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A Study on the Scale of Local Government Debt in China
LI Daokui (Tsinghua University, 100084)
ZHANG He (CITIC Group Corporation, 100020)
Summary: Local government debt is a significant issue in China’s economic development and poses an
urgent challenge, as it is a main source of systemic risk in the financial system. However, existing literature
has yet to establish definite findings or consensus on the scale, causes, and impact of local government
debt, which need further study. This paper aims to address these gaps by examining the scale, causes, and
consequences of local government debt in China, with a focus on the following three core questions:

First, what is the scale and structure of local government debt in China? By examining cases from
municipalities, this paper analyzes infrastructure project funding structures, identifies local infrastructure
investment and financing patterns, and develops a method to estimate debt levels in local infrastructure
investments. This approach considers the newly added debt, debt repayment, and the practice of refinancing
old debt through new loans, providing a comprehensive view of debt accumulation. In addition to the stock
of infrastructure debt in each province over the years, this paper measures debts related to shantytown
renovation, the land purchase reserve system, and the fields of science, education, culture, and health to
capture the full scale of local government debt. The findings indicate that in 2020, total local government
debt in China was about 85.49 trillion yuan, or about 84.3% of GDP. Of this, about 61.69 trillion yuan was
infrastructure debt, with city investment companies borrowing 46.37 trillion yuan, or about 42.6% of the
total liabilities of local State-Owned Enterprises (SOEs). This high debt level far exceeds the solvency of
local governments and local SOEs, as their available financial resources cannot cover the interest payments,
let alone the principal. Without effective intervention of the central government, sustaining this debt would
be difficult.

Second, why is local government debt so high and what are its essential and institutional causes?
Based on the basic principles of government and economics, this paper constructs a game theory model
from the perspective of the incentive and behavior of local governments. The findings suggest that when
local governments are overly focused on GDP growth while putting insufficient value on the future, they
tend to raise excessive debt in the present, which will undermine their capacity to repay debt and weaken
their ability to finance future investments, ultimately leading to underinvestment.

Third, what is the impact of high local government debt on local economic development? Existing
literature offers mixed and inconclusive evidence on this issue. This paper conducts an empirical analysis
using provincial-level data on local government debt as measured and calculated in the study, leading to
more direct and comprehensive findings. The results reveal that local government debt inhibits economic
growth, as high debt levels act as a drag on investment, leading to a decline in the growth rate of
infrastructure and manufacturing investment. Therefore, addressing the problem of local government debt
requires a comprehensive set of solutions.

Keywords: Local Government Debt, Macro Leverage Ratio, Infrastructure Investment, Government and
Market Economics
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