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Summary /Ng5

e Corporate bond markets (CBM) can play important role in
economic development.

NFEZFETY (CBM) fELVF K T e EEAEH .

e For China, also helpful for rebalancing economy.
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e But, in China, CBM is small. Regulatory burden is high.
B2, THEEAFGETSIEEGER)N, WEIHRE,

e Authorities emphasizing CBM development (NFWC, Jan. 2007).
Progress being made.
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International experience ErZ L

e Corporate bond markets relatively recent phenomenon
(exceptions, e.g.: U.S., Germany).

NEZF TN RO (R, EEAN
e Market growth since early 1980s:
Japan (deregulation; financial reforms);
Europe (particularly since start of Euro);
Emerging Asia (since late 1990s).
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e Role of reforms (approval process, ratings agencies, benchmark
yield curves, market eligibility) and corporate restructuring
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Corporate bond markets can play important role

In development
NEGEETIEEEALR R E R E EE A

e Lower cost of financing.
B i A BRI

e More efficient pricing of risk and better allocation of
capital.

S EN B m i, AN E &M
e Less crowding out of SMEs from bank financing.
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o D|verS|fy/Iower balance sheet risk.
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And, in China, would also help in re-balancing

economy FBEITHEZG EHIRG P

China: Expenditure components
(In percent of GDP)
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Need for re-balancing: towards consumption,
away from net exports and investment
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Re-balancing requires financial and social sector

reforms
T T e B [ AT A o 3R ] R

e Financial sector development (banks,

equity- and bond markets).
Corporate bond market development would

reduce need for excessive corporate saving.
KRBT (R, BEW I LA hizrTi)
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e Better social services: health; education;
pensions.
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In China, domestic debt is low
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Corporate bond market is small...
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..and bonas play small role In corporate

financing
AR N T Bl 25 v 1]

Nonfinancial corporations: Sources of outside funds,
2005
(In percent of total funds raised)
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Limited size of corporate bond market leads

to: A E iz A R TR

e Efficiency costs, as capital allocation Is
skewed toward large firms.
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e SMEs squeezed out of financing, as
banks focus on large firms.
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°roblems in developing corporate bonc

market in China
1 [§ % /\ el 71l ] 2

e Regulatory burden: approvals not
“disclosure-based”. Multiple regulators (being
addressed).
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e Limited institutional investor base.
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e Credit ratings agencies.
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Regulatory factors i & H &

e Merit-based, not disclosure-based, system.
Also: quota; interest ceiling.
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e Multiple regulators % E K& 77 (being
addressed IE1E 15 2 AL HE):
Primary issue ¥ 2|7 il (NDRC & I4(ZR)
Listing and trading (CSRCIIF 15 <)
Interest rate (PBCH [E A [GHRAT).




Institutional investors

e Role of insurers, pension funds, mutual
funds.
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Credit ratings{g ¥

e Development of domestic capacity.

o [ENREJTHIKFE

e Potential role of international ratings
agencies.
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n INna, authorities Tocusing on corporate

bond market development

National Financial Work Conference4E4&&t T/E£41 (2007).
Emphasis by senior PBC officials H A\ [R4R17 5 )2 B 7 5% 14 (2005, 2006).
Corporate bills market est. by PBC (2005).
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Some key impediments being addressed (2007)— &< i) [
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Elimination of annual quota; Bl £ 4F i) & 4
Liberalization of interest rate cap (?); 7% FIR B i1k
Other liberalization (e.g., use of bond proceeds). HAth 1) & fitk kb,
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Conclusion iz 4t

e Corporate bond markets can play positive role in
economic development. And In rebalancing. 2 & o1 1f
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e In China, corporate bond market is small. Regulatory
burden is high.

o T, ARMHENHIMBA, Y GIE

e Authorities emphasizing corporate bond market
development (NFWC, Jan. 2007). Progress being
made.
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