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Structure of the presentation
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government debt issuing
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debt issuing
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development
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I. Introduction: Pros and cons of allowing local 
government to issue debt

Fiscal sustainability is a risk factor
Central government’s overall debt level high (over 
100% percent GDP) if including contingent fiscal 
liability
Small revenue to GDP ratio (18.5%)
Interest payment in total expenditure is high
Limited redistributive power led to severe regional 
(10 times), urban-rural (3 times), and individual 
income inequality (Gini coefficient close to .5)
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Stock of contingent liabilities is large 
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Debt dependency ratio is right
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P r o v i n c e s
G D P  S i z e  ( B i l l i o n  o f  

Y u a n )
T o t a l  P o p u l a t i o n  ( y e a r -

e n d )  ( m i l l i o n )
P e r  C a p i t a  P r o v i n c i a l  

I n c o m e  ( Y u a n )

G o v e r n m e n t  
R e v e n u e ( B i l l i o n  o f  

Y u a n )
R e v e n u - G D P  

R a t i o
A n h u i 3 9 7 . 2 6 4 . 1 6 1 9 7 2 2 . 1 5 . 6
B e i j i n g 3 6 6 . 3 1 4 . 6 2 5 0 8 9 5 9 . 3 1 6 . 2
C h o n g q i n g 2 2 5 . 1 3 1 . 3 7 1 9 2 1 6 . 2 7 . 2
F u j i a n 5 2 3 . 2 3 4 . 9 1 4 9 9 1 3 0 . 5 5 . 8
G a n s u 1 3 0 . 5 2 6 5 0 1 9 8 . 8 6 . 7
G u a n g d o n g 1 3 6 2 . 6 7 9 . 5 1 7 1 4 0 1 3 1 . 6 9 . 7
G u a n g x i 2 7 3 . 5 4 8 . 6 5 6 2 8 2 0 . 4 7 . 5
G u i z h o u 1 3 5 . 6 3 8 . 7 3 5 0 4 1 2 . 5 9 . 2
H a i n a n 6 7 . 1 8 . 1 8 2 8 4 5 . 1 7 . 6
H e b e i  7 0 9 . 9 6 7 . 7 1 0 4 8 6 3 3 . 6 4 . 7
H e l o n g j i a n g 4 4 3 3 8 . 2 1 1 5 9 7 2 4 . 9 5 . 6
H e n a n 7 0 4 . 9 9 6 . 7 7 2 9 0 3 3 . 8 4 . 8
H u b e i 5 4 0 . 1 6 0 9 0 0 2 2 6 4 . 8
H u n a n 4 6 3 . 9 6 6 . 6 6 9 6 5 2 6 . 9 5 . 8
I n n e r  M o n g o l i a 2 1 5 2 3 . 8 9 0 3 4 1 3 . 9 6 . 5
J i a n g s u 1 2 4 6 . 1 7 4 . 1 1 6 8 1 6 7 9 . 8 6 . 4
J i a n g x i 2 8 3 4 2 . 5 6 6 5 9 1 6 . 8 5 . 9
J i l i n 2 5 2 . 3 2 7 9 3 4 4 1 5 . 4 6 . 1
L i a o n i n g 6 0 0 . 2 4 2 . 1 1 4 2 5 7 4 4 . 7 7 . 4
N i n g x i a 3 8 . 5 5 . 8 6 6 3 8 3 7 . 8
Q i n g h a i 3 9 5 . 3 4 7 3 0 3 2 . 4 6 . 2
S h a n d o n g 1 2 4 3 . 6 9 1 . 3 1 3 6 2 1 7 1 . 4 5 . 7
S h a n g h a i 6 2 5 . 1 1 7 . 1 3 6 5 5 6 8 8 . 6 1 4 . 2
S h a n n x i 2 3 9 . 9 3 6 . 9 6 5 0 1 1 7 . 7 7 . 4
S h a n x i 2 4 5 . 7 3 3 . 1 7 4 2 3 1 8 . 6 7 . 6
S i c h u a n 5 4 5 . 6 8 7 6 2 7 1 3 3 . 7 6 . 2
T i a n j i n g 2 4 4 . 8 1 0 . 1 2 4 2 3 8 2 0 . 5 8 . 4
T i b e t 1 8 . 5 2 . 7 6 8 5 2 0 . 8 4 . 3
X i n j i a n g 1 8 7 . 8 1 9 . 3 9 7 3 1 1 2 . 8 6 . 8
Y u n n a n 2 4 6 . 6 4 3 . 8 5 6 3 0 2 2 . 9 9 . 3
Z h e j i a n g 9 3 9 . 5 4 6 . 8 2 0 0 7 5 7 0 . 7 7 . 5
M e m o r a n d u m
M a x i m u m 1 3 6 2 . 6 9 6 . 7 3 6 5 5 5 . 6 1 3 1 . 6 1 6 . 2
M i n i m u m 1 8 . 5 2 . 7 3 5 0 3 . 9 0 . 8 4 . 3
A v e r a g e 4 3 7 . 2 4 1 . 4 1 1 1 3 9 . 7 3 1 . 8 7 . 3
S o u r c e :  C h i n e s e  S t a t i s t i c a l  Y e a r b o o k  ( 2 0 0 4 )

