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The segmented regulatory system of the bond markets in China：current 

situation, causes and reform 

 

Chi Zhang∗  

 

Key points 

• China’s bond market has expanded eightfold in the past decade. This rapid growth 

has transformed it into one of the largest bond markets globally. However, owing 

to the dual-track policy related to the public and private sectors during the early 

decades of Chinese economic reform, the regulatory regime of the bonds issued 

by state-owned enterprises and those that are privately owned has been treated 

differently and regulated by different authorities.  

• The segmented regulation of government bonds, corporate bonds and financial 

bonds has seriously raised the transaction cost of issuers and motivated regulatory 

arbitrage as well. More interestingly, the regulatory system of China’s bond 

market has diversified during the past two decades. The regulatory regime of 

listing companies on the Chinese stock exchanges, by contrast, was unified as 

early as the late 1990s.  

• Although the Financial Committee of the State Council has promised to unify the 

regulatory system of the Chinese bond markets since 2017, it does not appear to 
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be easy to change the existing institution and there is uncertainty surrounding 

reform.  

• Based on a detailed review of the origins and evolution of the regulatory regime 

of the Chinese bond markets, this article suggests that the segmented regulatory 

regime is rooted in the unequal status of the public and private sectors in the 

Chinese economy. Therefore, the pre-requisite for unifying China’s bond market 

regulation is the equal treatment of state-owned enterprises and privately owned 

companies.  

 

Key words: Chinese law; bond market; financial regulation; regulatory competition. 

 

1. Introduction 

China’s bond markets experienced a booming development period during the two 

decades 1999 to 2019. According to research data released by the People’s Bank of 

China (PBOC), the central bank of China, the gross value of the Chinese bond markets 

was RMB 35,500 billion1 in 2018, which is triple the value of the bonds issued in 2015 

(RMB 1,0981 billion).2 The market scale of bonds in China will grow to as large as 

100% of China’s gross domestic product (GDP) by 2020. 3  Undoubtedly, debt-

financing activities have played a significant role as a dynamic in the economic growth 

                                                             
1 People’s Bank of China: Statistics of Domestic Debt Securities (2018) 
<http://www.pbc.gov.cn/eportal/fileDir/defaultCurSite/resource/cms/2018/12/2018121114332216416.pdf> 
accessed 12 January 2019. 
2 People’s Bank of China: Statistics of Domestic Debt Securities (2015) 
<http://www.pbc.gov.cn/eportal/fileDir/defaultCurSite/resource/cms/2015/07/2014s11.htm> accessed 12 January 
2019. 
3 Xiaochuan Zhou, ‘Deepening the Institutional Reform of Financial Markets’  
<http://www.gov.cn/zhengce/2015-11/25/content_5016357.htm> accessed 12 January 2019. 
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of China. Owing to a series of complex historical and political factors, however, the 

regulatory system of Chinese debt markets is still not efficient enough. The segmented 

regulatory system of the bond market in China has seriously impeded the development 

of debt markets and increased the compliance cost of issuers. Since 2017, the Financial 

Committee of the State Council has proposed that a centralised and unified regulatory 

system for the Chinese bonds markets be established. However, consensus on choosing 

an appropriate regulatory approach to the Chinese bond market has not yet been reached. 

This article looks at how the present segmented regulatory system was formed during 

the early stages of China’s economic reform and how the problems related to the 

segmented regulatory system of the country’s bond market may be solved efficiently 

and effectively.  

This article commences with a brief description of the regulatory and 

management framework of the Chinese bond markets, which highlights the distribution 

of regulatory power among various regulatory bodies. How the segmented regulatory 

system was formed and its impact on the bond markets in contemporary China are 

explained. An appropriate way of re-allocating regulatory powers within the existing 

financial regulatory regime to cut transaction costs in the bond markets of China, which 

may be a possible proposal for the ongoing financial regulatory reform in the country, 

is explained.  

2. Segmented Regulatory System of the Bond Markets in China  
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Although the most recent proposal to amend the Securities Act of China strongly 

suggests the expansion of the conceptual scope of ‘securities’,4 owing to the lack of 

clarity and uncertainties in the legislative procedure, this article divides the bond 

markets in China into three sub-sectors, which corresponds with the existing financial 

regulation in China: (i) government bond market, (ii) corporate bond market and (iii) 

financial bond market. The origin of each is based on the very specific financing 

demands of specific economic sectors which were deeply influenced and directed by 

the institutional transition of China’s financial regulatory system.  

 

Government bond markets and their regulator 

Treasury bonds  

From the promulgation of the Rules of National Bonds of Economic Construction in 

1954 until the Amendment of the Budget Act was approved by the National People’s 

Congress (NPC) in 2014, the history of issuing treasury bonds in China lasted more 

than half a century. Before the opening-up policy was launched in 1978, treasury bonds 

were regulated by the central government of China. Starting from 1981, the Ministry of 

Finance became the body that issued treasury bonds and the economic function of 

treasury bonds was a kind of alternative financing instrument that replaced borrowing 

money from the PBOC.5 Since 1988, the secondary market for treasury bonds has been 

                                                             
4 See the Third Version of the Securities Law of the People’s Republic of China (April 2019) 
<http://www.npc.gov.cn/npc/c27654/zqfxdca.shtml> accessed 17 August 2019.  
5 Jian Gao, Bond Markets in China (Economic Science Press 2009) 496. 
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formed and China’s treasury bonds were permitted to be traded throughout the country.6 

The Ministry of Finance is currently the treasury bond regulator in China.  

