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  Abstract 
In recent years, the corporate bond market in Hebei province has developed ra-
pidly. It has opened a new situation and its issue scope and participants continue 
to expand and promote. It plays an increasingly important role in enriching and 
multi-level financial markets and increasing the proportion of equity financing. 
However, as macroeconomic policies are in a downward cycle, the government is 
actively promoting reform and innovation in the upgrading of industrial structure. 
There are many problems in the corporate operation, and the credit risk gets in-
creasingly serious, which causes more defaults. By the end of 2016, more than 80 
bond defaults have occurred in China’s bond market. With the wave of credit de-
faults, the credit rating declines, the credit risk transmission effect becomes more 
significant, and the market stability also declines. As the peak redemption season 
approaches, the corporate bond market faces unpromising development. From the 
continuous outbreak of credit default events, we have seen the development lag of 
credit risk prevention system in China’s corporate bond market. It is imperative to 
improve the credit risk prevention system and prevent the systemic risk of the 
financial system. 

Keywords 
Corporate bond, Credit risk, Market regulation 

 

1. Introduction 

In recent decades, China’s bond market has made great progress in terms of innovative products and socialized 
restraint mechanism. It has made outstanding contributions to improving the financial environment of enterprises, 
broadening financing methods and promoting regional social and economic development. However, compared with 
the rapid expansion of the scale of the bond market, the market’s ability to prevent and control credit risks to de-
velop slower (Ji, 2016). If credit default occurs in the market, it will lead to the spread of defaults in the entire in-
dustrial chain and loan guarantee chain, making investors anxious. Therefore, it is pivotal to figure out the status 
quo and preventive measures of the credit risk management in the bond market, which is conducive to optimize the 
credit risk management. 

2. Research on credit risk and market regulation of corporate bond 

2.1 The function of the corporate bond market 

Along with the contemporary social and economic development, corporate bond is a major way of credit as well 
as a form of equity financing. And corporate bond plays an indispensable role in the financial system for the de-
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velopment of the financial market in the world. Corporate bond is also helpful for the stable development of finan-
cial system (Zhou et al., 2012). From the perspective of corporate financing, corporate bond can improve the fi-
nancing structure of corporate, diversify the financing methods of corporate, and reduce the cost of external capital, 
which contributes a lot to the supervision of corporate stocks. From the perspective of maintaining the stability of 
the financial system and preventing credit risks, the financial system is mainly dominated by money markets of 
financial institutions, which makes banks accumulate a large number of excessive financial risks (Zhou et al., 2013). 
However, according to the secondary market, the corporate bond market can well identify and evaluate risks, so as 
to reduce the systemic risk of the financial system, disperse the non-systemic risk of the financial market and pro-
mote the continuous development of its real assets (Zhou et al., 2012). 

From the point of the financial system healthy development, the corporate bond market can improve the assets 
structure, provide adequate financial services products and meet the needs of diversified investors, which is condu-
cive to cultivating investors, promote the corporate governance, strengthen and improve enterprise credit rating as 
well as perfect the social credit system to accelerate the process of marketization of interest rate, make the distor-
tion of asset pricing on the right track. At the same time, China’s monetary policy transmission system, with annual 
interest rate as the main medium, will develop faster and promote better and will drive the stable development of 
the financial market. What’s more, the corporate bond market plays an irreplaceable role in industrial structure 
transformation and market resource allocation. 

2.2 Related theories of credit risk in corporate bond market 

2.2.1 Financial deepening theory 
In McKinnon’s article “Money and Capital in Economic Development” and S. Shaw’s book Financial Deepening 

