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Preventing Local Government Debt Risk and Improving
Capital Efficiency
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Abstract: This study analyzes the origin and status of China's local government debt, and its structural
change after the COVID-19 pandemic. Also, it evaluates the effect of local government debt on financial
risk and capital efficiency, especially for implicit debt, and provides regulatory suggestions. It finds the debt
problem didn't deteriorate after COVID-19, but the debt ratio including the implicit part is much too high.
More notably, too many firms and financial institutions are involved, while the capital efficiency of most local
government financing vehicles is low. In the long run, the debt risk is of concern, and the implicit guarantee
should be weakened, while in the short run, drastic changes in local debt financing are unlikely. Risks will not
be dispelled without thorough reform of the fiscal system and the bankruptcy law, alongside a strengthened
financial infrastructure.
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