 

Local bonds 

The regulatory system of local bonds is closely related to the evolution of the fiscal 

system and budget regime in China. In order to centralise fiscal power within the 

bureaucratic system of the central government and each level of local government, 

China’s first Budget Act was enacted in 1994, which essentially cut off the fiscal power 

of local authorities.7 For example, under the Budget Act 1994, tariff, consumption tax 

and financial institutions’ corporate income tax were fully collected by central 

government, and only 25% of value-added tax (VAT) was levied by local authorities.8 

Therefore, this important reform of the budget and fiscal regime was also called ‘tax-

sharing reform’ since it was aimed essentially at weakening the Chinese local 

governments’ financial power and at enhancing political centralisation. What is more, 

the new legislation did not allow local governments to issue local bonds.9 Therefore, 

any local bonds were prohibited.  

In fact, with the rapid development in the economic life of the Chinese people 

and increasing demands for public welfare, infrastructure and health, the permitted 

supply of finance for local governments is far from sufficient.10 In order to address 

                                                             
6 Linmin Tang and Dehua Wang, ‘A Retrospect of the Management Reform of China’s Treasury Bonds Market’ 
<http://theory.people.com.cn/n/2015/0630/c83867-27231133.html> accessed 20 June 2019. 
7 See Ronald H. Coase, Ning Wang, How China Became Capitalist (Palgrave Macmillan 2012) 120–145.  
8 ibid.  
9 Budget Act 1994, s 28. 
10 Pengjuan Dou, Legal Restriction on Debt Finance of Local Governments (Law Press 2017) 35.  
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this problem, the central government was responsible for issuing state bonds and the 

funds raised were transferred to local authorities for public use. The responsible body 

is the Ministry of Finance which is also responsible for repaying the debt and interest 

to bondholders on behalf of local authorities.11 As a result, the Ministry of Finance 

has become the regulator of local bonds in China since the late 1990s.  

As a response to the downtrend in the Chinese economy in recent years, the strict 

prohibition on issuing local bonds was loosened. The Budget Act of China was 

amended by the NPC and came into force in 2014. Article 35 of this new law states that 

‘[t]he local governments may not issue local government bonds, except as otherwise 

prescribed by laws or the State Council’, which means that currently the local 

government in China is allowed to issue bonds for financing activities. In terms of the 

regulatory and approval procedure for issuing local bonds, the Budget Act 2014 

delegates the power to lower-level political authorities: the departments of finance of 

each provision are authorised to make independent proposals for issuing local bonds. 

The provisional People’s Congress has the regulatory power to approve or turn down 

the application.12 The local authorities’ regulatory cost in issuing local bonds is then 

less than before.  

 

Corporate bond markets and their regulators 

                                                             
11 See Yuemin Xi, ‘The Development of the Local Bond Markets and Its Legal Response in China’ (2014)(3) 
China Law Review 233.  
12 Budget Act 2014, ss 42–44. 
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The origins of corporate bond markets in China are rooted in the institutional reform of 

state-owned enterprises (SOEs) in the mid to late 1980s. The development of a mixed 

ownership economy in China has led to the current three main types of debt instruments 

for Chinese domestic nonfinancial enterprises: (i) enterprise bonds, (ii) company bonds 

and (iii) interbank bonds. The regulatory system of Chinese corporate bond markets is 

also divided according to the above three sub-markets.  

 

Enterprise bonds 

The promulgation of the Interim Regulation on Enterprise Bonds Issuance in 1987 was 

the starting point for establishing the legal institution of enterprise bonds. This 

regulation firstly clarified the fact that the PBOC is the leading regulatory body of 

enterprise bond issuance. At the same time, the Ministry of Finance is entrusted with 

the regulatory power to approve large-scale enterprise bonds throughout China.13 This 

is because only SOEs were allowed to issue enterprise bonds during the early stages of 

Chinese economic reform. The regulatory power therefore, was needed to be 

concentrated in the hands of a single regulator to ensure economic policy was accurately 

and efficiently executed.  

In 1993, the State Council enacted Regulations on the Administration of 

Enterprise Bonds, which changed the administrative structure of bond markets. 

According to Article 10 of this administrative regulation, the National Plan Commission 

(the former National Development and Reform Commission or NDRC) took over the 

                                                             
13 The Interim Regulation on Enterprise Bonds Issuance (1987), art 12.  
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central bank’s regulatory power of the enterprise bond market. Since then, the PBOC 

has been authorised to determine and examine only the scale of the enterprise bond 

market. The essential approval and administrative powers are still in the hands of the 

NDRC.  

 

Company bonds 

It is not surprising that only those SOEs that were considered important for supporting 

the industrial development of the state were approved to issue enterprise bonds. With 

the expansion of the private sector in the economy, however, it is unwise to ignore the 

financing demands of privately owned firms in the market. In the same year in which 

the Regulations on the Administration of Enterprise Bonds were promulgated, the NPC 

enacted the first Company Law, which was a milestone in Chinese economic reform. 