in Economic Development, both of them mentioned that promoting the development of the financial industry is 
conducive to the free economic development of the financial industry. They believe that independent innovation is 
reflected in all aspects of the financial system, such as institutional innovation, intermediary innovation and product 
innovation (Chen et al., 2014). In 1973, McKinnon put forward the basic theory of “financial restraint” and 
“progress of financial industry”. The “progress of financial industry” refers to the improvement of total resources, 
efficiency and organization. There are two transitions to the whole process—Current mode, which means the over-
all quality improvement. And “overall quality improvement” refers to the continuous development of operation 
scale, and “quality improvement” refers to the improvement of the operating efficiency of the financial system. 
China’s corporate bond market has been making great progress in the past decades. From 2005 to 2015, the circula-
tion of corporate credit bonds has increased by 25 times. At the end of 2015, the balance of corporate bond ac-
counts was over 1.4 billion yuan, which ranks the second in the list of the world, just after Britain. But in recent 
years, the scale of credit default continues to expand, and credit risks continue to spread to all areas, which also 
puts forward a severe test to the development of China’s corporate bond market (Chen et al., 2017). The above 
promotion can better provide financing methods for small and medium-sized enterprises. 

2.2.2 Risk parity theory 
According to the basic theory of property composition, as a rational-economic man, he will pursue the perfect es-

timation of return and profit maximization based on investment portfolio. And he will also minimize risk based on 
the portfolio and make risk remain unchanged at the same time. In order to reduce the overall level of risk in a 
portfolio, a portfolio can be used to spread the risk implied in individual assets. Corporate bond may carry different 
levels of risk and profitability so enterprise financing should pay attention to diversification, investors also need to 
build a reasonable asset composition (Tong, 2015). Asset property CAPM model is the basic theory of comprehen-
sive property composition, which can reveal the internal relationship between property risks and expect return rates 
in a reasonable portfolio. Thus, we can find that the financial market’s function in pricing is limited without corpo-
rate bond. 

As we all know, risk and profit always go hand in hand. So if you want to achieve high returns, you need to take 
on higher risks. Before 2013, there were few cases of defaults in China’s corporate bond market. This does not 
suggest that the development of the corporate bond market is favorable. On the contrary, that is because of the ex-
istence of rigid payment. When enterprises make defaults and government departments come forward to trace, in-
vestors refuse to assume responsibility, the market distorts, and the hidden threat of corporate bond and pricing 
system discloses, which causes systemic risks in financial markets. In turn, non-systemic risks can be minimized 
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based on the soundness of rules and regulations. As a result, it is necessary to improve the tolerance of credit de-
fault and socialize corporate bonds without touching systemic risk. 

3. Current situation of credit risk management in bond market 

At present, the deficiency of credit risk management in China’s bond market is embodied in two aspects: system 
management and the application of management methods. 

3.1 The design of credit risk management system has congenital defects 

Credit risk supervision system, credit risk publicity system, credit rating system constitute the bond market credit 
risk management system while the above three systems have inherent deficiencies in the design. 

For the control mechanism, there are multiple control subjects, and the corresponding responsibility boundary is 
not clearly defined. When there is “dual supervision”, it is also easy to appear “supervision vacuum”. In addition, 
due to the large number of regulatory subjects, it is easy to cause bond issuing enterprises to be subjected to various 
supervision due to the different stock types and bond commodity circulation markets (Wang, 2017). This increases 
communication costs for issuers and also leads to higher market management costs. Take corporate bonds (the 
commodity circulation market chooses the inter-bank bond market and the exchange bond market) as an example. 
In the sales stage, the bond issuing enterprise must first obtain the bond issuance plan issued by the National De-
velopment and Reform Commission and the CSRC, and then obtain the approval document of the Central Bank to 
approve its share issuance, which must be examined and approved by the CSRC before it can sell. And commodity 
circulation should be supervised simultaneously by the Central bank and the CSRC. 

For the credit risk disclosure system, information disclosure standards are not sound, and the quality of released 
information content lacks evaluation stage. In bond commodity circulation and market, only the audit report of the 
first quarter, the first half of the financial report and the financial audit report of the current year needs to be pub-
lished. The system stipulates that when issuing bonds, they shall follow the principle of good faith and no false 
statements, false statements or important omissions in information disclosure, and whether the quality of informa-
tion disclosure follows the principle of good faith. The matching unit shall be responsible for the quality evaluation 
of the published information content. Besides, there are no regulations on the control of credit risks of bond issuers 
that should be announced but not disclosed. This further enhances the irreversibility of the information content be-
tween bond issuing enterprises and bond holders and intensifies the accumulation of credit risks in the bond market. 

