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 Bank of Russia is constantly working to remove restrictions that inhibit growth of 
the bond market: these are measures to reduce administrative, cash and time costs of 
bond issuing, development of exchange and accounting infrastructure, institutions for 
external risk assessment, in particular, in the framework of the reset of the rating 
industry, and mechanisms for providing price information on low-liquid instruments 
(price centers). 

 Bank of Russia identifies barriers to institutional and retail investors. The 
effectiveness of this work depends on the dialogue with the professional community, 
the satisfaction of market participants with changes. That is why Bank of Russia 
prepares for publication a consulting report on further steps to develop the bond 
market. 
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What factors are drivers and barriers to the development of corporate bond 
markets? 

 Is an improvement of the quality of institutions always an advantage to 
attract debt in LCY corporate bond markets? 

What should be the state policy to stimulate the development of LCY 
corporate bond markets? 

 

 

Goal of the study: to identify macroeconomic and institutional 
determinants and barriers to the development of LCY corporate bond 

markets across a wide cross-country sample 

Motivation and Goal of the Study 



Directions for the Study of Development of Bond Markets 

 

Identifying institutional determinants 
of the development  

of LCY corporate bond markets 
 

Eichengreen and Luengnaruemitchai, 
2004; 

 Burger and Warnock, 2006;  
Claessens et al., 2007; 

 Guscina, 2008; 
 Berensmann et al., 2015;  

Park, 2016 

Analysis of the impact  
of macroeconomic  factors  

on the development  
of LCY corporate bond markets 

 
Eichengreen et al., 2006; 

 Burger and Warnock, 2006; 
 Fidora et al., 2007;  

Forslund et al., 2011;  
Batten et al., 2012; 

 Bhattacharyay, 2013 



Specifics and Contribution of Our Research 

  Focus on the fast-growing segment of LCY corporate bonds 
 

 Consideration of a wide range of macroeconomic and institutional 
factors and investigation of their influence on the development of LCY 
corporate bond markets 

 

 Applying multifactor regressions and the Generalized Method of 
Moments (GMM) to deal with the problem of potential endogeneity 
of variables 

 

Applying logit and probit models to reveal the impact of 
macroeconomic and institutional factors on the level of development 
of LCY corporate bond markets (outstanding volume in GDP) 

 

Consideration of non-linear factors 



Research Hypotheses 

 Hypothesis 1. Macroeconomic and institutional factors have a 
significant impact on the share of LCY corporate bonds in the total 
volume of new corporate bond issues 
 
Hypothesis 2. Macroeconomic and institutional factors have a 
significant impact on the level of development of LCY corporate bond 
market (outstanding volume in GDP) 
 
The dependent dummy is equal to 1, if the volume of LCY corporate 
bonds outstanding (% GDP) is greater than the median value for this 
year for all countries 



Description of Variables 

 Dependent Variables 

lcy_new_bonds Share of LCY corporate bonds in the total volume of new issues (%) 

bondmarket Dummy =1 if the volume of LCY corporate bonds outstanding (% GDP) is 

greater than the median value for this year for all countries; =0 otherwise 

Explaining Variables 

ln_mc Logarithm of market capitalization (mln USD) 

cur_usd Change in local currency rate (USD / units of LCY) for a given quarter, % 

gdp_growth Annual rate of real GDP growth for a given quarter (in comparison with 

the same quarter of the previous year) 

inflation Inflation rate (CPI), the average value for the three months of a given 

quarter  (%) 

inflation_stab Difference between the values of inflation for the current and previous 

quarters 

dyear Dummy of the global financial crisis of 2008-2009 

next11 Dummy of the country’s belonging to the Next 11 group (1 – yes, 0 – no) 