According to the Company Law (1993), the legislator recognised the legitimacy of 

limited liability companies and companies limited by shares; both of which are allowed 

to collect money by issuing company bonds to investors. At that moment, the regulator 

of the company bond market was the State Council. This was not changed until the 

China Securities Regulatory Commission (CSRC) was founded and the Securities Law 

was enacted in 1998. Therefore, the CSRC currently regulates and administers the 

company bond market.  

Since the amendment of the Company Act of China in 2005, the issuance of 

company bonds has fallen under a registration system instead of an approval system,14 

                                                             
14 Company Law (2005 revision), ch 7.  
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which aims to cut the financing cost of private companies and encourage their market 

activities. The CSRC released the Interim Regulation on Company Bonds Issuance in 

2007 which reinforced its regulatory power over the company bond market. Based on 

more than fifteen years’ regulatory experience, the CSRC tends essentially to optimise 

the rules of issuing company bonds. A new administrative regulation on company bonds 

was therefore enacted in November 2014, namely the Measures for the Administration 

of Issuance and Transaction of Company Bonds, which is the primary legal foundation 

of company bond regulation in China.  

 

Interbank bonds 

Before 2005, both company bonds and enterprise bonds for Chinese non-financial 

enterprises were long-term bonds. However, short-term (0–5 years) bonds have been in 

high demand, as short-term bank loans are seriously lacking. Against this background, 

the central bank of China enacted the Measures for the Management of Short-term 

Financing Instruments in 2005, which permit enterprises to issue short-term (no longer 

than 12 months) bonds to institutional investors. Three years later, the PBOC released 

Measures for the Administration of Debt Financing Instruments for Non-financial 

Enterprises in the Interbank Bond Market (2008), according to which the regulatory 

power of commercial paper (CP) and medium-term note (MTN) markets was 

transferred from the PBOC to the National Association of Financial Market Institutional 

Investors (NAFMII).15 Following that, the PBOC tended particularly to emphasise the 

                                                             
15 Approved by the State Council and registered with the Ministry of Civil Affairs, NAFMII was established in 
September 2007, and is aimed at propelling the development of China’s over-the-counter (OTC) financial markets, 
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role of market participants in developing the regulatory rule and transaction order of 

the interbank bond market of China, although NAFMII is directly controlled and 

supervised by the PBOC.  

 

Financial bond market and its regulator 

China’s domestic financial institutions have been permitted to issue bonds to the public 

market since the mid-1990s. In the early years of transitional China, the issuers of 

financial bonds were the three large policy banks established by the State Council of 

China, namely (i) the China Development Bank (CDB), (ii) the Agricultural 

Development Bank of China (ADBC) and (iii) the Export–Import Bank of China 

(EIBC). Up to now, policy financial bonds have been regulated by the PBOC, as the 

issuers generally play an important role in supporting infrastructure construction and 

executing central government’s economic policies. Most policy financial bonds are 

long-term bonds with high interest rates.  

With the rapid development of the market economy during the 2000s, China’s 

commercial banks were allowed to issue financial bonds for effectively meeting the 

demands of lending and hedging financial risk. According to the Measures for the 

Administration of Financial Bond Issuance in the National Interbank Bond Market 

(2005), the regulatory power of the PBOC was expanded to regulation over the issuance 

of the financial bonds of commercial banks.16  

                                                             
which is composed of the interbank market, interbank lending market and commercial paper market, and so on. 
See official website of NAFMII, <http://www.nafmii.org.cn//english/aboutus_e/aboutnafmii_e/> accessed 23 
January 2019. 
16 Measures for the Administration of Financial Bond Issuance in the National Interbank Bond Market (2005), 
art 3.  
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Summary  

The above review of the origin and evolution of the legal system of China’s bond 

markets shows that the existing regulatory system of this area is extremely segmented 

and disordered. This can be summarised as follows: 

 

Table 1: The regulatory system of China’s bond markets  

Types of bonds Regulators 

Year 

started 

Government bonds Treasury bonds Ministry of Finance/PBOC 1981 

Local bonds Ministry of 

Finance/Provincial 

Department of Finance 

2014 

Corporate bonds Enterprise bonds NDRC/PBOC 1987 

Company bonds CSRC 1998 

CPs NAFMII/PBOC 

 

2005 

MTNs 2008 

Financial bonds Commercial bank bonds PBOC 2005 

Policy financial bonds 1998 

CPS commercial paper 
CSRC China Securities Regulatory Commission 
MTNs medium-term notes 
NAFMII National Association of Financial Market Institutional Investors 
NDRC National Development and Reform Commission 
PBOC People’s Bank of China 
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3. Unequal Compliance Cost and Treatment of Issuers in China’s Bond 

Markets 

The segmented regulatory system of China’s bond markets has given rise to high 

transaction costs for market participants, and it is particularly serious in the corporate 

bond market. This section will examine the differences in (i) the issuance procedures 

and (ii) the compliance requirements for information disclosure of the four types of 

corporate bonds in China, and prove how necessary and crucial it is to unify the 

regulatory system of the Chinese bond market.  

 

Inconsistent issuance approval procedures  

According to the above-mentioned regulations, the leading regulator of enterprise 

bonds issuance in China is the NDRC. However, in practice, the approval process of 

issuing enterprise bonds involves three regulatory bodies, namely the (i) NDRC, (ii) 

PBOC and (iii) CSRC. Firstly, the PBOC is in charge of examining and approving the 

interest rates of an enterprise bond which is proposed to be issued. If the NDRC 

approves it, the application materials are then handed over to the NDRC for detailed 

review. Finally, the CSRC must check the qualification of financial service providers, 

including underwriters and law firms.17 Before 2015,18 the completion of the entire 

procedure of issuing enterprise bonds would take at least one year.  

