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Abstract

Since the Reform, the rapid expansion of public debt in our country not only puts
a heavy burden on public finance, but also has been exerting a negative influence on
economic development. This is the status quo of the problem of public debt in our
country and the background in which I take public debt management as the theme of
the book and make researches on public debt problem from the respect of structure
‘management. I make the decision for the reasons as follows. First, on the conditions
that China public finance is still in difficulty and debt size is by no means reduced
remarkably, it is the feasible alternative to optimize the economic effects of public debt
by reinforce debt management. Continuous development of market economy in China,
second, requires that we manage public debt scientifically according to general rules in
market economy. Third, as a scientific field with great significance, the problem on
public debt management policy has been attracting less attention deserved in theory
circles inside and outside. Public debt management in the book means debt structure
adjustment exclusively, for the reason that debt size depends largely on such objective
factors as society development condition (warfare, calamity, etc.), government
institution size, economic circulation state and, thus, is uncontrollable to a large extent.
In my opinion, the essence of debt management consists in structure management.

In train of thought, following the sequences from generality to concrete and from
macro to micro, the book manages to make researches into debt management problem

4



within an entire policy framework. As constitution arrangement as is concerned, the
book consists of 6 chapters and the contents of the chapters exclusive of Introduction
may be divided into 3 sections.

First, the book makes a general theoretical analysis of public debt management
policy and further presents a policy analysis framework on debt management. The
section is a detailed account of policy effectiveness, policy framework and the
relationship between public debt management policy and other policies (Chapter One).

Now that public debt management policy is an independent one, We should first
demonstrate its effectiveness. Introducing conventional Ricardian Equivalence
Theorem, into the analysis of debt management policy, the book founds ineffectiveness
hypothesis of public debt management policy, and, thus, put forward essential
prerequisites with which policy ineffectiveness hypothesis hold. Testifying the
prerequisites one by one, we finally arrive at a conclusion that the policy
ineffectiveness hypothesis fails to hold in real economic life because most of the
underlying prerequisites are unrealistic, therefore the policy is effective.

And then, the book make a deep inquiry into each policy factors, final objectives,
intermediate indexes and policy tools. The policy objectives can be classified into two
groups, one is primary objectives, including minimizing borrowing risk and
minimizing borrowing costs; another is derivative objectives, including stable growth
of economy, equilibrium of balance of payments, fair distribution of income and
reasonable allocation of resource. Governments should attach such a degree of
importance on these objectives as first minimizing borrowing risk, then
macroeconomic objectives and last minimizing borrowing costs. The intermediate
indexes of the policy are made up of near indexes and far indexes. The former consists
of indexes of term structure, indexes of owner structure, indexes of liquidity structure
and indexes of interest rate type structure, while the latter consists of the level of
interest rate in market, money supply, Tobin’ g, etc.. Governments can put the policy
into practice with three tools, debt issuance, debt repayment and debt conversion.

As far as the relationship with fiscal policy and monetary policy is concerned,
public debt management policy has relatively independent scope of operation, and
otherwise keeps close ties to the two policies. Because public debt management policy
can make a comprehensive reflection on the effects of fiscal policy and monetary
policy, as a matter of fact, it usually acts as the conjuncture between both of big
policies.



Second, the book makes researches on conduction mechanism in the given policy
framework and, thus, to build bridge between policy objectives and policy tools. The
section is a detailed account of policy effects of structure adjustment of such debt
characteristics as term, owner, liquidity and interest rate type.

Arriving at policy objectives, the book makes a study of debt term management
policy in respects of risk management, cost management and macroeconomic
management (Chapter Two). Risk management of debt term consists mainly of
issuance risk management and repayment risk management. The former has close
relationship not only with term preferences of market participants, but also with the
time-inconsistency problem on debt value, while the latter depends largely on debt
issuance sizes and time distributions of issuance term. For our country, public debt
issued since the Reform has been mainly characteristic of medium debt, which is the
result that our government puts much emphasis on issuance risk and less emphasis on
repayment risk. In term of cost management, the cost management of debt term is
related closely to the Term Structure Theory of Interest Rates. Because underlying
prerequisites of the Liquidity Preference Theory, Market Efficiency Hypothesis, are
unrealistic, it is possible that the rule that the shorter debt term is, the lower interest
cost doesn't hold. It is showed according to my research that only when governments
are more advantageous than market participants in anticipating future trends of market
rate, can it reduce interest cost by debt term design. As this situation in our country
meets the demand, it is possible to reduce interest cost by debt term management. As to
macroeconomic effects, to manage debt term may give rise to interest rate effects and
liquidity effects. With whichever of both effects, to shorten debt term would contribute
to economy contraction, while to lengthen debt term would contribute to economy
expansion, which is indeed verified by US policy practices after World War 1I.

According to the analysis above, long-term debt should be issued considering risk
management and cost management, while short debt should issued considering
macroeconomic management in our country. In my opinion, all thing considering
comprehensively and particularly, we should adopt such policy measures as restoring
short debt, controlling long debt and reducing medium debt.

