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The Impact of Debt Expansion of Financing Platforms on

SMEs’ Credit Financing and Resource Allocation
ZHOU Bo ( Southwestern University of Finance and Economics, 611130)
LIANG Yunjia (Sichuan University, 610065 )

Summary : Improved efficiency of public financial expenditure is of great significance to the sustained growth of
China’s economy. Based on the impact of the 2011 credit financing restriction policy imposed by the former
China Banking Regulatory Commission on local government financial vehicles ( LGFVs), combined with rich
micro data, this paper provides policy recommendations for local government debt governance from the
perspective of efficiency loss. There are three findings. First, the credit restriction policy based on the debt
ratio allows local governments to reduce the debt ratio of LGFVs by injecting land assets. The subsequent
deregulation of bond issuance prompts the LGFVs to shift from credit financing to bond financing. The
motivation for scale-up and lower bond financing costs further stimulates the expansion of the debt scale of
LGFVs. Second, the expansion of LGFV’s debt scale has a crowding-out effect on the investment, employment,
wages, and income of SMEs, an important reason for which is that commercial banks hold a large number of
bonds issued by LGFVs and thus indirectly squeeze out the credit financing of SMEs. Third, based on the
finance misallocation model of Whited and Zhao (2021), we find that when SMEs face difficulties in debt
financing and lack equity financing channels, they cannot flexibly adjust their inputs and outputs, and
ultimately leads to resource misallocation. The results show that the crowding-out effect and resource
misallocation effect associated with the expansion of LGFV’s debt scale seriously restrict the effect of public
fiscal expenditure in stabilizing growth.

The marginal contributions of this paper are as follows. (1) The existing literature mainly examines
whether LGFVs will crowd out credit financing of SMEs in the credit market. This paper studies from a broader
perspective that the issuance of bonds by LGFVs will also crowd out the financing of SMEs in the credit market ,
because the bond market and the credit market are linked. (2) We reveal the double efficiency losses caused
by the expansion of LGFV’s debt scale to SMEs, namely the crowding-out effect and the resource misallocation
effect.

This study has the following policy implications. (1) Cooperation between different regulatory authorities
should be strengthened to coordinate the management of local government debt problems and effectively prevent
debt risks. (2) When domestic bonds are issued to raise funds for local project construction, it is necessary to
appropriately coordinate with the monetary policy to relax policy restrictions on bank asset-side businesses to
avoid crowding out bank credit resources for SMEs. (3) It is better for the central government to act on behalf
of local governments to raise funds for projects by issuing treasury bonds in the international capital market.
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