                                                             
17 See the Interim Regulation on Enterprise Bonds Issuance (1987); Notice on Further Improving and 
Strengthening the Management of Corporate Bonds (NDRC, 2004). 
18 The further reform and its driving factors are analysed in section 4 of this article.  
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As regards the issuance of company bonds, including convertible bonds, the 

approval process is much more efficient than that of enterprise bonds. Most companies 

proposing the issuance of company bonds only need to submit application files to the 

CSRC. The only exception is SOEs, who may need pre-approval from the State-owned 

Assets Supervision and Administration Commission (SASAC). 19  Moreover, the 

average review cycle of corporate bonds has been shortened to about a month, and the 

CSRC’s biased and unbalanced emphasis on stocks and its ignorance of the company 

bond market have gradually been reversed.20  

In terms of the issuance of interbank bonds for non-financial enterprises, issuers’ 

compliance cost is much lower than other corporate bond issuers, and the regulation 

and approval procedures of interbank bonds are not as strict and costly as for the 

enterprise bond market. Firstly, the Measures for the Administration of Short-term 

Financing Instruments (2005) strictly restrict the regulatory timeline: NAFMII is 

required to give the final decision on a given issuance application within twenty days.21 

Secondly, the regulation of interbank bonds runs on a register system, compared with 

the CSRC’s examination of company bond issuers’ detailed credit conditions, issuing 

debt instruments in the interbank bond market is more efficient than in the company 

bond market, since the issuers do not need to prepare too much material for submission.  

 

Different compliance requirements for information disclosure 

                                                             
19 The Interim Regulation on Company Bonds Issuance (2007). 
20 Tianze Wu, ‘The Approving Cycle of Issuing Company Bonds in China’ (2018)  
<http://www.64365.com/zs/785641.aspx> accessed 30 January 2019. 
21 Measures for the Administration of Short-term Financing Instruments (2005), art 16. 
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In addition to the differences in issuance procedures, it is also easy to imagine that the 

above segmented regulatory system of the Chinese bond markets would generate very 

diversified and inconsistent disclosure requirements for issuing bonds. Again, corporate 

bond regulation is an extremely typical example, which can be illustrated by the 

following two dimensions: (i) scopes of significant information and (ii) penalties for 

non-compliance with disclosure rules. 

 

Scope of significant information 

In order to protect investors in the bond market, it is compulsory for all regulations on 

corporate bonds to require issuers to disclose ‘significant events to the public in good 

time. However, the definitive scope of ‘significant event’ is far from consistent. For 

instance, for the issuers of interbank bonds, the information regarding the following 

issues should be disclosed as a ‘significant event’:  

 

During the term of the debt financing instrument, if an enterprise has major events that 

may affect its solvency, it shall disclose them to the market in a timely manner. The 

major matters mentioned in the preceding paragraph include but are not limited to  

(1)  major changes that have taken place in the name, business policy and business 

scope of the enterprise;  

(2)  major changes that have taken place in the external conditions of the enterprise’s 

production and operation;  
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(3)  an enterprise is involved in a major contract that may have a significant impact 

on its assets, liabilities, rights and interests, and operating results;  

(4)  where an enterprise has pledged, sold, transferred or scrapped assets that may 

affect its solvency;  

(5)  where the enterprise is in default of paying its major debts that are due; 

(6)  where the enterprise is liable for a large amount of compensation or the normal 

production and operation are affected by the liability for compensation and it is 

difficult to eliminate;  

(7)  major losses or losses of more than 10% of the net assets of the enterprise;  

(8)  an enterprise cancels the debts of others for more than a certain amount at one 

time, which may affect its solvency;  

(9)  changes in more than one third of the directors, two thirds of the supervisors, the 

chairperson of the board or the general manager of the enterprise; the chairperson 

of the board or the general manager is unable to perform his or her duties;  

(10) the enterprise makes decisions on the reduction of capital, merger, division, 

dissolution and application for bankruptcy, or enters into bankruptcy proceedings 

according to law and is ordered to close down;  

(11)  market rumours involving enterprises that need to be explained;  

(12)  the enterprise is involved in major litigation and arbitration matters;  

(13)  an enterprise that is suspected of violating laws and regulations is investigated by 

the organ with power, or is subject to criminal punishment or major 

administrative punishment; the directors, supervisors and senior managers of the 
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enterprise shall be investigated by the competent authorities for suspected 

violation of laws and disciplines or forced measures shall be taken;  

(14)  sealing up, distraining or freezing of assets that may affect an enterprise’s 

solvency; an enterprise’s main or all business operations come to a standstill, 

which may affect its solvency;  

(15) the enterprise shall provide major guarantee to other parties.22 

 

In terms of the disclosure rules of corporate bonds, according to the Interim 

Regulation on Issuance and Exchange of Company Bonds (2015 Revision), the 

following issues are regarded as ‘significant events’ that must be disclosed to the 

public immediately:  

 

(1)  there are major changes in the issuer’s business policy, business scope or 

external conditions of production and operation;  

(2) changes in the credit rating of bonds;  

(3) the main assets of the issuer are sealed up, distrained or frozen;  

