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A Dynamic Analysis of the Formation Mechanism of the Chinese

Local Government Debt. A Research Based on Audit Reports
WU Kai

Abstract: By using a dynamic inconsistency game model, this paper, based on two audit reports, explains the emergence and
expansion of China’s local government debt. The research shows that central government acknowledged the bonds issuing be-
havior of local government, and the possibility of bailing local government in debt crisis is high, together with the lack of pun-
ishment constraint mechanism, result in the emergence and expansion of China’s local government debt. Adjusting tax-sharing
system, perfecting local government debt management system and fostering local government debt audit, monitor and risk eval-
uation will form effective constraint on the expansion and risk of local government debt.

Key Words: local government debt; central government bailout; audit report; tax-sharing system reform; tax-sharing system;

government audit; debt management system; debt game
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