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Local Urban Investment Platforms Debt, Local Government
Debt and Systemic Risks of Banks

Zhang Peng (Chinese Academy of Social Sciences)

Abstract Effective management and control of local debt and banking system risks are essential for
achieving stable growth and high-quality economic development. In recent years, local government debt, es-
pecially hidden debt with urban investment platforms as the main carrier, has continued to expand and be-
come an important source of systemic financial risk in China, which is concentrated in the mutual spillover of
fiscal and financial risks. Empirical analysis shows a strong link in terms of static spillover effects between ur-
ban investment platform debt, local government debt, and systemic bank risk, with urban investment platform
debt being the forerunner in the risk spillover network. Regarding dynamic spillover effects, urban invest-
ment platform debt is a net exporter of risk. Moreover, after the COVID-19 pandemic shock in 2020, local
government debt has become a passive recipient of risk spillovers from urban investment platform debt, serv-
ing as a risk absorber. The aggregate dynamic spillover index of the full samples accurately reflects the chang-
ing risk spillovers between local debt and the banking system in China, sensitive to critical incidents and with
clear time-varying characteristics. The study's conclusions will offer theoretical guidance and references for
decision-making in establishing a long-term mechanism for managing local debt risk and promoting fiscal
and financial stability.

Key words local debt; risk spillovers; systemic risks of banks; TVP-VAR-DY model
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