(4) where the issuer is in default of paying debts that are due;  

(5) the cumulative amount of new loans or guarantees provided by the issuer in the 

current year exceeds 20 per cent of the net assets at the end of the previous year;  

(6) the issuer abandons its creditor’s rights or property, which is more than 10 per 

cent of its net assets at the end of the previous year;  

                                                             
22 Rules for Information Disclosure of Non-financial Corporate Debt Financing Instruments in the Interbank Bond 
Market (NAFMII, 2012), art 9. 
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(7) heavy losses of more than 10 per cent of the net assets of the issuer at the end of 

the previous year;  

(8) the issuer makes decisions on the reduction of capital, merger, division, 

dissolution and application for bankruptcy;  

(9) the issuer is involved in major litigation or arbitration matters or is subject to 

major administrative penalty;  

(10) there are major changes in the guarantor, collateral or other debt-paying 

guarantee measures;  

(11) a major change in the issuer may result in the non-compliance of the conditions 

for listing the company's bonds;  

(12) where the issuer is suspected of committing a crime and is placed on file for 

investigation by a judicial organ, where the director, supervisor or senior 

manager of the issuer is suspected of committing a crime and is subject to 

compulsory measures by a judicial organ;  

(13) other matters that have a significant impact on investors’ investment decisions.23 

 

Compared with company bonds, the disclosure requirements of enterprise bonds 

are very rough. In accordance with the Opinions on Comprehensively Strengthening 

the Risk Control of Enterprise Bonds, which was released by the NDRC in 2014, 

‘significant events’ refer to:  

 

                                                             
23 The Interim Regulation on Issuance and Exchange of Company Bonds (2015 revision), art 43. 
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(1) major changes that have taken place in the name, business policy and business 

scope of the enterprise;  

(2) major changes that have taken place in the external conditions of the enterprise’s 

production and operation;  

(3) an enterprise is involved in a major contract that may have a significant impact 

on its assets, liabilities, rights and interests and operating results;  

(4) where an enterprise has pledged, sold, transferred or scrapped assets that may 

affect its solvency;  

(5) where the enterprise is in default of paying its major debts that are due; 

(6) applying for issuing new bonds.’24 

 

Overall, it is obvious that the compliance cost regarding information disclosure 

for corporations issuing enterprise bonds, company bonds and interbank bonds 

respectively is different. Particularly, the disclosure requirement of enterprise bond 

issuers is much lower than that of interbank and company bond issuers, which may give 

rise to serious regulatory arbitrage across the three sub-markets.  

 

Penalties for non-compliance with disclosure rules 

From the perspective of investor protection, enterprise bonds, company bonds and 

interbank bonds are the debt-financing instruments for non-financial firms. Any holders 

of these three types of bonds are securities investors who should be protected equally. 

                                                             
24 The Opinions on Comprehensively Strengthening the Risk Control of Enterprise Bonds (2014), section 14.  
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Any issuers who fail to disclose specific information lawfully should be punished 

equally as well. In practice, however, this is not the case.  

For non-compliance with information disclosure rules of interbank bonds, 

NAFMII as an industrial self-regulator actually does not have any material power nor 

does it have the right to impose any essential penalties on those who do not comply. 

Therefore, an interbank bond issuer who discloses false information will only receive a 

‘warning/serious warning’ or ‘public criticism’ from NAFMII, but no other penalties.25 

By contrast, enterprise bond issuers or company bond issuers who fail to properly 

disclose information are at risk of being warned or fined by the regulators, namely the 

NDRC26 and CSRC27.  

 

Summary 

It is almost inevitable that a segmented regulatory system would give rise to an  

inconsistent market access system in the financial market. Multiple regulation in the 

Chinese corporate bond market has seriously exacerbated unequal treatment to issuers 

in the enterprise bond market, company bond market and interbank bond market, 

though all the issuers are business corporations who should be treated and regulated 

equally. The obvious inconsistent rules of accessing the market will drive bond issuers 

to choose the sub-market where the approval procedure is most efficient or the cost of 

non-compliance is the lowest. However, this may increase risk for bondholders.  

                                                             
25 Measures for the Administration of Debt Financing Instruments for Non-financial Enterprises in the Interbank 
Bond Market (2008), art 17.  
26 The Opinions on Comprehensively Strengthening the Risk Control of Enterprise Bonds (2014). 
27 Securities Law (2014 revision), arts 193, 197, 202 and 222.  
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4. Causes of the Segmented Regulatory Power of Bond Markets: a 

Comparative Perspective 

As clearly illustrated above, the thirty-year institutional reform of China’s financial 

markets has formed a fragmented and overlapped regulatory pattern of bond markets 

that severely increased transaction costs in China’s bond markets. The so-called 

segmented regulation can be understood from two dimensions: (i) the bond instruments 

that have similar financial functions are regulated by two or more regulators; and (ii) 

the issuer of one given type of bond instrument is required to comply with the rules 

made for two or more regulators. Therefore, it is not difficult to imagine that under the 

existing financial regulatory system, financing from the Chinese bond markets will be 

quite expensive. However, this problem is not rooted in the market itself, but the 

political structure within the financial system of the country.28 Actually, the necessity 

of unifying China’s financial regulatory system has been a viewpoint widely accepted 

and supported by law scholars and practitioners. The essence of understanding this issue 

is how the fragmented system of bond markets was formed and why it is being 

reinforced during the past decade. In order to better understand the dynamic of the 

fragmented regulatory system, it is helpful to compare the issuance system of corporate 

bonds with the regulatory regime of initial public offerings (IPOs) of listed companies 

within China’s financial system. 

