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Abstract

In the context of the market economy, the rigid payment model of bonds is gradually being broken
down because of its many drawbacks, such as increasing the risk of local government debt, jeopard-
izing fair competition in the market and affecting the long-term interests of investors. The provin-
cial contagion effect of bond defaults in anticipation of implicit government guarantees also re-
quires that bond creditworthiness be differentiated from the level of local finances. As a result, the
rigid payment model, which is based on the implicit government guarantee, needs to be withdrawn
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from the market. However, the special public interest attributes of SOEs lead to the fact that they
cannot easily go bankrupt and close down, and SOE bond defaults still require government bailouts.
In the context of not giving up government bailout, the introduction of market-based default han-
dling mechanism can benefit the economic market development. Optimizing the mechanism for
dealing with SOE bond defaults should be regulated by strengthening bond issuers’ information dis-
closure obligations and adopting a market-based credit mechanism. To replace the government’s
implicit guarantee with a market-based credit mechanism, the introduction of a third-party guar-
antee mechanism, the incorporation of ESG information into the risk early warning system, and a
smooth bond exit channel should be chosen.
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