For the credit rating rules and regulations, there is a contradiction between the current standard charging standard 
method and the stipulated separate scoring. The definition of marking is unified, but the standard system of mark-
ing quality is not. Credit rating regulations stipulate that rating agencies shall not be influenced by enterprises when 
they publish credit rating results. However, if the ratings market is highly competitive and when UK investors pay 
and mark the cost, it is unlikely that profit-driven rating agencies will be completely harmed in the ratings. The cre-
dit rating rules and regulations unify the credit rating marks of different bond products, describe in detail the mean-
ing of each mark, and require rating agencies to present credit rating results in accordance with the credit rating 
marks standards. However, in the rules and regulations of credit rating, there is no unified definition of the scoring 
criteria that each score matches. Each rating agency can set standards to match the rating according to its own rat-
ing management system, thus leading to the emergence of different rating agencies in the bond market. The same 
bond issuing enterprise gets different scoring results, and the bond issuing enterprise gets favorable scoring results 
according to the choice of rating agency. This not only violates the purpose of exposing credit risk based on credit 
rating, but more importantly, it disturbs the trading order of bond market and hinders the prospect of healthy and 
sustainable development of bond market. Taking 2017 as an example, the existing credit bonds are shown in Figure 
1, Figure 2, Figure 3. 

3.2 Resistance factors in the application of credit risk management 

Due to the short establishment time of China’s bond market and the lack of socialized operation experience, there 
are problems in credit risk identification, credit risk analysis and credit risk resolution in the bond market. 

The substantial credit risk in the bond market is greater than the apparent risk, and it is difficult to identify the 
credit risk. Generally speaking, in the mature bond market, credit rating is crucial to give full play to the role of 
bond issuance pricing. For example, in the international bond market, the scoring results of the three major interna-
tional rating enterprises (standard, Standard &Poor’s and Fitch) play an important role in clarifying bond interest 
rates. However, since China’s bond market has not had any corporate default event since its establishment, which 
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means that the score used to expose credit risk does not reflect the effect of actual risk warning, resulting in the 
probability of actual credit risk is higher than obvious. In this case, the application of financial report analysis me-
thod, risk tree search method, predictive analysis method (Delphi technology) and other risk analysis methods, all 
cannot accurately search and find out the reasons and influence factors that may lead to credit risk. 

 
Figure 1. The grades of major outstanding credit bonds in China’s public bond market at the end of 2017. 

 
Figure 2. Distribution of main stock credit bond issuers in my country’s public bond market at the end of 2017. 

 
Figure 3. Recovery after default in my country’s public bond market. 

Note: The outer circle is the proportion of the number of phases, and the inner circle is the proportion of the scale. 
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It is difficult to establish a credit risk analysis method in line with the actual situation of China’s bond market. At 
present, some regions, where the international bond market is relatively well-developed, has created a credit risk 
analysis method that conforms to the specific conditions of the national (region) market. In the nearly 100 years of 
development of the UK bond market, sufficient sample data have been accumulated (mainly including a large 
number of sample data of violations), relatively complete credit risk analysis methods and risk measurement entity 
models have been established, providing accurate application of production testing for the credit risk management 
of the bond market. Comparatively speaking, the sample data of China’s bond market is small, and there is no de-
fault sample data. This makes the current credit risk analysis methods in the bond market mainly qualitative re-
search subjective work experience and expression discrimination. Besides, the scientific and reasonable qualitative 
analysis and quantitative analysis entity model is difficult to establish, cannot provide quantitative reference for 
bond market credit risk level (Li et al., 2020). 

