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Government Bonds and Financial Market in Modern China

DU Xun-cheng

(School of Economics» Shanghai University of
Finance and Economics s Shanghai 200433, China)

Abstract: In modern China, the issue of government bonds opened up a
new era of national savings mobilized by governments and gave an opportuni-
ty to develop capital market. Actually, the bonds had been involved in then
financial market to a certain extent, and became the issue reserve of bank
notes, the security of deposits, the collateral for bank loans, investment
chips in financial industry and the chips of maintaining economic stability;
the bond transactions also promoted the development of securities market in
modern China. However, by econometric analysis. this paper concludes that
the interest rate could not provide a sound explanation of bond prices, show-
ing that government bonds had not been completely integrated into financial
market and bond prices might be affected or restricted by many non-market
factors. Two bond arrangements which occurred in 1921 and 1932 respec-
tively provided great importance for the maintenance of credit and the reduc-
tion in yields of bonds was the return to rationality. And the reform of law-
ful money made governments cast off financial constraints of bonds.

Key words: modern China; government bond; interest rate; financial
market (WAEHREBE 2 W)
(L4 % 36 W) promotion tournaments encourage local officials to allocate
policy-related resources in favor of their administrative achievements. This
paper concludes that, compared to family firms that went public via take-
over, family firms that went public via IPO gain more bank loans., govern-
ment subsidies and tax preference, but serve local economic and social objec-
tives through higher return on assets, over-investment and heavier burden
on employment. It analyzes why local governments are keen about promo-
ting listing of new firms and giving much policy support, providing impor-
tant references for policy formulation aiming to guide the behavior of local
officials in the process of marketization.

Key words: local government competition; family firm; listing approach;

interest transfer between governments and firms (WHESHE B 1)
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