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LGFVs and the Need for a Debt Management Mechanism

LIANG Si'  QIN Fanhan®
(1. Research Institute, Bank of China; 2. School of Finance, University of International Business and Economics)

Abstract Since the rollout of a four trillion yuan fiscal spending plan designed to address the challenges of the 2008
global financial crisis, local governments have set up numerous financing vehicles in coordination with the central
government’s policy response. These platforms have undergone rapid development and become an important source
of funds for localities. Local government financing vehicles (LGFVs) are now an important financing innovation
supporting local infrastructure construction and accelerating urbanization. However, under the background of
increasing pressure on local financial revenue and expenditure, some LGFVs have seen their working capital capacity
decline while debt levels remain high and profitability weakens. This hinders debt servicing and makes obtaining
fresh financing more difficult. This paper proposes a three-step debt disposal strategy in order to establish a long-
term mechanism for addressing local debt risks. It also calls for the establishment of a government debt management
mechanism compatible with the nation’s high-quality economic development.
Keywords Local Government Financial Vehicles, Interest-Bearing Debt, Capital Turnover
JEL Classification H63 H76 L88
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