 

                                                             
28 Yingmao Tang, The Law on International Finance: Cross-border Finance and Its Regulation (Peking 
University Press 2015) 91. 
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The evolution of the IPO supervisory system in China: equal opportunity for 

state-owned enterprises and privately owned firms 

In terms of the formation of a unified supervisory system of IPOs, the social background 

is quite different from the bond markets in the Chinese financial system. In fact, the 

earliest public listed firms in China’s A-share market were derived from market 

demands of both SOEs and private background corporations, instead of government’s 

administrative orders.29 At the same time, local governments acquired the supervisory 

power over the reorganisation and listing of local enterprises; the vast majority of which 

were SOEs. Instead, before 1992, the central government was essentially outside the 

regulatory system of listing.30  What’s more, the monopolistic regulatory power of 

listing companies strengthened the Chinese local government’s financial power by 

levying stamp tax and charging securities issuers fees.31  

The reform tax-sharing system implemented in 1994 is the starting point of the 

centralisation of the financial and fiscal powers of the Chinese government, which 

essentially cut off and restricted the financial power of local authorities. 32  This 

direction taken by the political system influenced the institutional change of securities 

issuance in the stock market. Since September 1998, the CSRC as the single regulator 

of China’s stock market has been officially authorised to be exclusively in change of 

deciding which candidates can be listed on stock exchanges nation-wide. The 

                                                             
29 The first public firm in China was a Shenzhen-based investment corporation that was established by public 
fundraising in 1983. Chaohui Shen, The Allocation of Securities Regulatory Authorities (Peking University Press 
2016) 113.  
30 ibid., 113–114.  
31 See Jiangyu Wang, ‘The Political Logic of Securities Regulation in China’ in Guanghua Yu (ed), The 
Development of the Chinese Legal System: Change and Challenges (Routledge 2011) 227–250. 
32 See detail from Ronald H. Coase, Ning Wang, How China Became Capitalist (Palgrave Macmillan 2012) 120–
145.  
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controlling powers over the Shenzhen and Shanghai stock exchanges were removed by 

the central authority and then the CSRC took over the regulatory and managerial power 

over the two stock exchanges.33  Consequently, the financial power of the Cities of 

Shanghai and Shenzhen, the two richest economic centres in China, was essentially 

weakened.  

In the market dimension, recent empirical studies show that the number of SOE 

IPOs has been decreasing dramatically during recent years.34 The above-mentioned 

Budget Act (1994 version) prohibited local governments from raising money by issuing 

bonds, However, the increasing financial demands of social and economic development 

of local provinces drove local authorities and officials to find alternative fund-raising 

methods. As one of these strategies, the Chinese local government established an 

independent corporation, the so-called platform enterprise for governmental financing 

(PEGF) to borrow money from commercial banks or other financial institutions.35 

Therefore, the financing function of listing local SOEs is not as important as before. To 

some extent, PEGFs substitute the role of SOEs in supporting the economic 

development of local provinces.36 In other words, from the viewpoint of the market, 

the local government’s dependence on listed SOEs listed on China’s stock exchanges 

has been much less than before. 

                                                             
33 Chaohui Shen, The Allocation of Securities Regulatory Authorities (Peking University Press 2016) 116; Jianwei 
Chen, The Demutualization of Stock Exchanges in China (Peking University Press 2018) 54–71.  
34 Refer to statistics from Chaohui Shen, The Allocation of Securities Regulatory Authorities (Peking University 
Press 2016) 108–112.  
35 See Pengjuan Dou, Legal Restriction on Debt Finance of Local Governments (Law Press 2017) 36–42.  
36 Chaohui Shen, The Allocation of Securities Regulatory Authorities (Peking University Press 2016) 111.  
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Overall, the securities market reorganisation under the centralised political 

system of China during the1990s made local governments essentially lose control over 

the stock market. Moreover, the market-oriented reform further weakened the political 

nature of IPOs from the perspective of the law. As a consequence, in recent years, the 

CSRC’s power in deciding on the listing of firms has become neutral.37 In other words, 

financing activities under the control of the CSRC can no longer guarantee the absolute 

priority of SOEs in the capital markets, but has generally established an equal and 

neutral competition platform for both SOEs and privately owned firms. As resistance 

against this, China’s SOEs are strongly eager for the establishment of a prioritised 

financial sub-market to keep their prioritised status in the securities markets.  

 

The political function of a dual-track regulatory system of the bond markets  

At the start of the market-oriented economic reform, the financial priority was given to 

infrastructure construction, Therefore, the Ministry of Finance was authorised with 

regulatory power over all government bond markets, as its important responsibilities 

were supporting national economic development and public welfare. During the 1980s, 

the number of non-state-owned firms was very low; public functions were gradually 

transferred from government to large SOEs; and the authority created the enterprise 

bond as a specific financing instrument for SOEs. The central bank was the single 

financial regulator during that time. No other administrative body could be more suited 

than the PBOC to be the regulator of the enterprise bond market.38 However, the main 

                                                             
37 ibid., 122–123. 
38 Pengjuan Dou, Legal Restriction on Debt Finance of Local Governments (Law Press 2017) 35–36.  
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function and responsibility of the central bank were to supervise the performance of the 

macro economy and to make monetary policies, rather than dramatically developing 

specific industries. 39  The NDRC, whose predecessor was the National Planning 

Commission, is experienced in directing the development of the industrial economy 

and making price policies. Given this functional difference between the two bodies, the 

essential regulatory power of the enterprise bond market was allocated to the NDRC in 

1993.  

