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Abstract. Local government debt is the debt formed by local governments to
raise funds for infrastructure projects, including direct borrowing, arrears bond
guarantees, etc. Its scale depends on the decision-making and management effi-
ciency of local governments. It plays a key role in driving regional economic
development, improving public services, improving lives, and responding to
crises. Through debt financing, local governments have accumulated high-
quality assets and consolidated the economic foundation. It is necessary to
deeply analyze its potential problems and put forward feasible improvement
suggestions to promote the scientific adjustment and growth mode transfor-
mation of local economic and social development.
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1 Introduction

1.1  Research Background

Government debt maintained a normal market cycle, indicating a sound economic
structure. If the speed of the principal and interest cycle is fast, the debt project runs
well and the regional economy is vigorous!!l; On the contrary, it is a big challenge in
China's macroeconomic development if the local government has been in debt predic-
ament for a long time. Since 2010, the government has launched several stimulus
policies to fight the financial crisis, including the sale of local government bonds, but
the implementation of the process has been plagued by problems, resulting in a rapid
rise in debt. In the economic downturn, some local governments, to maintain growth,
resorted to credit expansion and abuse of financing tools, which further aggravated
fiscal risks and affected economic stability. At the same time, China's land manage-
ment law stipulates that the ownership of state-owned land belongs to the central peo-
ple's government, and local agencies have no right to handle it without authorization.
As a local economic resource, the liquidity of local government credit debt reflects
regional economic vitality. If the local government cannot return the cost, then the
economic development lags. Therefore, the issue of local government debt needs to
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be given great importance to properly control the scale of debt to ensure stable eco-
nomic operation.

1.2 Relevant Theories

Local government debt in a region is a key part of regional economic resource regula-
tion, which has regional, correlation, and systematic characteristics, and has attracted
much attention with the deepening of regional economic development!?. This paper
aims to explore the deep relationship between local government debt and regional
economic growth and promote efficient use of resources. Local government debt is
divided into explicit debt and implicit debt. Explicit debt includes loans from foreign
governments and international financial organizations, official loans, and other out-
standing payments, such as unpaid wages and pensions. Hidden debt covers the for-
eign debt guaranteed by local governments, the bad debts of local financial institu-
tions, the shortage of social security funds, etc. These debts are hidden lack of effec-
tive monitoring and management mechanisms, and have become the main source of
local government debt risks. Therefore, it is necessary to strengthen debt management
and promote capital control strategies to realize efficient utilization and development
of regional resources.

1.3 Research Status

Recently, the Ministry of Finance announced the relevant statistical information on
the issuance of local government bonds and debt balances in various provinces and
cities across the country in October 2023. By the end of October of the same year, the
total debt balance of local governments across the country had reached a staggering
40,101.1 billion yuan, which exceeded the 40 trillion mark for the first time. Since the
phenomenon of economic downward pressure appeared in recent years, the active
fiscal policy has been significantly strengthened, and its concrete embodiment in-
cludes increasing the ability of local governments to bear bonds and expanding the
scale of government investment. The result of this policy has been a sharp rise in local
debt.

According to data released by the Ministry of Finance and other authorities, as ear-
ly as 2013, the total debt of local governments in China exceeded 10 trillion yuan for
the first time. By 2019, this figure had further jumped to 20 trillion yuan (roughly
equivalent to 21.3 trillion yuan); Wait until 2021, and cross a higher threshold, break-
ing through 30 trillion yuan (about 30.5 trillion yuan); and this year, it has broken a
new record of 40 trillion yuan®®!,
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Fig. 1. 2017-2023 The total debt of local governments nationwide(Original author).

2 The Main Reasons for the Formation of Local
Government Debt and Its Advantages and
Disadvantages

2.1 Main Reasons

2.1.1 Run-in Heading in Bold

Local governments adopt the active debt strategy in land finance, partly because of
the unclear property rights of urban state-owned land and the imperfect distribution
mechanism of rights and interests. While the Land Administration Law places state-
owned land ownership under The State Council, it does not clearly define the powers
of local governments, giving them flexibility to exercise land ownership and weaken-
ing the authority of the central government. The land income distribution system is
unbalanced, and the proportion of local government income is large, which encour-
ages local government to use land policy to maximize economic benefits™.

2.1.2 Root Causes

Since China has deepened the reform of the financial system and implemented the
tax-sharing system, fiscal power has been significantly strengthened and promoted.
However, it is also worth paying attention to that the administrative power has also
shown an unusually serious downward pressure in the process of decentralization,
resulting in an extreme imbalance in the distribution of financial power and adminis-
trative power, so that the expenditure responsibility has gradually been pushed down
to a lower level of government.
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2.1.3 Underlying Factors

In the region suitable for urbanization development, the operation mode of local
government which plays a leading role, and the various restrictive factors in its finan-
cial investment system constitute the deep root cause for local government to adopt
various obscure methods to raise and use debt under the special background of dual
roles.