Description of Variables 

 ief Index of Economic Freedom by Heritage Foundation 

ipr Index of Property Rights Heritage Foundation  

ichr Human Development Index (United Nations Development Program) 

polit Indicator of Political Stability and Absence of Violence by World Bank 

gover Indicator of Government Effectiveness by World Bank 

regul Indicator of Regulatory Quality by World Bank 

rule Indicator of Rule of Law by World Bank 

corrup Indicator of Control of Corruption by World Bank 

rating_SP Change in sovereign credit rating by S&P 

(0 – no change, +1 – an increase, -1 – a decrease) 

rating_Fitch Change in sovereign credit rating by Fitch 

(0 – no change, +1 – an increase, -1 – a decrease) 

rating_ 

Moodys 

Change in sovereign credit rating by Moody’s 

(0 – no change, +1 – an increase, -1 – a decrease) 



Econometric Models 

 For testing the Hypothesis 1: 
- Models with Random Effects 
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Econometric Models 

 For testing the Hypothesis 2: 
- Logit-models 

- Probit-models 
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Descriptive Statistics on the Sample 

 We consider a balanced panel for 28 countries and 44 quarterly periods  
(from 2006 to 2016), with the focus on the Next 11 group of countries. 

Variable Mean Median Stand. Deviation 

lcy_new_bonds 0,64 0,74 0,32 

ichr 0,76 0,76 0,13 

polit -0,21 0,02 1,00 

gover 0,55 0,37 0,90 

regul 0,51 0,40 0,89 

rule 0,37 0,10 0,96 

corrup 0,29 -0,01 1,04 

cur_usd -0,01 0,00 0,05 

ln_credit 4,27 4,49 0,72 

gdp_growth 0,03 0,03 0,04 

inflation 0,05 0,04 0,04 

inflation_stab 0,00 0,00 0,01 

ln_mc 4,15 4,10 0,92 

rating_SP -0,02 0,00 0,18 

rating_Fitch -0,01 0,00 0,21 

rating_Moodys 0,01 0,00 0,23 

ief 64,59 62,75 11,00 

ipr 55,00 50,00 24,95 



 

Results (Testing Hypothesis 1). Models with Random Effects 
(Dependent Variable – lcy_new_bonds) 
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Results (Testing Hypothesis 1). GMM-Models 
(Dependent Variable – lcy_new_bonds) 

 



Results of Testing Hypothesis 1. Conclusions 

  In case of a relatively undeveloped stock market, the demand for new issues 
of LCY corporate bonds is low, but as the stock market develops, the demand 
for new issues of LCY corporate bonds grows. 

 An increase in sovereign credit ratings gives an incentive for companies to 
enter the national bond market. 

 In case of increasing inflation, national companies tend to issue more LCY 
corporate bonds. 

 Impact of most institutional factors is similar, non-linear and is described by 
U-dependence: in case of undeveloped institutions, initial improvements in 
their quality reduce the share of LCY corporate bonds in the total volume of 
new issues. After reaching a certain level of institutional development, their 
influence on the issuance of new LCY corporate bonds becomes positive.  

For the Next 11 countries improvement of quality of institutions provides 
more significant incentives for growth of the share of new LCY corporate bonds. 



Results (Testing Hypothesis 2). Logit and Probit Models 
(Dependent Variable – bondmarket) 

 



Results of Testing Hypothesis 2. Conclusions 

  In case of a relatively low level of institutional development, improvements in 
institutional quality slow down the development of LCY corporate bond market 
(outstanding volume to GDP). But starting from a certain level, the influence of 
institutional quality becomes positive: the outstanding volume of LCY corporate 
bonds (% GDP) grows at a faster rate. 

During the crisis periods, the probability that the corporate bond market will be 
more developed decreases. At the same time, institutions give the national bond 
market incentives for growth and help to beat competitors. 

 A developed stock market slows down the development of the bond market. 

 An increase in sovereign credit ratings reduces the probability of outstripping  
development of LCY corporate bond market. 

Belonging to the Next 11 group provides incentives for growth of the  
outstanding volume of LCY corporate bonds (% GDP). 

 GDP growth positively affects the outstanding volume of LCY corporate bonds 
(% GDP). 