The establishment of the Shanghai and Shenzhen Stock Exchanges during 1990–

1991 is a milestone in China’s economic reform, which was a starting point for the 

capital markets of the country. One year later, the Securities Industrial Committee (the 

predecessor of the CSRC) was established within the State Council, and the protection 

of public investors and risk control became prioritised issues. The promulgation of the 

Company Law in 1993 was the turning point in the evolution of bond market regulation, 

which initially permitted all corporations to issue bonds, and clarified the regulatory 

power of the CSRC in the company bond market.40 During this period, the regulatory 

competition between the CSRC and PBOC intensified, as previously the PBOC had 

been in charge of all regulatory power in China’s financial market. However, the 

economic nature of company bonds is a typical transferrable security, which justifies 

the CSRC’s regulatory power.41  

                                                             
39 The Law of the People’s Bank of China (2003 revision), art 4. 
40 Company Law 1993, art 164. 
41 See Hui Xian, Cooperative Regulation in the Era of Mixed Operation of Financial Markets (Law Press 2017) 
210–213. 
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In terms of the NDRC’s regulatory power in the enterprise bond market, although 

from the viewpoint of an economic function both enterprise bonds and company bonds 

are debt instruments for supporting enterprises’ business, the two factors essentially 

impede the legal reform in this area: firstly, the bureaucratic level of the NDRC’s 

president is as high as that of the minister. The president of the CSRC, however, is 

equivalent to a deputy minister and ranks lower than the leader of the NDRC. Therefore, 

the NDRC is more powerful than the CSRC within the Chinese central bureaucratic 

system. Besides that, the NDRC is a successor of the National Planning Commission 

which was established as early as 1952. By contrast, the CSRC is still young. Secondly, 

one of the CSRC’s priorities is to provide equal service for all securities issuers and to 

protect all public investors equally in the securities markets. However, almost all 

participants in the enterprise bond market are SOEs. Therefore, the authority might be 

concerned that the dominating position of SOEs in the bond market would be threatened 

by the CSRC’s ‘equal protection’. Consequently, to date, the unification of the 

regulatory regime of enterprise bonds and company bonds is still unfinished.  

The role of CPs and MTNs in Chinese financial markets was actually a kind of 

substitution of medium- or short-term loans from commercial banks, because it is 

difficult for those firms who have insufficient guarantees to borrow money from 

commercial banks. As regards the uncertainty and default risk in the emerging market 

of CPs and MTNs in China, initially it was proposed that the handing of regulatory 

power to the PBOC be authorised.42 Similar to the enterprise bond market, the PBOC 

                                                             
42 Haiqing Deng and Xi Chen, Reforming the Central Bank: The Top-level Design of the Chinese Financial 
System in the New Normal (Social Sciences Academic Press 2015) 235. 
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will prioritise the SOEs in issuing CPs and MTNs, by which the CSRC’s ‘equal 

regulation strategy’ is smartly avoided. Owing to the changed role of the PBOC in the 

Chinese economy, however, it has been inappropriate for, and the central bank has been 

reluctant to, directly regulate a specific sub-market. Therefore, such regulatory powers 

were entrusted to NAFMII, which is controlled and supervised by the PBOC directly. 

Overall, NAFMII is only a delegate of the PBOC in regulating the CP and MTN markets. 

The problem is that the legal nature of NAFMII has never been that of an official 

regulator within the financial regulatory system, but a self-regulatory association. As a 

result, the regulatory level of CPs and MTNs is lower than that of other corporate bonds, 

though there is no difference in their respective legal nature, namely that of a 

transferrable debt-financing instrument in the Chinese securities market.  

As mentioned before, issuance of financial bonds for both commercial banks and 

financial policy banks is currently directly regulated and supervised by the PBOC, one 

possible answer to such an institutional arrangement may be that the PBOC considers 

that it should continually and in good time obtain information on the potential systemic 

risk in the banking industry. However, although stepping down from regulation over a 

specific market is the global trend of central bank regulatory reform43 and obviously 

the PBOC has been making an effort to conform to this as well, the global financial 

crisis in 2008 seriously frustrated the PBOC’s reform.  

 

                                                             
43 See Hwa-Jin Kim, ‘Financial Regulation and Supervision in Corporate Governance of Banks’ (2016 Spring) 

41(3) Journal of Corporation Law 707; David Zaring, ‘Financial Reform’s Internationalism’ (2016) 65(5) Emory 

Law Journal 1255.  
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5. Towards a Feasible Unified Regulatory Approach of the Bond Markets 

The regulatory function of central banks is mainly focused on producing monetary 

policies and controlling the macro economy by timely and accurately obtaining and 

analysing market information from other sectors.44 The direct regulation on securities 

markets, however, should not be the primary goal of a central bank.45 Therefore, the 

existing regulatory power of the PBOC in the corporate bond market should be changed. 