The investor of bond market is single so it is difficult for the existing credit risk treatment methods to work. 
Analysis shows that in 2011, as an important part of the bond market, the inter-bank bond market (its operating 
scale accounts for 90% of the overall operating scale of the bond market), the scale of credit bonds was 2.04 trillion 
yuan, and the amount of credit bonds under custody was nearly 5.2 trillion yuan, among which the share of credit 
bonds under custody held by the banking industry (including rural credit cooperatives) exceeded 50%. Considera-
tion of China’s financial system belongs to the joint participation of financial institutions, the main body of bond 
investment is mainly concentrated in financial institutions. However, excessive market concentration will lead to 
the dispersion of bond credit risk in the management of financial institutions. It is difficult to transfer credit risk out 
of the management system of financial institutions with the solutions of system, risk diversification and risk taking. 

4. Counter measures and suggestions for strengthening credit risk management in bond mar-
ket 

According to China’s “13th Five-Year” strategic layout, in the long run, the development of the bond market is 
still a top priority. Therefore, the steady and rapid development of the bond market can be achieved only by im-
proving the credit risk management ability of the bond market. In view of the current situation of China’s bond 
market, the author believes that it is necessary to improve the market credit risk prevention and control ability from 
two aspects of perfecting the system management system and constructing management methods. 

4.1 Improve the credit risk management system 

4.1.1 Establish a unified credit risk supervision mechanism, establish control subject and responsibility divi-
sion 

From the perspective of the development of the bond market in the United States, the British management model 
is that “the Federation of Stock Exchanges is the largest unified management of securities business organization in 
the country”. We have formed a securities regulatory system under which centralized and unified management is 
the dominant mode and the market is self-regulated. There are three levels of regulation in France. The first level is 
the Association of European Commission Securities Regulators. The second level is the Office for the Management 
of Financial Information Services, which is the government with direct control of the French bond market. The 
third tier comes from the bond association. Self-disciplined control of the secondary market. The UK’s manage-
ment and control mode emphasizes the self-regulation effect of the market, which is suitable for the bond market 
where participants are familiar with and abide by market standards and the credit environment is relatively perfect. 
French management and control mode emphasizes making full use of the management and control ability of gov-
ernment administrative departments. From the perspective of management and control, it is more suitable for China 
to form political and economic union. The characteristics of regulatory agencies are more suitable for the early 
stage of bond market development. 

By referring to the management and control methods of the bond market in the United Kingdom and the United 
States, and taking into full consideration that China’s bond market is in its early stage of development, the level of 
supervision mechanism can be divided into two levels: the first level is the largest authority of credit risk manage-
ment in the bond market. At present, The General Office of the State Council can entrust the central bank to man-
age the credit risks in the bond market with its rich and varied practical experience in bond market management and 
its influence in the financial market. The second layer consists of the Inter-bank Dealers Association and the Secur-
ities regulatory Bureau, which respectively undertake the daily supervision and early warning information man-
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agement of credit risks in the inter-bank bond market and the trading center market. After the bond market is de-
veloped and perfected, we can introduce a multi-level supervision mechanism supplemented by market interme-
diary service and self-regulation of research institutions (Nie, 2020). 

4.1.2 Formulate operational credit risk disclosure systems and clarify credit risk disclosure standards 
In the UK bond market, in addition to accounting and business process information, bond issuers also need to re-

lease historical credit records, including repayment conditions of lending banks, loan market concentration, histori-
cal credit default records and credit records to better protect the interests of debtors. 

At present, China’s credit system is in the initial stage of construction, and the credit records and credit files of 
enterprises and individuals are incomplete, so detailed historical credit information cannot be obtained temporarily. 
But it can be detected under constant supervision, which is same like the UK. The potential factors that threaten the 
default of bond issuing enterprises. This stipulates that the credit risk publicity rules of China’s bond market should 
be combined with the current credit system construction standards. At the same time, we need to formulate the key 
points of information disclosure according to the characteristics of bond default. For example, before the bond de-
fault, there are common abnormal features such as termination of purchase and payment by bond issuing enterpris-
es, opening of pledged property to the outside world, and withdrawal of all credit lines by financial institutions. 
Therefore, the bond issuing enterprises can be required in the rules and regulations on time (monthly). We will 
make public the progress of monetary payments, property pledges and changes in the total credit lines of financial 
institutions. At the same time, the violation of credit risk publicity rules and regulations or the provision of false 
reporting materials should be established in the laws and regulations, so as to increase the cost of issuing bonds for 
the offending enterprises. 

