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How the Market-Making System Supports Bond ETF Liquidity
PENG Licheng
(Derivatives and Trading Department, Industrial Securities Co., Ltd.)

Abstract The market-making system is a key institutional channel for improving liquidity in China's exchange-
traded bond ETF market. Bond ETFs rely heavily on professional traders for liquidity as the underlying bonds trade
infrequently,their valuation mechanism is complex,and there are high barriers on in-kind creation and redemption.
Market makers affect market quality through three mechanisms—trading immediacy,inventory absorption,and
creation/redemption arbitrage—which act on transaction costs, price volatility,and premium/discount deviations.
Descriptive evidence from China's bond ETF market in 2025 shows that products with more market makers tend to
exhibit higher turnover. Among the 77 market-maker addition events,each indicator taken separately moves in the
predicted direction in roughly 51%~58% of events - rising turnover, narrowing intraday amplitude, and converging
premiums/discounts - but only about 13% of events satisfy all three simultaneously, and none of the tests on means
or proportions reaches conventional significance levels. Market-maker reductions are clustered on a few trading days
and therefore do not support statistical inference. Market-makers remain constrained by an unbalanced participation
structure, misalignment between incentives and risk-return profiles, and frictions in cross-market coordination. Policy
priorities include building a multi-tiered market-maker structure, developing an incentive toolkit that covers full-cycle
costs, and systematically reducing cross-market arbitrage frictions, alongside broader market ecosystem development.
Keywords Market-making System, Bond ETF, Market Liquidity, Pricing Efficiency
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