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Abstract

Abstract

Under the current economic situation, one of the main risk factors facing China is the huge
scale of local government debt, and standardizing the management of local government debt
has become a key part of promoting high-quality development. The report of the 20th National
Congress of the Communist Party of China emphasized "preventing and resolving the risk of
local government debt, resolutely curbing the increment and resolving the stock". The Central
Financial Conference held in October 2023 also pointed out that a long-term mechanism for
preventing and resolving local debt risks should be established, a local debt management
mechanism suitable for high quality should be established, and the debt structure of the central
and local governments should be optimized. In recent years, the scale of local government debt
has expanded rapidly, and its potential risks have attracted widespread attention from the society.
As the scale of debt increases, its negative impact on corporate investment decisions becomes
increasingly significant. As an important engine of China's economic growth, corporate
investment has become more volatile in the context of diminishing marginal returns to capital.
Therefore, an in-depth analysis of the comprehensive impact of local government debt
expansion on corporate investment is not only helpful to evaluate the effect of local government
economic stimulus policies, but also has important theoretical and practical significance.

This thesis selects the data of urban investment and A-share listed companies from 2009
to 2021, and deeply analyzes the specific impact of local government debt expansion on the
investment behavior of companies. The results reveal that there is a significant inverted U-
shaped relationship between local government debt and corporate investment behavior. Debt
expansion boosts corporate investment growth when debt balances fall below a certain value,
but beyond this threshold, debt expansion inhibits corporate investment. After a series of
robustness tests, this conclusion remains solid. In the mechanism analysis, the expansion of
local government debt affects the financing constraints and tax burdens faced by enterprises,
and then acts on corporate investment. In addition, this inverted U-shaped relationship shows
heterogeneity under different enterprise nature and regional economic development level. The
relationship is relatively weak in state-owned enterprises (SOEs) and regions with high GDP
per capita, while in firms with abundant internal capital, the impact of local government debt
on their investments is relatively weak. It is worth noting that fiscal pressure plays a positive
role in the investment relationship between local governments and enterprises. However, an in-

depth analysis shows that although the increase in fiscal pressure may lead to an increase in the
1
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number of corporate investments, it is not conducive to improving the investment efficiency of
firms.

Based on the above research conclusions, the following three policy implications are
drawn: (1) Scientific management of local debt. Establish a debt risk compensation and early
warning mechanism, promote the transparency of local government debt, and strengthen the
transparency of government information. (2) Effectively reduce the financing constraints of
non-state-owned enterprises. Promote the reform of the financial system, break the monopoly
pattern of financial resources, and allow more non-state-owned enterprises to have the
opportunity to enter the financial market and obtain low-cost financing. (3) Strengthen
performance evaluation. Conduct a comprehensive and objective assessment of various
financial expenditures. Combine the results of the assessment with the budget to increase
support for projects with significant benefits, and take corrective or cancellation measures for
projects with poor performance. It is necessary to strengthen the supervision and feedback of

the results of performance evaluation.

Key Words: Local government debt; Fiscal pressures; Financing constraints; Corporate

investment; Investment efficiency
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