T a b l e  1 :  S u m m a r y  I n f o r m a t i o n  o f  C h i n e s e  P r o v i n c e s  ( 2 0 0 3 )
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But not necessarily will China run into fiscal 
unsustainability problem!

Large private savings rate and stock
Better human capital
Better institutional foundations to deal with the 
transition debt
Key to resolve the problem: Allow long-term 
financing means at the local level as well to 
reduce excessive accumulation of responsibility at 
the center
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Advantages of allowing local government to issue debt
Many development projects are too large for private sector to handle. Local 
government involvement is inevitable at this stage of development.
Local government also runs into maturity mismatch problem: long-term 
financing need (infrastructure, education, and health) is often financed by 
short-term means (bank loans)
Provinces’ access of the bond market will leave room for the central 
government to target regional inequality by using transfers more effectively
Municipal bond market development helps overall capital market 
development
Help improve transparent budget process and expenditure assignment at 
the local level and increase accountability
Better institutions associated with this segment of the market: better 
budget process and institutions, intergovernmental relations, credit rating 
agencies, derivatives markets, etc…
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Disadvantages of allowing local 
government to issue debt

Excessive debt issues and local 
governments defaults (Argentina and to 
some extent, Brazil)
Endangering national fiscal position and 
therefore monetary stability
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But the adverse effects can be minimized!

Advocate a Carrot and Stick Approach to debt issuing
Carrot: allow the possibility of local government to issue 
debt
Stick: the local governments would have to disclose their 
revenues and expenditures, assets and liabilities to rating 
agencies, the general public (tax payers) and the central 
government at a transparent manner. 
This will allow local legislature (Chinese provincial National 
People’s Congress) to monitor local government finance
In addition, the local government will have to abide by some 
fiscal rules that designed to prevent them from running into 
excessive debt problem
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II. Local government debt problem is 
quite serious

Five types of local government debts
Guarantees via the “decisions” issued by local 
NPCs on loans from banks to local government-
owned enterprises (explicit contingent debt)
Using social security fund for current expenditure 
needs (implicit but direct debt)
Losses due to state-owned grain related 
enterprises or grain debt (implicit but direct debt)
Salary non-payment to school teachers or other 
government employees (explicit debt)
Construction debt owned to construction firms 
(about one percent of GDP)
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Local governments are already running deficits, which is 
in violation of the 1995 budget law

Table 2: Provincial Level Revenues and Expenditure, 1993-2003 (Billions of Yuan)
1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003

Revenue 339.1 231.2 298.6 374.7 442.4 498.4 559.5 640.6 780.3 851.5 985

Share of total 
government Revenu 78% 44.3% 47.8% 50.6% 51.1% 50.5% 48.9% 47.8% 47.6% 45% 45.40%

Expenditure 333 403.8 482.8 578.6 670.1 767.3 903.5 1036.7 1313.5 1528.1 1723
Share of total 
government 
Expenditure 71.7% 69.7% 70.8% 72.9% 72.6% 71.1% 68.5% 65.3% 69.5% 69.3% 69.9%