4.1.3 Rebuild the credit rating system, unify the credit rating standard system, and change the charging 
mode 

National standard is the basic principle that industry development must follow. China has basically developed 
relevant national standards in all fields. Credit rating is a sub-industry of the financial system. Under the condition 
of unified credit rating marks, it is necessary to establish a unified scoring standard in this field. Scoring specifica-
tions can be developed by the leading rating agencies in the field under the supervision of the agency. 

The British subprime crisis tells us that the credit misplacement of credit rating agencies themselves is caused by 
many reasons: scores are missing because the way that “foreign investors pay the rating fee” causes the potential 
internal benefit transmission of credit rating agencies. Being objective and unbiased, it gave high marks to financial 
products backed by mortgages. Therefore, in China’s bond market, it is necessary to change the current charging 
standard, and to negotiate the credit imbalance of credit rating agencies themselves. At the present stage, China 
Credit rating limited liability enterprises have tried to make investors pay the rating fee to deal with the potential 
difference in interest transmission, and can carry out marketing promotion on site when the time is ripe. 

4.2 Create a credit risk management environment 

At the present stage, the bond enterprises that issue bonds in China’s bond market usually have large property 
(income) businesses, which are more concentrated in traditional industries such as equipment manufacturing and 
economic transformation, resulting in the imbalance of credit level and concentrated in the senior part. From a 
complete bond market perspective, high-yield bonds (bonds with credit ratings below project investment grade) are 
an essential component. Over the past decade, the average annual sales of high-yield bonds in the UK accounted for 
about 15% of the total bond sales in the market, according to the analysis. Foreign investors in such bonds are 
usually due to these rapid growth and lack of cash flow, high debt development companies or leveraged buyout 
investment entities. Many well-known large companies, such as General Motors and Microsoft Corp., launched 
high-return bonds early in their development. Small and medium-sized enterprises in the growth stage must rely on 
a large number of external assets to apply, and from the characteristics of China’s current social and economic de-
velopment, the development of many small and medium-sized enterprises will use large enterprises to drive the 
development of the real economy. At present, we should open the bond market to small and medium-sized enter-
prises and expand the sales scale of high yield bonds in the bond market. Although the risk of high yield bonds is 
higher, the default risk is higher, bond default must be all in the normal development of the market from the global 
bond market sales situation. Therefore, it is beneficial to the long-term development of China’s bond market to ex-
pand the issuing scale of high-yield bonds and cultivate the market’s ability to identify credit risks. 
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We use bank database to query, create credit risk analysis methods, and develop and improve methods based on 
the following data. On the one hand, the amount of information and cycle time of the bank model conform to the 
standard of establishing credit risk analysis methods. China’s banking industry has accumulated a large number of 
sample data in more than ten years of operation, including a large number of default sample data. This kind of sam-
ple data has a long period and can reflect the characteristics of enterprise credit risk in different stages of economic 
development in China. On the other hand, the sample data of the banking industry can be regarded as the historical 
time sample data of the bond market to a certain extent. As a special tool of money market, lending bank is now 
widely used by enterprises. Even when issuers raise equity in the bond market, they usually develop the money 
market through lending banks. As a result, the model companies of the banking sector were included in the bond 
market. For the bond market, the model data of the banking industry can be regarded as a whole. With the devel-
opment of bond market and the increase of sample data, credit risk analysis methods can be adjusted and improved 
according to specific situations. 

We still face many problems: the development of credit derivatives, the establishment of credit risk diversifica-
tion and transfer channels in the bond market, the development of international leading financial institutions and 
credit derivatives market. Some experiences show that credit derivatives, as special instruments to disperse credit 
risks, are the most important way for bond holders to avoid risks and increase returns. Basel II makes it clear: “The 
development of credit derivatives has greatly improved banks’ risk management”, which can extend to the bond 
market, according to the development of credit derivatives, to improve the level of credit risk management and es-
tablish the diversification of credit risk migration path. 

Funding 
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