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B HE T A kS B B AL £ R Rl o DA B 2N A R A S L 4L 3 I A L B T R S O o A5 0 T B4 38 A [
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BARERE . #F— LA Hausman K56, B 7 B (5) S A2 38 4 16 % BE AL AL AL, 1 (5) 4T

LR 56 o S BE 5 5K FH 2 18] 40 B[] XL 5 2800 o

*£1 MWABFESNERERYMNZTEAITERBER
LRSS GDP L (ro) |55 GDP L (res) | fPRIIEYEK & GDP HLE (reD)
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The Spatial Spillover Effects of Local Government

Debt Risks to Financial System
FU Runmin, MIAO Xiaolin (Yunnan University of Finance and Economics,650221)
GAO Yueguang (Shanghai University of Finance and Economics,200433)

Abstract: Local government debt mainly came from banks and other financial institutions and its risks to
spread and expand in the financial system will inevitably lead to systemic financial risks in China. First of
all, this paper constructs a system that contains spatial paths and dependent condition for the spillover of
the local government debt risk into the financial system, and reveals the direct and indirect effects of the
spatial spillover of the local government debt risk. Furthermore, using spatial econometric model for
empirical test, we find that China’s local government debt risk through financial institutions in the long-
term loans has a spatial spillover effect of crowding-out on the financing within and between the area. On
one hand, those has been exacerbated by the credit constraint space brought by China’s high savings
deposits and the softening of the credit system reflected by the non-performing loan ratio. On the other
hand, the crowding-out effect on the jurisdiction is also restrained by the allocation of funds in the central
financial institutions. This paper shows that to prevent and control the systemic financial risks in China,
we cannot ignore the spatial spillover effect of local government debt risk, need to strictly clean up the
paths channel of its risk spillover, and focus on strengthening the market mechanism of local government
debt financing.
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