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Abstract

As one of the most ancient financial categories, bond can be
traced back to the fourth century BC in ancient Greece and Rome. But
it was not until the capitalistic period, with the development of
economy, did regular and systemized bond market emerge. Then from
the middle-late 20" century, worldwide bond market started to flourish
and was all part and parcel of capital market as well as the most
vigorous component of financial system. The development of it
changed the structure of the entire financial system profoundly,
promoted the enlargement of financial scope and made the whole
financial system an increasingly important impetus for economic
growth.

Thanks to more than 20 years of reform and opening-up, Chinese
bond market has made huge progress, exerting more and more
influence in macro economy and financial system. With economic and
social development, the demands for direct investment, financial
activities and financial administration via bond market have increased,
which give prominence to the public’s calling for the perfection of
Chinese bond market. Now, to quicken the pace of bond market’s
development has become a unanimous aspiration. However, there are
still controversies over how to develop it and where should it head for.

Under the present systems of finance and enterprise, what shall we do
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o develop bond market in the current economic phase? Is there a
ready mode that can be applied to? Does bond market have its own
laws with regard to its formation and development? Is there any
periodical characteristic of the interaction between bond market and its
dependent factors? Is it possible to go beyond the constraints of certain
economic phase or of certain system by artificial intervention? Can the
rapid progress of bond market be accompanied by an upgrade of its
efficiency? The key to answer the above questions is to elucidate the
relationship between the factors that influence the bond market and
those influenced by its development, which means to illustrate, on one
hand, what are the factors that influence and limit bond market, and
on the other hand, what are the effects produced by the development
of bond market. In this dissertation, the author reveals us a reciprocal
and causal relationship between the two. It gives us a real insight into
the bond market evolution with distinct theoretical and practical
significance.

As regards this issue, too many factors are involved. Therefore it
is necessary to select the most crucial factors to study. So the
dissertation analyzes this subject mainly from three aspects: the
relationship between bond market and economic development, the
relationship between intermediary banks and enterprise system as well
as enterprise’s financial forms. Meanwhile, since the Existence
approach is too limited, for demonstrating the coordination
development relationship between the influencing factors and effects of
bond market development, the author mainly adopted two methods:
the combination of historical review with practical analysis and the
combination of theoretical explanation with empirical test. Sociological

methodology is also applied in this dissertation: with the help of
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evaluation principle and index of coordination development theory, the
author explores the evaluation criteria for bond market’s well-balanced
development. Furthermore, those criteria are divided into many
subsidiary evaluation indexes and empirical analysis has been made by
collecting detailed time series data, utilizing Eviews software package,
and constructing linear-regression and dual-log model based on the
tests of stability, co-integration and Granger Causality.

By taking the coordination development of bond market with its
factors as the clue, the dissertation traces back the formation and
structural transition of bond market, and reveals the intrinsic
characteristics of bond market throughout its history of development.
Moreover, it studies the bond market’s influence on economic growth,
the financial operation and then enterprise management. From a
historical perspective, the dissertation compares the overall performance
of bond markets in different countries, especially in America,
Germany and Japan, and identifies the intrinsic characteristics of each
one at every stage, then finds out a reciprocal relations among bond
market, economic growth, intermediary banks and enterprise system.
By utilizing the coordination development theory, the author puts
forward a theoretical hypothesis of a well-balanced development of
bond market, which lays an essential theoretical foundation for the
whole dissertation. Then through conducting researches and empirical
tests on bond market development in America, Germany and Japan,
he generalizes the regular pattern of bond market’s evolution and
structural transition. Based on all the above analyses and taking
China’s economic and financial development as well as establishing
systems into consideration, the author finally puts forward an ideal

coordination development mode of bond market.
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There are six chapters in the dissertation ;

In Chapter One the author provides a guideline and in Chapter
Two he raises the general argument. By generalizing the basic laws
implied in the development and structural transformation of bond
market, a theoretical hypothesis of coordination development is
brought forward, which lays a theoretical foundation for the whole
dissertation. Chapter Three, Four and Five are the subsidiary argument
sections, reasoning the existence and realization of bond market’s
balanced development from three aspects, namely economic
development, intermediary banks and enterprise system. Chapter Six
is an analysis of the present condition of China’s bond market,
integrated with the current situations of economy and finance as well as
enterprises’ management. And is in this chapter that the author finally
brings forward an ideal mode.

The conclusions of this dissertation are as follows

1. Hundreds years of history proves that the development of bond
market and the transformation of its structure are all along a natural
track. Though consistently influenced by systems, bond market’s
development is mainly a spontaneous evolution. Compulsory systemic
arrangements may push the bond market forward in a short run, but
only by adhering to the inherent laws of its evolution, can we
guarantee a healthy development of bond market. Otherwise,
destructive impact may come out of control and finally dominate bond
market.

2. The dissertation advances some new ideas of bond market’s
balanced development. When studying the development of economy,
the evolution of financial system and the transformation of enterprise

system, the author finds that coordination development relations do
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exist among bond market, economic development, intermediary bank

and enterprise system. This means the four parts depend on, influence
and promote each other. Bond market cannot progress all by itself
since it can’t break the limitations of economic condition, financial
status or enterprise system.

