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Abstract 
Bond financing is one of the main direct financing channels in China, which plays an 
irreplaceable role in China's financial market. As an important part of the bond market, 
credit bonds have developed rapidly in the past few years. However, there is an obvious 
information asymmetry between the issuers and investors of credit bonds, thus, it is easy 
to produce the problem of adverse selection. That is the reason why the bond credit 
rating agencies show up in the market. Although the China's credit rating agencies have 
developed and improved in recent years, there are still some problems. In terms of the 
problems that the bond rating results cannot be subject to binding supervision, which 
are easy to be affected by the issuer, this paper analyzes and discusses the solutions 
through the studies on promotion of the rating agencies reform and requirement of the 
intervention of third parties. 
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1. Introduction 

In the study of the rating quality of China's credit bonds and the main problems existing in 
China's credit rating system by Liu Shiyuan (2013), she indicates that China's bond market has 
made great progress in infrastructure construction, bond varieties, trading subjects and scale 
in recent years, but the improvement of bond credit rating system lags behind obviously, such 
as the weak foundation of rating industry, low access threshold, too many rating agencies and 
the lacking credibility of credit rating results, which restricts the development of credit bond 
market to a great extent [1].  
Cai Hao and Wu Xuemei explain the Notice on Promoting the High-quality and Healthy 
Development of Credit Rating Industry in the Bond Market (Exposure Draft) jointly issued by 
five departments on March 28, 2021, which strengthens the requirements of the credit rating 
industry from standardization, independence and quality control on the basis of improving the 
quality of credit rating, focusing on improving the quality and competitiveness of China's credit 
rating to promote the healthy development of the credit rating industry to better serve the bond 
market [2]. 
Ma Xinya (2018) points out that the development of credit rating industry is becoming more 
and more important as the bond market increasingly becoming the main financing channel in 
China's capital market. With the accelerating process of opening-up, the main problems of bond 
market rating business are found out through the contrastive analysis of the credit rating 
development status at home and abroad. Through combining the experience of rating in 
developed countries and the characteristics of domestic financial intermediary service system, 
the payment structure can be further changed, strengthening market forces and weakening 
rating dependence, so that the credit rating agencies can give full play to their role in the bond 
market [3].  
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2. Current Situation and Problems 

2.1. Development Status of Credit Rating Industry 
2.1.1. Overview of Development of Credit Rating Industry in China 
The development standard of bond credit rating industry is closely related to the development 
of bond market. Since the emergence of the credit rating industry in 1987, a large number of 
domestic credit rating agencies have shown up with the demand for corporate bond rating. 
There are four stages of the development of China's credit rating industry over the past few 
decades:[4]. 
(1) Beginning Stage (1987-1991) 
In 1987, the Interim Regulations on Administration of Corporate Bonds was promulgated, and 
The People's Bank of China and the State Commission for Restructuring the Economic System 
required the establishment of credit rating agencies. Therefore, a large number of credit rating 
agencies emerged based on this condition, but most of them were established by the relevant 
departments of The People's Bank of China.  
(2) Exploratory Stage (1992-2000) 
In 1992, the Notice of the State Council on Further Strengthening the Macro Management of 
Securities Market was issued in China's bond market. Besides, China clearly proposed to take 
the bond credit rating as a necessary procedure for the approval of bond issuance. Therefore, 
the expansion and development of the bond credit rating market can be effectively promoted 
to increase the capacity of the whole bond market. 
(3) Initial Development Stage (2000-2004) 
In 2000, the central economic work conference was held to propose the corresponding plan of 
the "Tenth Five-year Plan", which aimed to speed up the establishment of a sound social credit 
investigation system. Since then, the function and role of credit rating in the credit investigation 
system has gradually been recognized by the market and known by the public. 
(4) Rapid Development Stage (2005-present)[7] 
Then it came to the year of 2005. With the development of the bond market, short-term 
financing bonds were born (resulting in a new credit rating). After that, the varieties of the bond 
market continued to innovate with a number of new bonds such as medium-term notes, 
corporate bonds, collective bonds and city bonds emerged one after another, which stimulated 
new vitality in the bond market. 

2.2. Development of Credit Rating Business in China's Bond Market 
2.2.1. Continuously Rapid Development of the Bond Rating Business 
In terms of various bond varieties, interest rate bonds such as treasury bonds and local 
government bonds, bills of People's Bank of China and policy bank bonds issued a total of 3.93 
trillion yuan. While the total issuance of non-policy financial bonds such as commercial bank 
bonds and subordinated bonds of commercial banks was 0.76 trillion yuan. Traditional credit 
bonds, including term commercial paper, medium-term notes, enterprise bonds and corporate 
bonds, issued a total of 3.31 trillion yuan. Various types of bonds are abundant with the 
expanding market scale. 
 
 
 
 
 
 



Volume 3 Issue 4, 2022 

DOI: 10.6981/FEM.202204_3(4).0009 

62 

Frontiers in Economics and Management 

ISSN: 2692-7608 

Table 1. Bond Issuance 
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100 

Issuance 
scale (100 

million yuan) 

 

13632.

