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The Impact of Local Government Debt Expansion on Capital Allocation Efficiency of
Real Economy: Based on the Mediating Effect of Housing Price
MA Yaming ZHANG Lile

(School of Finance , Tianjin University of Finance and Economics, Tianjin 300222 ,China)

Abstract: After China’s economy has entered a new normal, the key to promoting the high-quality de-
velopment of real economy is improving the efficiency of capital allocation. As an important means for
local government to develop regional economy, local government debt financing has a profound and
complex impact on capital allocation efficiency of real economy. Based on the data of provincial govern-
ment debt and Chinese Industrial Enterprises Database, this paper analyzes the impact of local gov-
ernment debt expansion on capital allocation efficiency of real economy. The results show that there
is a notable inverted U-shaped nonlinear relationship between local government debt expansion and
capital allocation efficiency of real economy and it is more significant in the samples of central and
western regions, low levels of marketization, and low levels of financial independence. Mechanism
analysis shows that housing price has played an intermediary role in the inverted U-shaped relation-
ship between local government debt expansion and capital allocation efficiency of real economy. The
above conclusions show that excessive borrowing by local government is to drink poison to quench
thirst, so the scale management of local government debt is of great significance to the high-quality
development of real economy.

Key words: Local Government Debt; Capital Allocation Efficiency; Housing Price; Real Economy;
Land Finance
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