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Research on financial risk transmission mechanism of Local

Government Implicit Debt

Song ke  Meng Yuanyi Yin Lifeng



Abstract: The continued accumulation of local government implicit debts may trigger a debt crisis
and, to a large extent, transmission to the financial system, triggering financial risks. This paper analyzes
the impact and transmission mechanism of local government implicit debts on financial risk based on
data from 268 prefecture-level cities in China from 2012-2018. The results show that the accumulation
of local government implicit debts can significantly transmit and trigger financial risks. The impact of
local government implicit debts on financial risk is more significant in regions with slower economic
growth and higher degree of fiscal decentralization. The intermediary mechanism analysis finds that
local government implicit debts affect financial risk through the channel of banking financial institution
behavior and local government behavior. This paper incorporates the land system, fiscal system and
financial system into a unified analysis framework, and the findings provide useful empirical evidence
and policy-making references for deepening the management of local government implicit debts and
promoting high-quality development in this way.

Keywords: Local Government; Implicit Debt; Financial Risk; Transmission Mechanism



FEARKFERE DA RAT

INTERNATIONAL MONETARY INSTITUTE OF RUC
etk JERTAEEX RN KA 59 531k KE 605 =, 100872  HIE: 010-62516755  HpFE: imi@ruc.edu.cn



