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The Influence of Multi-dimension Promotion Incentives on Local Government
Borrowing Behavior
JIA Jun—xue', ZHANG Xiao-ying', NING Jing’
(1. School of Finance, Renmin University of China, Beijing 100872, China;

2. Institute for Finance and Economics Research, Central University of Finance and Economics, Beijing 100081, China)

Abstract: This paper analyzes the influence and mechanism of multi—dimensional promotion incentives and
transfer payment on local government debt financing, as well as the distortion of local government debt financing
caused by the deviation of “responsibility upward” and “responsibility downward” mechanism and its impact on the
welfare of residents. The results indicate that GDP promotion incentive exacerbates local government debt financing;
fiscal sustainability promotion incentive can curb the expansion of the scale of local government debt but will
inhibit the enthusiasm of local governments to develop the economy; the effect of public service promotion incentive
is not clear. Improving the conversion rate of debt and public investment is not only beneficial to directly curb the
expansion of the scale of local government debt, but also can weaken the expansion effect of GDP promotion
incentive on the local government borrowing behavior. Raising the proportion of local tax sharing leads to the
expansion of local government debt but weakens local government debt expansion caused by GDP promotion
incentive, so does livelihood special transfer payment, as opposed to general transfer payments, while productive
special transfer payment not only promotes local governments to increase the scale of borrowing, but also
strengthens the expansion effect of GDP promotion incentive on the local government borrowing behavior. The study
also finds that only when the local official’s preference is consistent with the residents’, local government’s
optimal debt financing will enhance the welfare of the residents, which means local government debt financing can
be regulated fundamentally when “responsibility upward” and “responsibility downward” mechanism combine
organically. This study is of great significance to optimize and perfect the governance system of Chinese local
government to regulate the behavior of local government borrowing and realize the sustainable development of
Finance and economy.

Key Words: local government debt; multi —dimension promotion incentives; central financial transfer
payment; fiscal sustainability; resident welfare
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