Fiscal Gap 6.1 -172.6 -184.2 -203.9 -227.7 -268.9 -344 -396.1 -533.2 -676.6 -738

Share of GDP 0.2% -3.7% -3.1% -3.0% -3.1% -3.4% -4.2% -4.4% -5.5% -6.4% -6.3%

Memorandum:
GDP 3463.4 4676.9 5847.8 6788.5 7446.3 7834.5 8206.8 8946.8 9731.5 10517.2 11725.2
Source: China Statistical Yearbook (2004)
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Various survey data have shown local debt problem 
has been serious

National Bureau of Audit (2003): 37 countries out of 49 
counties in 10 provinces in Mid-Western region had 
averaged deficits of 1 billion yuan, or 147 percent of their 
allowed budget
Accumulative debt of the 49 counties exceeds 16.2 billion 
yuan or 2.1 times of their total tax revenue
It is estimated that the average debt is around 4 million 
yuan per township nationwide (or 1.89% of local GDP or 
25.7% of the annual local government revenue (Wei, 2004 
and Li, 2003)
Survey data also show that the lower the level of 
government, the worse the problem
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Two problems contributed to the local 
government debt problem

Fiscal responsibility of central and local 
government remains unclear after 1994 tax 
reform: local revenues increase only 4 percent, 
compared 22 percent revenue increase at the 
center. At the same time, local govt. 
responsibilities remain the same or even increased. 
Lack of check and balances led to overexpansion 
of the local bureaucracy and short-term behaviors
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Figure 2: Central and Provincial Revenue Share  in Total Revenus
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III. Using fiscal rules to overcome excessive 
local government debts

Simply banning local government from 
running up debt does not work.
Using a carrot and stick approach: Allow debt 
issuing, but subject to a set of stringent fiscal 
rules
For example: The Maastricht Treaty (3% of 
budget deficit and debt at 60% of GDP) and 
the US states fiscal rules
The US states experiences have been 
illustrative so far
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Four types of balanced budget rules
The least restrictive: the governor of the state 
submits a balanced budget at the beginning of the 
fiscal year. Events during the fiscal year that may 
cause fiscal imbalances do not require corrective 
action, which means that the state can run deficits.
The next-level restrictiveness: State legislature to 
enact a balanced budget. If unforeseen economic 
events lead to deficits, the state can borrow to 
carry the deficit forward to future years. This 
means these states can run deficits legally (8 
states)
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The third-level allows deficits at the end of a year; 
but the deficit has to be explicitly budgeted for the 
next fiscal year.
The most restrictive type of balanced budget rules 
stipulates that the legislature enact a balanced 
budget with a prohibition on deficit carry-forward. 
Deficits occurred during the budget year has to be 
reduced to zero by the end of the year. Borrowing 
is only allowed within the budget cycle (36 states).
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T a b l e  3 :  B a l a n c e d  B u d g e t  R u l e s  i n  U S  S t a t e s

