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Abstract: Frequent default events have emerged since 2014, which may lead to the deterioration of liquidity in China’s credit
bond market when credit risks accumulate. Based on the sample period from 2014 to 2019, this paper empirically investigates
the contagion effects of credit bond defaults on bond liquidity in the exchange market and interbank market. The findings
indicate that bond defaults exert significant contagion effects on bond liquidity. Firstly, bond defaults have contagion effects
on the bonds issued by the same issuer. When one bond defaults, the liquidity of the issuer’s other unmatured bonds decreases
significantly. Secondly, bond defaults have contagion effects on the liquidity of other bonds in the same industry. When bond
default event occurs, the liquidity of bonds of other issuers in the same industry is significantly reduced. Thirdly, the more
frequent bond defaults are or the more serious default events are, the more bond liquidity decreases; and the impact on private
enterprise bonds is greater than that of state-owned enterprise bonds; the impact of low-rating bonds is greater than that of high-
rating bonds. Finally, in the period of market with intensive defaults or serious defaults, the increase of macro liquidity can
improve bond liquidity.
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