The supervisory power regarding issuing CPs and MTNs should be transferred to the 

CSRC, as the nature of the two short- to medium-term bonds is the same, namely a kind 

of transferrable securities. Moreover, the scope of the issuers of CPs and MTNs in the 

interbank bond market are the same as the issuers of company bonds. Therefore, all the 

market participants who seek money in the corporate bond market should be treated 

equally. The PBOC and its delegate, NAFMII, should step out of the state regulatory 

system of corporate bonds.  

In terms of the regulation over enterprise bond market, the NDRC as a general 

administrative body who is in charge of making industrial and price policies is not a 

professional and suitable financial regulator.46  As mentioned above, the transfer of 

regulatory power from the central bank to the NDRC was driven by the institutional 

evolution of the financial regulatory system during the early 1990s. At that moment, 

there was no independent and professional regulator of the Chinese securities market. 

                                                             
44 The Law of the People’s Bank of China (2003 revision), art 4. 
45 Haiqing Deng and Xi Chen, Reforming the Central Bank: The Top-level Design of the Chinese Financial 
System in the New Normal (Social Sciences Academic Press 2015) 248. 
46 This problem exists not only in the regulatory system of the corporate bond market, but also the regulation of 
China’s private equity market. See Chi Zhang, ‘Towards a Collective Regulatory Systems of Private Equity Funds 
in China: Legislative Progress and Political Challenges’ (2019) 30 (1) European Business Law Review 183. 
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After the establishment of the CSRC in 1998, this situation actually changed. At present, 

the CSRC’s experience in regulating the issuance of corporate bonds in the financial 

market is obviously better than that of the NDRC. The CSRC should therefore obtain 

the regulatory power over the issuance of enterprise bonds, by which all the issuers of 

corporate bonds will be treated and supervised equally by a single regulator, and all the 

activities in the corporate bond market will be regulated by the Securities Law in 

unification. It is irrefutable that the unification of regulatory power in China’s corporate 

bond market will cut down the compliance and regulatory costs in China’s capital 

market considerably. However, the prioritised position of SOEs in the Chinese capital 

market may be an essential barrier to such an institutional change.  

Finally, as regards financial bonds, their regulatory system should be optimised 

as well. Firstly, it is proper to allocate the regulatory power of issuing financial policy 

bonds to the PBOC, since the three policy banks only provide loans to specified projects 

such as infrastructure or urban development. The central bank should control the 

aggregate value of debt at a national level in a timely manner. The liquidity of 

commercial banks is directly supervised by the China Banking and Insurance 

Regulatory Commission (CBIRC) who will be able to ascertain the gross risk in the 

banking industry. It is therefore more appropriate and efficient to allocate the regulatory 

power of issuing commercial bank bonds to the CBIRC instead of the PBOC. What’s 

more, again, the legal issues regarding transacting financial bonds should be governed 
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by the CSRC, as the legal nature of both financial policy bonds and commercial bank 

bonds are securities which naturally fall within the jurisdiction of securities law.47  

 

6. Conclusion 

This work focused on the origins, evolution and impact of the segmented regulatory 

system of China’s bond market. Although the national administrative system reform in 

recent years is moving towards a unified regulatory system of financial markets, the 

unification of corporate bond markets in China still has a long way to go. It can been 

seen that the formation of a segmented regulatory regime is very closely related to the 

natural advantage and supreme position of the central bank in financial regulatory 

bureaucracy. Specifically, the central bank was the single regulator in the early stages 

of the Chinese financial market and it has overwhelming political power to keep its 

control over the enterprise bond market. Additionally, China’s SOEs were always 

prioritised by the regulatory bodies through the economic reform in the past forty years, 

which has been an unshakable political principle in the process of financial system 

reform. The central bank and the NDRC successfully defeated the regulatory expansion 

of the CSRC in the corporate bond markets by particularly highlighting the particularity, 

priority and economic security of SOEs. The establishment of the public securities 

market and the promulgation of the securities law during the 1990s justified the ‘equal 

protection’ of both SOEs and non-state-owned firms, which became the primary 

                                                             
47 According to The Opinions on Further Strengthening Enforcement of the Bond Market (December 2018) which 
was issued by the PBOC, CSRC and NDRC, it has clarified that the exclusive power of enforcement and punishment 
in China’s bond markets is in the hands of CSRC. However, under the existing segmented regulatory regime, whether 
the CSRC’s enforcement activities in each sub-market will be effective and efficient, it is subject to the co-operation 
between the regulators.   
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responsibilities of the CSRC. However, this was also regarded as a potential threat to 

the prioritised position of SOEs in the Chinese capital market. The credit of privately 

owned companies is doubted by the regulator. Therefore, although commercial papers 

and medium-term notes as new debt-financing instruments was innovated in the early 

2000s, the issuance of the two kinds of bonds is still indirectly regulated and 

administered by the central bank. Again, the ‘equal protection’ principle of the CSRC 

is avoided. By contrast, it is obvious that the regulatory reform of financial bonds and 

government bonds is not as difficult as corporate bonds, and the coherence within the 

administrative system of each is better than corporate bond regulation. This is because 

conflicts between state-owned capital and privately owned capital in the banking 

industry and national treasury system are much less intense than in other areas in 

China’s financial system. Overall, it may not be inappropriate that equal treatment of 

the financing activities of the private sector and SOEs is the prerequisite and foundation 

for unification of China’s bond market regulation. 
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