system selection un-
der constitutionalism. In view of this, this book focuses on the summary
and analysis on the main views of the significant classical political econo-
my on public debt theory and views of Keynesian economics on public
debt as well as the public debt of Buchanan’s public choice, with the
purposes of finding out reference essence from the evolution and develop-
ment history of the government debt theory by retrospective study.

I Study on Market and Structure in National Debt Economy Opera-
tion '

1. National debt issnance market & financing instruments. Such
three aspects concerning basic objectives and relevant objectives of
government’s debt financing for solving government’s fund issue are ana-

lyzed from various angles as objectives concerning the operation of
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government’s debt financing, objectives concerning management over
government debt, and objectives concerning other policies under
government’s support. The issuance principle of China’s national debt is
advanced based on the foreign issuance principle of national debt. In ad-
dition, a comparative analysis is made aiming at issuance time modes,
object selection conditions and various financing instruments. The struc-
ture of issuance market and participants of the national debt are analyzed
based on combination of theory and practice, in addition to the strategic
studies on issuance reform and development trend of China’s national
debt.

2. Discrimination of national debt scale and national comprehensive
debts. Multilevel study is carried out on the national debt scale, that is,
one of the most significant issues with social attention all through the
ages. From the angle of the national debt economy operation, the mean-
ing of the national debt is analyzed theoretically by levels. In addition,
the development trends and change causes of the national debt since
China’s establishment, especially since reform and opening up 30 years
ago, are analyzed in a demonstration manner. Based on the analysis on
the relationship between national debt scale and macroeconomy opera-
tion, between national debt interest exchange growth rate and financial
revenue and expenditure growth rate, between the growth rate of nation-
al debt scale and the growth rate of national economy, the appropriate
scale and restriction conditions of the national debt together with judg-
ment standards are advanced. On the basis of internationally comparative
study on the national debt, the factors affecting national debt issuance
scale and central government issuance scale are discussed, the principle
of appropriate scale issuance is set forth, and the proposition of China’s
academic field on the national comprehensive debt is analyzed.

3. Structure of national debt issuance. According to the situation of
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the national debt issuance markets all over the world, the siructure of the
national -debt issued has no uniform mode, and its composition mainly
depends on the demands of the government, distribution situation of the
social funds, and other factors such as development degree of the finan-
cial markets including national debt market, particularly scale and level
of the issuance market and circulating market of the national debt. Based
on the comparative studies on the structures of the national debts of
USA, Canada and China issued, the concept and measures on optimized
voucher national debt ( deposit bond) issuance in China, and variety de-
velopment and management of national debt are elucidated. In addition,
after the analysis on the present situation of the term structure of China’s
national debt, the design principle of term structure of national debt and
the thought of strengthening management over such structure are pro-
posed. Interest rate term structure theory and national debt rate structure
managerhent are summarized, mainly the significance, necessity and
possibility of taking the interest rate of national debt as benchmark inter-
est rate.

4. Issuance methods of national debt and technical innovation. The
current issuance methods at home and abroad are analyzed comparative-
ly. Based on the technologies and experiences of the relatively developed
countries, and combining with China’s issuance methods and innovation,
it is discussed to form a high-efficiency and low-cost way of national debt
issuance market under the precondition of fair, open and equitable issu-
ance method. By the specific case of the phase 1 bidding for national
debt increment project 2003 in China, the market basis and operation
strategy for selection of bidders in USA are analyzed demonstratively.

5. Composition and development of circulating market of national
debt. Generally, the circulating market is the market where transactions

are made mainly among investors or brokers and investors, and various
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relationships are embodied during transaction; meanwhile, the circulat-
ing market serves as a platform for the central bank to conduct open mar-
ket business, further impose effects on the supply capacity of the curren-
cy for implementing the corresponding currency policies. Upon survey
and analysis on common composition features of circulating market of
China’s national debt, evolution in development and present situation,
the rule selection, system establishment, market operation mechanism
and management over the market criteria of the circulating market are
comprehensively analyzed; in addition, a proactive study is made for the
development of the circulating market and the thought in development
objectives, functional integration and expansion is proposed.

Il Study on Investment and Risk Management in National Debt
Economy Operation

1. Finance behavior and operation strategy of circulating market
participants of national debt. The participants mainly refer to various in-
vestors and central bank. Based on different expectations of the future
market, different investment preferences, different risk tolerance capa-
bilities and their different market responsibilities for the circulating mar-
ket, various investors ( mainly institutional investors) will prepare differ-
ent investment strategies and tactics, presenting different finance behav-
ior selections. Theoretic analysis is done respectively for the finance be-
haviors and operation strategies of the participants of circulating market
of China’s national debt namely central bank, commercial banks, con-
tractual institutional investors, investment institutional investors, quali-
fied foreign institutional investors ( QFII) and individual investors.

2. Basic theory and investment mode of national debt investment.
National debt inveétment is a kind of interest rate product. The common
basic theory of analyzing bonds is also applicable to the national debt in-

vestment. The intrinsic and extrinsic factors as well as technical factors
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of deciding the price of government debt are analyzed according to the
bond pricing principle. In addition, the features of full-interest and net-
price transactions of national debt are compared, and the action of the
net-price transaction of China’s national debt and specific operation are
elucidated. In theory, arbitrage opportunities and basic conditions of re-
alizing arbitrage at financial market are analyzed, in addition to the re-
spective analysis on such items as close-end national debt buyback and
arbitrage mode, design and optimization of buyout buyback transaction
and arbitrage model and risk prevention system, arbitrage mode between
inter-bank market and exchange market, and arbitrage mode beiween
government debt and enterprise bond. Based upon the simulated case of
national debt investment portfolio, selections, procedures and operation
strategies etc. are comprehensively analyzed in a demonstration manner
with the purpose of achieving optimal investment portfolio conforming to
the principle of balance between risk and profit.

3. Investment risk of the national debt market. Same as all securi-
ties investment, the investment also has systematic risks and nonsystem-
atic risks in the national debt market. Upon the combination of theoretic
analysis and demonstrative analysis, and according to some specific ca-
ses of national debt markets at home and abroad, systematic risks of the
national debt market investment namely interest rate risk, inflation risk,
liquidity risk, exchange rate risk, and nonsystematic risks thereof such
as credit risk, government recessiveness and probable debt risks are ana-
lyzed from various levels and aspects. On this basis, system arrangement
and investment strategies on prevention and resolution of the government

debt market risks are analyzed and studied.