S t a t e

G o v e r n o r  M u s t  
S u b m i t  

B a la n c e d  
N a t u r e  o f  

R e q u i r e m e n t

L e g is la t u r e  
M u s t  P a s s  
B a l a n c e d  

N a t u r e  o f  
R e q u i r e m e n t s

G o v e r n o r  M u s t  
S i g n  B a l a n c e d  

B u d g e t
N a t u r e  o f  

R e q u i r e m e n t
M a y  C a r r y  

O v e r  D e f i c i t
C r e d i t  R a i n g s  

( S & P )
A la b a m a X C ,S X S n .a . n .a . A A
A la s k a X S X S X S A A -
A r iz o n a X C ,S X C , S X C , S A A -
A r k a n s a s X S X S X S A A
C a l i f o r n ia X C n .a . n .a X S Y E S * A
C o lo r a d o X C X C X C A A -
C o n n e c t ic u t X S X C , S X C A A
D e la w a r e X C ,S X C , S X C , S A A A
F lo r id a X C ,S X C , S X C , S A A +
G e o r g ia X C X C X C A A A
H a w a i i X C ,S n .a . n .a X C , S * A A -
I d a h o * n . a . X * C n .a . n .a . N R
I l l in o is X C ,S X C X S A A
I n d ia n a n .a . n . a . n .a . n .a n .a . n .a . A A +
I o w a X C ,S X S n .a . n .a . A A +
K a n s a s X S X C , S n .a . n .a . A A +
K e n tu k y X C ,S X C , S X C , S A A -
L o u is ia n a X C ,S X C , S X C , S A +
M a in e X C ,S X C X C , S A A +
M a r y la n d X C X C * C * A A A
M a s s a c h u s e t t s X C ,S X C , S X C , S A A -
M ic h ig a n X C ,S X C X C , S * A A A
M in n e s o t a X * C ,S X * C , S X * C , S A A A
M is s is s ip p i X S X S n .a . n .a . A A
M is s o u r i X C n .a . n .a X C A A A
M o n t a n a X S X C n .a . n .a . A A -
N e b r a s k a X C X S n .a . n .a . N O N R
N e v a d a X S X C X C A A
N e w  H a m p s h ir e X S n .a . n .a n .a . n .a . A A +
N e w  J e r s e y X C X C X C A A
N e w  M e x ic o X C X C X C A A +
N e w  Y o r k X C n .a . n .a * n .a . a a
N o r th  C a r o l in a X C ,S X S n .a . n .a . A A A
N o r th  D a k o t a X C X C X C A A -
O h io X C X C X C N O A A +
O k la h o m a X S X * C X * C A A
O r e g o n X C X C X C A A
P e n s y lv n a n ia X C ,S n .a . n .a X C , S X * A A
R h o d e  I s la n d X C X C X S A A
S o u th  C a r o l in a X C X C X C A A A
S o u th  D o k o t a X C X C X C N R
T e n n e s s e e X C X C X C N O A A
T e x a s n .a . n . a . X C , S X C A A
U t a h X C X C , S X * n .a . A A A
V e r m o n t n .a . n . a . n .a . n .a n .a . n .a . A A +
V ir g in ia * n . a . * n .a * C N O A A A
W a s h in g to n X S n .a . n .a n .a . n .a . S * A A +
W e s t  V ir g in ia n .a . n . a . X C X C n . a . A A -
W is c o n s in X C X C X C , S A A -
W y o m in g X C X C n .a . n .a . A A +
T o ta l 4 5  S T A T E S 4 1  S T A T E S 3 5  S T A T E S
S o u r c e :  B u d g e t  P r o c e s s  in  t h e  S t a te s ,  J a n u a r y  2 0 0 2  a n d  S & P 's  ( 2 0 0 4 )
C o d e s :  X :  Y e s ;  C :  C o n s t i t u t io n a l ;  S ,  S t a tu t o r y ;  "  n . a . "  m e a n s  n o t  a p p ly .  T h e  h ig h e s t  r a t in g  is  A A A  a n d  in v e s tm e n t  g r a d e  is  B B B - .
N o t e :  C a l i f o r n i a :  M a y  c a r r y  o v e r  d e f i c i t  f r o m  c u r r e n t  y e a r  t o  b u d g e t  y e a r .  T h e  b u d g e t  f o r  a n y  y e a r  m u s t  b e  b a la n c e d  w h e n  e n a c t e d .
H a w a i i :  A  f is c a l  y e a r  m a y  h a v e  d e f i c i t s  i f  p r io r  y e a r s ' s u r p lu s e s  c a n  b e  u s e d  t o  b a la n c e  i t .
