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Abstract

As the primary participants in financial capital markets, public investors have always been a crucial
source of funding, serving as the core pillar and fundamental driving force behind the operation of the bond
market. They play the most direct role in influencing the risk premiums of credit bonds. However, due to
their limitations in knowledge, skills, experience, and risk-bearing capacity, public investors are also the
most vulnerable group in the capital market, necessitating heightened protection. In the early stages of
capital market development prior to 2015, corporate bond defaults were often resolved through government
bailouts or the use of public resources. This soft-landing repayment approach fostered a "rely on the
government in times of trouble" mentality among public investors, weakening their awareness of market
risks. Consequently, public investors pursued high yields while disregarding the default risks of
bond-issuing enterprises—a practice that severely violated fundamental economic principles and distorted
the pricing mechanism of the bond credit market. In response, the 2015 Administrative Measures for the
Issuance and Trading of Corporate Bonds introduced stricter regulations on public investor participation. It
classified bond investment eligibility for public investors based on credit ratings, explicitly stating in
Article 18 that only corporate bonds with a AAA credit rating could be held by public investors. Since then,
public investors have engaged in bond pricing under a risk-bearing framework. However, the extent of their
influence on bond risk premiums and the implied default risks remains a subject for further research. Such
research will not only help investors participate more actively in the bond market but also promote the
continued marketization and diversification of the bond market.

This study is grounded in information asymmetry theory, principal-agent theory, investor behavior
theory, and investor protection theory. Using a sample of corporate bonds issued between 2010 and 2022,
we examine the impact of public investors’ shift to a risk-bearing participation model—implemented under
the 2015 Administrative Measures for the Issuance and Trading of Corporate Bonds—on bond default risk.
The findings reveal that public investor participation significantly reduces corporate bond default risk. This
effect is achieved through a triple-channel mechanism involving bond information enhancement (via
covenant terms and guarantees), financial information enhancement (through operational stability), and
financial intermediary enhancement (via audit quality and underwriter reputation). Heterogeneity analysis
further indicates that the effect is more pronounced in regions with developed financial markets, robust
legal systems, and strong media oversight, as well as among firms with lower financing constraints and
non-state-owned enterprises. These conclusions provide meaningful implications for fostering a more
market-oriented and diversified bond market while encouraging more active and effective participation by
public investors.

This study makes three significant contributions to the field of public investors and bond markets:



First, it innovatively develops a quantitative measurement method for public investors by designing
operational indicators based on the access criteria specified in the Administrative Measures, thereby
overcoming data availability constraints and establishing a viable approach for large-sample research on
public investor participation. Second, employing a difference-in-differences model, it evaluates the policy
effects of bond market reform and demonstrates the positive role of the risk-bearing principle in reshaping
market pricing mechanisms, which facilitates the establishment of a "seller diligence, buyer responsibility"
operational paradigm in the bond market. Finally, through a three-dimensional analytical framework
encompassing "bond information, financial information, and intermediary information," the study reveals
the differential impacts of various information types on investment decisions, providing targeted insights
for optimizing information disclosure. By methodologically addressing the measurement challenges of
public investors, theoretically deepening the understanding of investor behavior, and practically offering
scientific evidence for regulatory authorities to improve investor protection systems, this research breaks
through the limitations of institution-centric investor studies and supports the construction of a multi-tiered
investor protection framework.

Key words: Public investors; Bond default risk; Risk-bearing principle
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