3. By criterion analysis and empirical test, the author proves that
a reciprocal relationship do exist between bond market and economic
development. They affect and promote each other. On the one hand,
economic development not only provides a solid foundation for bond
market, but also determines the scale of its supply and demand as well
as its structure. On the other hand, the bond market’s development
favors the establishment of a primitive capital accumulation
mechanism, promotes the technological advance and industrial
structure adjustment, quickens the pace of industrialization and
urbanization and also provide favorable condition and efficient
channels for implementing fiscal and monetary policies. And
consequently helps alleviate economic fluctuation while guarantee a
healthy economic growth.

4. Bond market and intermediary bank, as two important
components of financial system, also have a reciprocal relationship.
They depend on, affect and promote each other. The flexibility and
complementary function of bond market and intermediary bank create
a win-win situation for their interaction and intergrowth. By promoting
each other, they tend to develop together, which helps overcome their
individual defects and bring an integrative function of financial system
into play. Especially in business field, this coordination relationship
between bond market and intermediary bank is more salient. But the

system can either promote or restrict this mutual development.
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5. Between bond market and enterprise system, there is a
coordination development connection too. The phase of enterprise
system transformation and its corresponding financial mode affect the
scale and structure of bond market. Under the traditional enterprise
system, the predominant internal financing mode restricted the bond
market’s scales of demand and supply, which made government bond
market, the first category of capital market that came into being, a
dominant role for a long period of time. The emergence of modern
enterprise system accelerated the development of corporation bond
market and stock market. Yet enterprises’ preference to stock
financing lead to a faster growth of stock market than bond market. As
a result, the financing mode of developed enterprises changed
dramatically. Internal financing mode got the upper hand again and
external financing gave priority to credit financing. Under different
financial systems, the choice of credit financing mode influences the
establishment of bond market structure. However, generally speaking,
bond market’s development surpasses stock market in terms of speed
and scope and that is how bond market becomes the main body of
capital market.

6. Although the embryo of debt has formed early in China, the
real bond market appears late. Consequently, a coordination
relationship couldnt be established between bond market and
economic development for a long time. Bond market then on the
contrary of being an impetus, became a obstacle for economic
development. For a time, bond market and intermediary bank did
establish a coordination link. However, because of the excessive
intervention from the government and the market participants’

irrational speculation, this link did not develop into an integrated
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growth, bhut instead, a joint decline.

7. China’s bond market did not rcalize a balanced development
until the reform and opening up. The growth of economy laid an
economic foundation for the bond market, which promotes its
development. The progressing market and the preferential development
of government debt market in particular, then push economy to soar.
To meet the requirements of a balanced development, an enterprise
management reform should be carried out and stock financing should
be applied as the main method. It is also important to keep enterprise
bond within a limited scale so that we can prevent a development
discrepancy from emerging. However, there still are some
disharmonious factors in internal structure, such as the shortage of
municipal bond, which has lead to the lack of financing channels for
local government to fund infrastructural construction, and has resulted
in a low percentage of commercial finance institute bond, which has
become an obstacle to the coordinative development of bond market
with intermediary bank.

8. By taking economic development, financial system and
enterprise system into consideration, the dissertation brings forward an
ideal mode for Chinese bond market’s balanced development. Firstly,
bond market development should be coordinated with economic
growth. The issue of government debt should be controlled, and the
management of utilizing the debt should be strengthened while the
debt’s function of structural adjustment should be manipulated well.
We also should grant local government the rights to issue bond,
increase the amount of project bond, and issue more short-term
government bonds to satisfy the demands for liquidity management of

commercial banks as well as the regulation of central bank. Secondly,
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the progress of bond market should be in tune with the development of
finance and the reform of financial institution. In order to achieve
this, according to the author, we should endeavor to realize the
followings: encourage qualified financial institutions to issue
subordinate bonds for raising capital adequacy ratio; assist banks in
issuing derivative bonds to improve asset utilization efficiency; tap the
market of bond futures, and evade the risk. Thirdly, to perfect
modern enterprise system, the share of convertible bond should be
increased but meanwhile, unchecked growth of enterprise bond
volume should be eliminated. Apart from the above, bond market’s
balanced development is also restricted by many exterior factors,
including the condition of all systems, market environment, and the
quality of market participants. A careful planning of these issues and
the creation of a favorable exterior environment are also important for
the establishment of a reciprocal development relation.

The dissertation makes following progress ;

1. By studying hundreds of years’ history of bond market in
several typical countries, the author generalizes some characteristics of
bond market’s development and transition, and shows that the
development of bond market, though under the influence of institutional
intervention, is a natural evolution. Mandatory institutional
arrangement can push bond market forward in the short run, but once
we broke the intrinsic rules of evolution, a destructive blow would
definitely come. Only by abiding the natural rules and laws of bond
market evolution can we guarantee a healthy development of it.

2. With the help of coordination theory and the coordination
development theory in social science, the author analyzed the factors

that cause the formation and transition of bond market, as well as the