I d a h o :  N o t  r e q u i r e d ,  b u t  i n  p r a c t ic e  g o v e r n o r  a lw a y s  s u b m i t s  b a la n c e d  b u d g e t .
M a r y l a n d :  W h e n  t h e  b u d g e t  b i l l  is  p a s s e d  b y  b o t h  h o u s e s ,  i t  s h a l l  b e c o m e  a  la w  im m e d ia t e ly  w i t h o u t  f u r t h e r  a c t io n  o f  t h e  g o v e r n o r .
M i n n e s o t a :   T h e  s t a t e  c o n s t i t u t io n  l im i t s  t h e  u s e  o f  p u b l i c  d e b t ,  w h ic h  r e q u i r e s  b a la n c e d  b u d g e t .
N e w  Y o r k :  G o v e r n o r  i s  n o t  t e c h n ic a l l y  r e q u i r e d  t o  s ig n  a  b a la n c e d  b u d g e t ,  b u t  t h e  g o v e r n o r  m u s t  c e r t i f y  t h e  b u d g e t  in  b a la n c e  in  o r d e r  t o  m e e t  b o r r o w in g  r e q u i r e m e n t .
N o r t h  C a r o l i n a :  T h e  g o v e r n o r  is  n o t  r e q u i r e d  t o  s ig n  a  b i l l  f o r  t h e  b i l l  t o  b e c o m e  a  la w .  I f  a  b i l l  i s  n o t  r e t u r n e d  b y  1 0  d a y s  a f t e r  i t  i s  p r e s e n t e d  t o  t h e  g o v e r n o r ,  i t  b e c o m e s  a  la w .
O k l a h o m a :  L e g is la t u r e  c o u ld  p a s s  a n d  t h e  g o v e r n o r  c o u ld  s ig n  a  b u d g e t  w h e r e  a p p r o p r ia t io n  e x c e e d  c a s h  a n d  e s t im a t e d  r e v e n u e s ,  b u t  c o n s t i t u t io n a l  a n d  
s t a t u t o r y  p r o v is io n s  r e d u c e  t h e  a p p r o p r ia t io n s  s o  t h a t  t h e  b u d g e t  i s  b a la n c e d .
P e n s y l v a n i a :  T h e  d e f i c i t  m u s t  b e  p a id  f r o m  t h e  n e x t  f i s c a l  y e a r 's  r e v e n u e .
U t a h :  G o v e r n o r  m a y  a l lo w  b a la n c e d  b u d g e t  t o  g o  in t o  la w  w i t h o u t  s ig n a t u r e .
V i r g i n a :  R e q u i r e m e n t  a p p l ie s  o n ly  t o  b u d g e t  e x e c u t io n .  T h e  g o v e r n o r  i s  r e q u i r e d  t o  in s u r e  t h a t  a c t u a l  e x p e n d i t u r e s  d o  n o t  e x c e e d  a c t u a l  r e v e n u e s  b y  t h e  e n d  o f  
a p p r o p r ia t io n  p e r io d .
W a s h i n g t o n :  A b i l i t y  t o  c a r r y  o v e r  a  d e f i c i t  i n  a n y  a c c o u n t  m u s t  b e  a p p r o v e d  b y  t h e  O f f i c e  o f  F in a n c ia l  M a n a g e m e n t  f o r  a  s p e c i f i c  t im e  p e r io d .
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These budget rules apply to operating budget or 
general fund. But US state budget also includes 
capital fund and insurance fund (rainy-day fund). 
There are some linkages between general fund with 
these two type of funds
Some US states also have rules on revenue side, the 
so-called tax limitation rules (specific limitation on 
property tax).
Also some US states impose debt limits in nominal 
dollar terms (percent of state revenue, taxable 
property, state property, or budget funds)
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T a b le  4 :  D e b t  L im it s  o f  t h e  U S  S t a t e s
S t a t e A m o u n t  o f  G o v e r n m e n t  O v e r a l l  D e b t  