The book, in addition to term management, makes researches on policy effects of
debt owner management and policy effects of liquidity management respectively

(Chapter Three) . Although the controllability of debt owner structure is a little poorer
than that of debt term structure, it could be changed distinctly by debt management
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operation under a given economic and financial environment. With the primary
objectives considered, as is testified by other countries' experience, the ideal debt
owner structure has two characteristics, one is diversification of debt owner, the other
is institution investor being main body. As to the derivative objectives, to adjust the
debt owner structure might, obviously, give rise to money effect to a certain degree.
Still, the money effect is not equal to aggregate demand effect completely and the
transition from the former to the latter is affected by such factors as trade partners,
economy cycle, etc.. A majority of public debt, since the reform, has been holding by
residents and only a minority of it by institute investors, which have been far less
accommodated to public debt management model under conditions of market economy.
To increase the holding quantum of institution investor, therefore, is a necessary
development trend of debt owner structure in the coming years.

Debt liquidity, being quite significant in modern public debt management, plays a
distinctively important role in reducing debt risk, enhancing efficiency of debt
management and improving economic adjustment function of government securities
secondary market. Indexes that measure securities' liquidity consist mainly of depth,
tightness and resiliency of debt trade. The former two are static ones and the latter is
dynamic one. These indexes of government securities in the secondary market of our
country are all very poor in comparison with that of industrialized countries. The
lack-of-liquidity of public debt not only raises risk and cost of debt management, but
also deprives government securities market of deserved functions of resource allocation
and price discovery. With a view to improve liquidity of government securities, such
measures should be taken as increasing effective supply of government securities,
enhancing regularity of debt issuance-schedule, improving transparence of debt market,
developing trade of OTC, etc..

As for interest rate type management of public debt, the book concentrates mainly
on the economic effects of introductions of price-index-linked bond, floating-rate bond
and STRIPS (Chapter Four). Price-index-linked bonds and floating-rate bonds,
resembling in interest rate type, have a great many similarities in policy effects.
Introductions of these two, for example, are helpful to reduce issuance risk of public
debt by diversifying government securities' types, cut down costs of funding by saving
unexpected risk premium and with declining of linked indexes, stabilize economy by
restricting acts of governments or central banks. Price-index-linked bonds and
floating-rate bonds, being different in linked indexes, on the other hand, there are many
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discrepancies between them in policy effects. General speaking, the former might have
a more passive influence on economic stabilization than the latter, while the latter
might give rise to larger debt risk than the former. With our country, initiation and
extension of these bonds' programs would take active effects on reducing debt risk and
promoting economic stabilization, for the levels of price and interest rate are presently
in downturn. In term of STRIP, peculiar functions of financing and arbitrage account
for smooth issuance of long-term bonds and stable economic development, which,
undoubtedly, benefit the management of macro economy and financial market.

Expenditure management policy is one special member of the public debt
management policy family, which is that governments adjust the macoeconomy action
by changing the debt cahipal expenditure structure (Chapter Five) . The developing
countries (including China), according to international experience, should use the
capital raised by national debt into the construction expenditure. In the operation,

whereas, the mixed using of all kinds of fiscal capital blurs the expenditure direction of
 the national debt capital, and lead to the possibility of misplacement between theory
and reality. By theoretical analysis and positive research, the book points out: the
capital raised by national debt, during the 20 years since the Reform, was used mostly
into the consumption direction, most of which is fiscal subsidy.

Finally, the book makes a discussion on operation mechanism of public debt
management under condition of market economy. The section is a detail account of
policy tools and public debt management of system (Chapter Six).

Just as debt conversion is a mix of issuance and repayment, the book focus merely
on the latter two. In term of debt issuance, debt auction is the most advanced form of
debt issuance in market economy, which is helpful not only to smooth issuance of huge
debt and saving of cost of funding, but also effective implement of money policy. Debt
auction consists of uniform-price auction, heavily raising auction prices, and
multi-price auction, heavily increasing auction volume. Both of the ways have ever
been employed in our country, but in the future multi-price auction should be drawn
more attention, all things considering. In term of debt repayment, early redemption and
sinking fund constitute repayment system in market economy all together, with which
government can adjust debt structures freely and effectively. Whereas, the perfect
repayment system has, until recently, not been set up in our country and, thus, our
government failed to deal effectively and rapidly with the continuous rising of debt risk
and chaos and mess ever emerged in bond market. Accordingly, it is urgent for our
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country to establish sinking fund and introduce early redemption correspondingly.

As far as public debt management system is concerned, to set up independent debt
management office not only show to the public that governments would resolve to
manage debt specially and scientifically and help prevent debt management from the
influence of political benefits. A comprehensive debt management system should be
founded in our country that consists of Ministry of Finance as leading institution,
independent debt management office as operation institution and financial supervision
and management sectors as auxiliary institutions.
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