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Hardening Budget Constraints and Improving Local Infrastructure
Efficiency: A Quasi Experimental Study from the Perspective

of Dual Pressures
WANG Qunqun, LI Mingze (Dongbei University of Finance and Economics, 116025)
LIANG Ruobing (Xiamen University, 361005)

Summary: Infrastructure is vital for China’s modernization, but soft budget constraints hinder the
construction efficiency, particularly among local governments below the provincial level. In the face of an
economic downturn, reforming the local debt management system is essential for enhancing the effective use
of debt funds and boosting the development of new quality productive forces. Based on this assessment, the
study conducts a quasi-experiment using a difference-in-differences (DID) method to analyze the external
impacts of debt management reform, focusing on how fiscal and regulatory pressures improve urban
infrastructure efficiency. Empirical results indicate that the reform significantly boosts local infrastructure
efficiency by intensifying fiscal and regulatory pressures on local governments. Mechanism analysis reveals
that cities under greater dual pressures are more inclined to introduce additional public-private partnership
(PPP) projects, effectively addressing issues of local capital misallocation. Furthermore, these cities tend to
scale up new infrastructure investments, ultimately leading to improved local infrastructure efficiency.

The paper contributes to the existing literature in several ways. First, it broadens the research
perspective on the effects of fiscal system reform below the provincial level. While most studies focus on
how “direct provincial governance of counties” affects local fiscal expenditure structure and efficiency, this
paper examines the impact of debt management reform on infrastructure construction efficiency in
prefecture-level cities. Second, it supplements measurement research on local infrastructure construction
efficiency in prefecture-level cities by calculating local government debt data and employing frontier
analysis methods, offering a reference for future studies. Finally, it enriches the understanding of local
debts and the economic effects of local government expenditure structures. The findings reveal that the
reform increases fiscal and regulatory pressures on city governments, encourages social capital
participation, alleviates local capital misallocation, and improves infrastructure construction efficiency. By
emphasizing the internal structural changes in infrastructure investment, the study highlights how dual
pressures from the reform stimulate new infrastructure investment expansion, thus enhancing traditional
infrastructure efficiency.

Keywords: Hardening of Debt Constraints, Fiscal Pressure, Regulatory Pressure, Infrastructure
Efficiency, New Infrastructure
JEL: H63, H74
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