L im i t
C o n s t i t u t io n  o r  

S t a t u t o r y
O v e r r id e  P r o v is io n s A m o u n t  o f  S h o r t - t e r m  

D e b t  L im i t
C o n s t i t u t io n  
o r  S ta t u to r y

O v e r r id e  
P r o v is io n s

A la b a m a U C n .a . $ 3 0 0 ,0 0 0 C n .a .
A la s k a U n .a . n .a . U C n .a .
A r iz o n a $ 3 5 0 ,0 0 0 C n .a . $ 3 5 0 ,0 0 n .a . n .a .
A r k a n s a s $ 1 ,3 5 0 ,0 0 0 ,0 0 0 C n .a . N  n .a . n .a .
C a li f o r n ia U n .a . n .a . n .a n .a . n .a .
C o lo ra d o U C n .a . N S X
C o n n e c t ic u t 1 .6 * R e v e n u e S n .a . n .a . S n .a .
D e la w a re Y e a r ly  is s u e < 5 %  o f  g e n e r a l f u n d ;  

A g g re g a te  m a x .  a n n u a l d e b t  s e rv ic e  <  
1 5 %  o f  a n n u a l r e v e n u e

S n .a . n .a n .a . n .a .

F lo r id a n .a . C n .a . N n .a . n .a .
G e o r g ia 1 0 %  R e v e n u e C n .a . n .a n .a . n .a .
H a w a ii d e b t  p a y m e n t  c a n  n o t  e x c e e d  1 8 .5 %  o f  

th r e e  y e a r  g e n e r a l f u n d  re v e n u e  a v e r a g e .

C E m e r g e n c y  c o n d it io n  
r e q u ir e  2 /3  v o te  o f  
le g is la tu r e

n .a n .a . n .a .

Id a h o $ 2 ,0 0 0 ,0 0 0 C X $ 2 ,0 0 0 ,0 0 0 C X
I l l in o is D o lla r  a m o u n t  s e t  b y  3 /5  v o te  o f  

le g is la tu r e
C ,S n .a . 1 5 %  to ta l a p p ro p r ia t io n C ,S n .a .

In d ia n a N C n .a . N C n .a .
Io w a $ 2 5 0 ,0 0 0 C n .a . U S n .a .
K a n s a s $ 1 ,0 0 0 ,0 0 0 C X U n .a . n .a .
K e n tu k y $ 5 0 0 ,0 0 0 C n .a . U n .a . n .a .
L o u is ia n a < 1 0 %  a v e r a g e  r e v e u n e  o f  B o n d  S e c u r ity  

a n d  R e d e m p t io n  fu n d  fo r  th e  la s t  3  f is c a l 
y e a r s .

C ,S X n .a n .a . n .a .

M a in e U n .a . n .a . 1 0 %  o f  g e n e r a l f u n d  a n d  

h ig h w a y  fu n d  r e v e n u e

C n .a .

M a ry la n d 3 .2 %  o f  s ta te  p e r s o n a l in c o m e  a n d  le s s  
th a n  8  p e r c e n t  o f  r e v e n u e  s o u r c e

n .a . n .a . $ 1 0 0 ,0 0 0 ,0 0 0 S n .a .

M a s s a c h u s e t ts D e b t  s e rv ic e  a p p r o p r ia t io n  le s s  th a n  1 0 %  
o f  to ta l a p p ro p r ia t io n s .

S n .a . n .a n .a . n .a .

M ic h ig a n A p p ro v e d  b y  a  m a jo r ity  v o te  fo  e lc to r s  

v o t in g  a t  e v e r y  g e n e ra l e le c t io n

C ,S n .a . 1 5 %  o f  p r io r  y e a r  
u n d e rd e d ic a te d  g e n e r a l 
f u n d

C n .a .

M in n e s o ta 3 %  n o n -d e d ic a te d  R e v e n u e n .a . n .a . n .a S n .a .
M is s is s ip p i 1 .5 * R e v e n u e C n .a . 5 %  o f  G o v t .  F u n d S n .a .
M is s o u r i $ 1 ,0 0 0 ,0 0 0 C C N C X
M o n ta n a U n .a . n .a . U n .a . n .a .
N e b r a s k a N C n .a . N C n .a .
N e v a d a 2 %  o f  A s s e s s e d  v a lu e C n .a . n .a n .a . n .a .
N e w  H a m p s h ir e 1 0 %  R e v e n u e S n .a . $ 1 2 5 ,0 0 0 ,0 0 0 n .a . n .a .
N e w  J e r s e y 1 %  o f  G e n e r a l F u n d C R e fe re n d u m N n .a . n .a .
N e w  M e x ic o O n e  p e r c e n t  o f  to ta l p r o p e r ty  v a lu a t io n  

s u b je c t  to  ta x a t io n
C n .a . $ 2 0 0 ,0 0 0 C n .a .

