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Transfer of Local Government Financing Mode

and Commercial Banks’ Countermeasures

Executive Summary

The present local government financing mode is reasonable and necessary which is
characterized as depending on Local Government Financing Platform to borrow
money from bank using land mortgage. The mode not only reflects that the lagging
behind of investment system, financing system as well as fiscal system but also
reflects the problem existing in China’s economic growth. We think that the Local
government financing platform debt risk is controllable ,however, the present local
government financing mode still bring a series of negative effect to China’s economy
and government macro-regulation.

To thoroughly change the present financing mode of local government, we need to
promote the transfer of local government function ,the transparency of local
government fiscal budget and the implementation of the budget. We need to establish
tax pillar such as property tax and resource tax and clarify the responsibility and rights
of local government, diversify their financing channels to permit them to issue bonds
and promote the transparency of local government debts. From practice, it is difficult
to thoroughly transfer local government function. The revise of Budget Law Draft is
still the barrier preventing local government from issuing bond and the attempt to
replace land revenue with property tax as the pillar of local government is hard to
realize. In the near future, especially under the background of stabilizing growth, the
local government financing mode may not witness obvious change. Platform will still
undertake the financing task for local government and bank will still be the largest
fund sources.

Commercial bank should be alert on local government credit risks .At the same time,
commercial bank should guarantee the fund demand of key items approved by
government and on the process of construction. Commercial bank should also actively
anticipate local government bond issuing pilot to keep the sound relationship with
local government.
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