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How to Enhance the Liquidity of Corporate Bonds
from a Perspective of Market-maker Bid-ask
Spread : Based on the Behavior of Market Maker
in China’s Inter-bank Bond Market

Ma Yongbo

(Applied Economics Postdoctoral Research Station s Fudan University, Shanghai 200433, China)

Abstract: Based on a full market cycle including bull and bear markets, this paper in-
vestigates the factors influencing bid-ask spreads of credit bonds, and compares the bid-ask
spreads by different types of market makers under different market conditions. It comes to
the conclusions that the liquidity of credit bonds provided by market-makers is insufficient
in general; and small and medium-sized market-makers (excluding foreign banks) perform
better than that of larger ones, and market makers play a limited role in market stabiliza-
tion as a whole. The reasons lie in not only micro-level different risk preference of market
makers, but also the lack of effective market layers and corresponding incentive measures
and constraint mechanisms within the market maker system. In order to improve the lig-
uidity of corporate bonds, it provides suggestions such as the promotion of the inter-bank
market stratification, the enhancement of the linkage of the primary and secondary bond
markets and the advancement of the interconnection of the exchange and inter-bank bond
markets.

Key words: market-maker system; ask-bid spread; liquidity; interbank bond market
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