8 

 

1045.
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894.8 

 

3453.37 

 

5000.3

8 

 

758.92 

 

37.02 
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8 

Data source: Wind Information, Brilliance Rating. 
2.2.2. Steady Growth of Bond Rating Revenue 
According to the data, the market scale of China's rating agencies had increased from 2.01 
billion yuan in 2015 to 1.6 trillion yuan in 2021. The credit degree of China's capital market has 
been continuously strengthened. It is expected that the market scale of China's rating agencies 
will expand to 15.23 billion yuan in 2024. 

2.3. Problems of Credit Securities Rating in China 
2.3.1. Bond Rating Results are Easily Affected by Issuer without Binding Supervision 
(1) The rating results cannot be tested by default rate 
In terms of international practice, the standard for the accuracy of rating results is mainly 
verified by the default rate of bonds[9]. Foreign countries mainly adopt the historical default 
rate to test the rating quality of rating agencies, but the premise is that there are sufficient 
historical data. In general, the rating results of foreign reputable rating companies are 
positively correlated with the default rate. While the development experiences of China's credit 
bond market are relatively few, and only enterprises with high credit can finance in the bond 
market. In addition, the government protect enterprises, so, there are relatively few enterprises 
in breach of contract. Therefore, there are little historical data, which makes it difficult to verify. 
(2) The ratings given by different rating agencies vary greatly 
Because different rating agencies have different rating assumptions, rating methods and rating 
models, the final results will be various, the correctness of which should be tested by the market. 
However, when there is an unreasonable phenomenon in China's domestic bond market, due 
to an issuer has been tracked and rated by one rating agency before, it will create the illusion 
of improving the credit rating of the issuing enterprise if the rating agency is replaced halfway, 
which makes the new rating agency give a higher rating than the previous agency. 
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3. Causes and Analysis 

3.1. The Lagging Development of the Bond Market has Low Requirements for 
Rating Agencies 

Some problems, such as the relatively short development process of domestic bonds, the strong 
government protection and the lacking historical data, make it difficult for rating agencies to 
verify by the default rate. Moreover, China's domestic bond has lacking scale, market share and 
voice, as well as the various systems and regulations of the bond market are not perfect and 
unified, thus, the access threshold for rating agencies is low, making the credibility of credit 
rating low and also making the bond market gradually lose its market recognition and influence. 

3.2. Issuer Payment Model and Vicious Competition in Rating Industry 
The fees charged by rating agencies come from the issuer[6], which are only charged after the 
issuer's bonds are successfully issued. Therefore, rating agencies are easy to give rating results 
conducive to the issuance for benefits. Besides, compared with the three major international 
rating agencies, domestic agencies need to compete for resources and business in various 
markets, causing chaotic and falsely high market rating results.  

3.3. Weak Supervision and Low Rating Transparency 
China's major rating agencies still have problems such as inconsistent regulatory standards, 
which hinders the healthy development of the credit rating industry. With the low transparency 
of domestic rating standards, procedures and methods, the access threshold of bond investors 
to the domestic bond market becomes vague. Bond investors do not understand the market, 
and even have a wrong understanding under the improper rating results, so that the rating 
results and behavior of rating agencies will lack binding force. 

4. Methods and Suggestions 

4.1. Vigorously Develop the Bond Market and Push the Reform and Innovation 
of Rating Agencies 

Stock market and bond market can jointly develop from the stock market, and then it can 
stimulate the driving the development force and vitality of the bond market, so as to promote 
the marketization and standardization of corporate bonds and strengthen internal 
communication between domestic and foreign rating agencies. With the foreign developed 
rating experience and China's actual situation, it can further promote the development of 
China's domestic bond rating market in a benign direction through actively development of the 
corporate bond rating system. 

4.2. Speed up the Involvement of Third Parties and Promote Benign 
Competition in the Bond Market 

The government as the third-party can intervene to block the direct contact between bond 
issuers and rating agencies, so as to reduce conflicts of interest. It can also appropriately reform 
the issuer payment mode in which the issuer pays after rating, encouraging the mixed charging 
mode. The government participation in the cycle can guide the development of the rating 
market, separating the main business and auxiliary business of rating agencies, so as to avoid a 
vicious cycle. Finally, rating agencies should constantly restrict and control their own behavior 
in benign competition. 

4.3. Establish Unified Standards and Improve Transparency and Authority 
The regulatory standards should be unified. The government has properly and strictly 
supervised the corporate credit rating agencies to ban the lifelong rating model[5]. The point 
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of supervision is to improve the transparency of information disclosure, prevent improper 
competition, avoid interest conflicts and strengthen information confidentiality, as well as 
standardize the technology research and development of rating agencies. Rating agencies 
regularly carry out differential rating among themselves to maintain the social credit system. 
The information transparency should be enhanced to prevent and resolve systemic risks. The 
authoritative rating agencies should be cultivated to decouple rating agencies from previous 
supporting agencies with appropriate support, so as to achieve fairness, justice and objectivity 
to improve the corporate responsibility of rating agencies.[8]. 
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