N e w  Y o r k U C /S n .a . $ 1 ,0 0 0 ,0 0 0 ,0 0 0 S X
N o r th  C a r o l in a U C P o p u la r  v o te 5 0 %  y e a r  to ta l C X
N o r th  D a k o ta $ 1 0 ,0 0 0 ,0 0 0 C X N n .a . n .a .
O h io L e s s  th a n  5 %  o f  g e n e r a l r e v e n u e  fu n d  

r e v e n u e  p lu s  lo t te r y  p r o c c e e d s

C L im ita t io n  c a n  b e  w a iv e d  
w ith  3 /5  v o te  o f  e a c h  
h o u s e  o f  th e  g e n e r a l 
a s s e m b ly

S u b je c t  to  th e  
a u th o r iz a t io n  o f  th e  
p a r t ic u la r  b o n d s  b e in g  
is s u e d

C ,S S a m e  a s  lo n g  

te r m  d e b t
O k la h o m a U * n .a . n .a . U n .a . n .a .
O re g o n G e n e r a l o b lig a t io n  d e b t  m u s t  b e  

a u th o r iz e d  in  th e  c o n s t i tu t io n
C C o n s t itu t io n  A m e n d a m e n t $ 5 0 ,0 0 0 n .a . n .a .

P e n s y lv n a n ia G e n e r a l o b lig a t io n  d e b t  f o r  c a p ita l b u d g e t  
n o t  a p p ro v e d  b y  th e  v o te r s  is  l im ite d  to  
1 .7 5  t im e s  f iv e - y e a r  a v e r a g e  a n n u a l ta x  
r e v e n u e

C R e fe re n d u m 2 0 %  o f  r e v e n u e S n .a .

R h o d e  Is la n d $ 5 0 ,0 0 0 C R e fe re n d u m $ 1 5 0 ,0 0 0 ,0 0 0 C ,S n .a .
S o u th  C a r o lin a 5 %  o f  th e  a c tu a l G e n e r a l F u n d C n .a . N n .a . X
S o u th  D o k o ta N C n .a . $ 1 0 0 ,0 0 0 C n .a .
T e n n e s s e e P le d g e d  r e v e n u e s  m u s t  b e  1 5 0 %  o f  d e b t  

s e r v ic e  re q u ire m e n ts
S X N n .a . n .a .

T e x a s 5 %  o f  G o v t .  R e v e n u e C ,S X n .a n .a . X
U ta h 2 0 %  o f  S ta te  A p p ro p r ia t io n  lim it C ,S C n .a n .a . n .a .
V e rm o n t U S n .a . * * S n .a .

V ir g in ia $ 9 ,4 2 5 ,4 3 4 ,0 0 0 C n .a . $ 3 ,3 1 0 ,9 7 5 ,0 0 0 C n .a .
W a s h in g to n 7 - 9 %  g e n e r a l r e v e n u e C ,S n .a . n .a n .a . n .a .
W e s t  V ir g in ia p e r  a m e n d m e n t C n .a . p e r  s ta tu te S n .a .
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Do these fiscal rules work?
No-carry-over rule has a significant effect in reducing state 
general fund deficits (Bohn-Inman, 1996)
US municipal bond yields are significantly lower in states 
with strong balance of budget rules than those with weaker 
ones (Bayoumi, Goldstein, and Woglom, 1995)
Credit ratings and default data also verify this: All states’
ratings are very high above the investment grade and there 
is almost no default of municipal government debt in the US.
Municipal bond default rate is extremely low: In the 1840s, 
there are 9 states defaulted (no fiscal rules by then!). One 
recent case is Orange County in California whose default 
was due to ventures into derivatives.
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IV: Some preconditions for local government 
debt issuing in China

Comprehensive survey of existing local government 
debt problem
Amend the Article 28 of the budget law at the 
provincial, region, and county level
In return, local governments need to adopt some 
version of the fiscal rules and create mechanisms 
that these rules that can be enforced. 
A law to honor all government debt (akin to “An Act 
to Strengthen the Public Credit” by the US congress 
in 1869).
Local government bankruptcy law for an orderly 
default process
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Institution buildings: budget process and 
institutions, fiscal rule enforcement 
mechanisms (to give real power to the 
current rubber stamp local national people’s 
congress), independent budget forecast 
agencies, inter-governmental relations 
agencies, independent accounting and audit 
process, associations of national governors 
and provincial budget officers, etc…
Credible rating agencies: allow foreign entry 
in domestic municipal bond markets 
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Using some rating criteria by Moody’s