2.2 Advantages and Disadvantages of Local Government Debt

2.2.1 Advantages

There are many benefits to giving local governments the right to issue bonds,
which will be explored below. First and foremost, whether local governments aim to
promote economic prosperity within their jurisdiction or contribute to the prosperity
of the country, they need funds to support them, otherwise, these goals are utopian.
However, giving local governments the right to issue debt is a pretext to raise funds in
another way. After the government can gather enough funds, it can not only solve the
dilemma of insufficient local government finances but also help achieve the purpose
of concentrating financial resources to do big things.

2.2.2 Weaknesses

Despite the continuous innovation and progress of The Times, to further improve
China's political operation system and ensure the sustainable and healthy development
of China's investment environment, China's Budget Law explicitly prohibits local
governments from borrowing, which undoubtedly hindered the idea of local govern-
ments issuing bonds. Therefore, the introduction of the regulation has brought great
challenges to local governments, and it also indicates that the road of local bond issu-
ance still needs to be tempered.

3 Problems Faced by Local Government Debt and
Countermeasures

3.1  Existing Problems

3.1.1 The Scope of Government Debt is Huge and the Proportion Distribution is
Unbalanced

At present, our country is in a critical period of economic transformation, and huge
capital is of critical importance to economic growth, social progress, and poverty
eradication®]. To meet the financial needs brought about by rapid economic develop-
ment, officials in many places have adopted high debt measures, resulting in the scale
of local debt rising year by year. Faced with the pressure of debt repayment, local
governments often borrow new debt to repay old debts, and the scale of debt has ex-
panded rapidly. Governments in some regions have staggering debts and a heavy debt
burden, which is prone to deep-seated economic and social problems.
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3.1.2 Local Government Debt Monitoring and Supervision Measures Lack Rigor

There are many types of government debt and complicated issuance methods, so it
is difficult to accurately measure statistics. The financing responsibility of local gov-
ernments is scattered in multiple departments, and the lack of unified monitoring and
management leads to the ambiguity and diversification of mortgage subjects. Lack of
reasonable planning adjustment and wise debt strategy, long-term stranded assets,
serious waste of resources, inefficient use of debt funds.

3.1.3 The Current System for Assessing and Appointing and Removing Officials is
Unreasonable

Recently, in terms of China's political performance evaluation, key indicators such
as GDP fixed production, and investment have always dominated. However, we have
failed to build a reasonable, scientific, and systematic evaluation mechanism for civil
servants, so that the official performance evaluation system cannot achieve fairness
and fairness. In this context, the promotion of leading cadres is often closely related to
a series of quantitative indicators. The concept of "economic growth as the leading"
has prompted some leading cadres to regard the rapid growth of GDP as the only
basis for measuring work achievements and political achievements, and thus blindly
pursue the rapid growth of GDP.

3.2  Corresponding Measures for Local Government Debt

3.2.1 Clearly Delineate the Division of Expenditure Responsibilities Between the
Central and Local Governments

According to the benefit scope of public goods, the central government is respon-
sible for public goods nationwide, and local governments are responsible for public
goods in specific regions. When responsibilities are unclear, they shall be allocated
according to the principle of administrative management. We will divide spending
responsibilities between the central and local governments, improve the fiscal man-
agement system, and prevent new debt. At the same time, the precise division of tax
rights, and currency turnover tax should not be levied by local governments, slow
turnover tax such as real estate tax belongs to local governments.

3.2.2 Delineate the Division of Expenditure Responsibilities Between the Central
and Local Governments

According to the benefit scope of public goods, the central government is respon-
sible for public goods nationwide, and local governments are responsible for public
goods in specific regions. When responsibilities are unclear, they shall be allocated
according to the principle of administrative management. We will divide spending
responsibilities between the central and local governments, improve the fiscal man-
agement system, and prevent new debt.
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3.2.3 Strengthen Local Financial Resources

To solve the problem of local government debt, we need to vigorously develop the
local economy, strengthen financial resources, and ensure the steady growth of fiscal
revenue. We will strengthen local financial resources, select appropriate industries,
optimize the industrial structure, promote agricultural industrialization, and develop
the tertiary industry to lay a solid foundation. At the same time, local governments
should determine the main tax types, expand new tax sources, and ensure the core
position of tax revenue in the fiscal revenue.

3.2.4 Improve the Evaluation Mechanism for Officials

The top priority is to start with the rationality of the assessment content, combine
individual and departmental assessment, take into account internal and external evalu-
ation, and fully grasp the performance of officials. It is necessary to adopt scientific
and reasonable performance evaluation standards, establish a system with public ser-
vices as the core, redesign the official selection system, and promote the new ap-
pointment model. For example, debt reduction should be taken as an important indica-
tor of official assessment, as a "performance project" during the term of office, and
their debt management performance after the end of the term can be used as a key
basis for selecting new officials.

4 Conclusion

To properly deal with the problem of local government debt, it is necessary to deeply
analyze its causes, prevent it from the source, promote the healthy development of the
local economy, and realize wealth accumulation. A good resource allocation strategy
requires subtle adjustments to local government debt and the external environment.
For example, in the stage of new economic revitalization, a city adopts targeted debt
investment strategies, establishes a scientific and reasonable regulation and manage-
ment mechanism, increases the scheduling and management of debt resources, ex-
plores the advantages of the integrated regulation and management system, builds a
strict and sustainable local government debt operation system, realizes the target of
fund deployment, and promotes regional economic development.
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