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Debt Risks, Land Dependence, and Local Fiscal Resilience
JIA Zhilian', ZHAO Xinyan', ZHANG Yaying', GONG Feng’
(1. Inner Mongolia University of Finance and Economics, Hohhot 010070
2. Wuhan University, Wuhan 430072)

Abstract; Enhancing local fiscal resilience is crucial for preventing and mitigating unpredictable risks, as well
as for coordinating high-quality development with high-level security. By employing both a static area-proportion
method and a dynamic distance-proportion method, this paper assesses the fiscal resilience of 225 cities in China
from 2015 to 2022. Furthermore, it systematically examines the impact mechanism of local government debt risks
on fiscal resilience and the interaction between land-based finance and debt risks.

The findings reveal that local governments’ long-term dual dependence on debt and land has exposed
vulnerabilities in the local fiscal system. Since 2014, amid economic slowdown and tighter central government
regulations on local financing activities, the point-in-time resilience of local fiscal systems has trended downward,
with diverging resilience levels across regions. High levels of local government debt risks have triggered a surge in
fiscal violations. Limited fiscal space has diminished the effectiveness of macroeconomic regulation, leading to
insufficient fiscal resilience. The interaction between land-revenue dependency and debt risks exerts a negative
impact on local fiscal resilience.

Accordingly, this paper proposes the following recommendations. First, it is essential to diversify revenue
sources to increase local autonomous fiscal capacity. This can be achieved by cultivating diverse and sustained
revenue streams and optimizing the structure of local fiscal revenues to enhance the resilience of the local fiscal
system. The local tax system should be improved by establishing a dynamic adjustment mechanism for shared taxes,
including shifting the collection point of consumption tax from the production stage to the retail stage, allocating the
full amount or a high proportion of consumption tax to cities and counties based on the destination principle,
thereby creating a stable tax source to replace land transfer revenue, and merging taxes such as the urban
maintenance and construction tax and education surcharge into a local surtax. Second, local fiscal space should be
moderately expanded while strengthening the management of local government debt risks. In the short term, local
government debt ceilings should be appropriately raised to expand fiscal space, enabling local governments to
coordinate with the central government in implementing macroeconomic policies, enhance the effectiveness of
countercyclical regulation, alleviate fiscal pressures, and swiftly restore the stability of local fiscal operations. Local
governments should seize this opportunity to conduct debt swaps and resolve hidden debts. Long-term efforts should
focus on continuously optimizing the central-local debt structure and controlling the scale of local government debt.
Priority should be given to managing debt expansion in regions with high reliance on land-based finance, while
advancing the orderly transformation of land-based fiscal systems.

Keywords: local fiscal; local fiscal resilience; fiscal self-sufficiency rate; debt risk; land-based finance
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