1) Central and local government fiscal 
relations and oversights, 

2) Fiscal institutional quality at the 
provincial level, 

3) Economic fundamentals of provinces, 
4) Financial conditions, and 
5) Their indebtedness and debt risks



RIETI BBL Presentation-LIU 26

We find that all will be able to do so!
T a b le  5 :  D o m e s tic  C u r r e n c y  R a tin g s  o f  C h in e se  P r o v in c e s  u s in g  M o o d y 's  R a itn g  S c a le
P ro v in c e  N a m e C o d e  N a m e N u m e r ic a l R a tin g L e tte r  R a tin g  S c a le
S h a n g h a i S H 8 .9 A a a
B e ijin g B J 8 .4 A a a
G u a n g d o n g G D 7 .6 A a 1
T ia n jin T J 7 .3 A a 2
Z h e jia n g Z J 7 .2 A a 2
J ia n g s u J S 7 .0 A a 2
F u jia n F J 6 .7 A a 3
L ia o n in g L N 6 .4 A a 3
S h a n d o n g S D 6 .2 A 1
H a in a n H A 6 .1 A 1
H e b e i H B 5 .8 A 2
H u b e i H E 5 .6 A 2
H e lo n g jia n g H L 5 .4 A 2
S h a n x i S H X 5 .4 A 2
G u a n g x i G X 5 .3 A 2
J ilin J L 5 .2 A 3
J ia n g x i J X 5 .2 A 3
H u n a n H U 5 .2 A 3
A n h u i A H 5 .1 A 3
S h a a n x i S X 5 .1 A 3
X in jia n g X J 5 .1 A 3
In n e r  M o n g o lia IM 5 .0 A 3
S ic h u a n S C 4 .9 A 3
H e n a n H N 4 .9 A 3
Y u n n a n Y N 4 .9 A 3
N in g x ia N X 4 .9 A 3
C h o n g q in g C Q 4 .8 A 3
G a n s u G S 4 .7 B a a 1
Q in g h a i Q H 4 .6 B a a 1
G u izh o u G Z 4 .3 B a a 2
T ib e t X Z 3 .7 B a a 3
S o u rc e : C a lc u la te d  b y  th e  A u th o rs  
N o te : M o o d y 's  R a tin g  S c a le s  a re  A a a , A a 1 , A a 2 , A a 3 , A 1 , A 2 , A 3 , B a a 1 , B a a 2 , B a a 3 , B a 1 , B a 2 , B a 3 , B 1 , B 2 , B 3 , C a a 1 , C a a 2 , 
C a a 3 , C a , C . R a tin g s  b e lo w  B a a 3  a re  S p e c u la t iv e  R a tin g s , i.e ., b e lo w  in v e s tm e n t g ra d e
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Indeed, the assigned ratings are highly correlated to 
per-capita income

F ig ure  3 : R e la tio nship be tw e e n As s ig ne d R a ting s  a nd Lo g  P ro vinc ia l P e r C a pita  G D P  
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V. Sequencing local government debt 
market development

The initial stage: The Japanese local government 
bond experiences are very suggestive
Three-pronged approach to local government debt 
issuing: Local government debt issues subject to the 
approval and monitoring of the central government, 
the local NPC, and the market.
Benchmark-based standards for accessing the 
market: Rich provinces could be allowed to tap into 
the market first. Their experiences will serve as a 
guide for poor provinces
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Move to a market based approach

The second stage: The US model
Once institutions and markets are matured 
and are strong enough to discipline the local 
government borrowers, the market should be 
allowed to take over: No more central 
government approval, but local NPC approval 
for local debt issues should always be 
required.
All issues should require a rating by a credible 
rating agency (joint venture with a global 
rating agency would be preferred).
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