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Local Debt Expansion and the Strategy of Local Government

ZHANG Lu
(School of Finance, Capital University of Economics and Business, Beijing 100070, China)

Abstract: Besides the well-known “Implicit Guarantee” mechanism, whether the local government engage in
raising new debt with some more “active” manipulations? Based on micro data of LGFVs, this paper studies the
“explicit” financial supports from the local government to her financial vehicle surrounding the issuance of
Municipal Corporate Bond. Our study finds: before the first—time bond issuance, the local government significantly
increase state equity transfer to the LGFVs, thus boosting the asset size of LGFV; The LGFVs obtain significant
more land which may include land injection by local government; The local government will “manipulate” the
amount of budget subsidies to help LGFV to meet the “threshold” of bond insurance; Certain types of these
“financial supports” will update LGFV’s credit rating, but have no influence on interest spread. Our findings have
an important meaning for deepen the understanding of operation mechanism of LGFVs and the dynamics of Chinese
local government debt.

Key Words: local government financing vehicles (LGFVs); municaipal corporate bond; local government;
local debt; financial manipulation
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