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Guarantee Without Insurance? Bond Guarantees’ Role as

Lower-Tier Certification in China
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Abstract: Guarantees are an important institutional feature of China’s bond market. However, since
the first bond default in 2014, the market has faced a persistent issue of “guarantee without enforce-
ment,” where guarantors often fail to fulfill repayment obligations. This research finds that bond guaran-
tees help identify firms with poor public information but relatively strong private information, sending a
positive signal that distinguishes them from other low-tier issuers and reducing their financing costs. This
lower-tier certification effect explains why bond guarantees remain widely used despite frequent failures
to provide compensation.
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