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Market Functions and Mechanisms of Standard Bond Forwards — An Empirical Analysis Based on
Issuance Gain, Price Discovery and Interest Rate Transmission
ZHANG Lei DAIJun CAIYue CHENG Tianyi
(Business Department I, Shanghai Clearing House)

Abstract Interest rate derivatives are fundamental market-oriented instruments for smoothing the transmission
of policy rates and hedging against bond interest rate volatility risks. In recent years, central counterparty clearing
standard bond forwards linked to policy financial bonds (PFBs) have witnessed rapid development. Empirical findings
in this paper show that central counterparty clearing standard bond forwards generate issuance gains for policy
financial bonds issued by Shanghai Clearing House, and exert a unidirectional leading effect on price volatility of
sampled policy financial bonds. Following greater activity in the standard bond forward market, both the speed and
magnitude of transmission from market benchmark rates to policy financial bond yields have increased. Finally, this
paper puts forward policy suggestions from perspectives including diversifying product offerings, improving service
functions and leveraging the risk management advantages of central counterparty clearing.
Keywords Standard Bond Forwards, Monetary Policy Transmission, Central Counterparty Clearing
JEL Classification E44 GI13 G28
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