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Transfer Payment and Local Government Debt Financing in China
ZHANG Fan, MENG Lei, MAO Jia-ying

(School of Public Finance and Taxation, Zhejiang University of Finance & Economics, Hangzhou, Zhejiang 310018)

Abstract: Based on the Chinese tax-sharing fiscal system, this paper analyzes the mechanism of fiscal
imbalance, and estimates the impact of fiscal imbalance and transfer payments on the financing strategies
of local government debt by using spatial econometric models. Overall, fiscal imbalance induces
imprudent fiscal behavior of the government, which has a positive effect on local government debt
financing, but the transfer payment mechanism has not fully neutralized the distorting effect of fiscal
imbalance, and has stimulated the willingness of local government to finance debtto a certain extent.
Moreover, from the perspective of spatial effect, there is a spatial correlation in local government debt
financing, that is, the borrowing behavior of the region will be significantly stimulated by that of the
neighboring regions. In addition, general transfer payments and fiscal imbalances will have spillover
effects on spatial neighboring regions, and a significant impact on the financing behavior of governments
in neighboring areas.

Key words: vertical fiscal imbalance; local government debt financing; transfer payment



