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Foreword

The economic crisis in the United States in 2008 raged all over the world and
caused the global economy to continue to fluctuate. It is also difficult for China’s
economy to be globalized. In particular, in recent years, due to the combination
effects of multiple factors, such as the China’s new urbanization strategy has been
further promoted, the protection of people’s livelihood has risen, the social welfare
has surged, and the power of local governments is constantly expanding, the scale of
local government debt in China is also constantly rising, it should need to caused
great attention.

Globally, unsustainable debt comes naturally associated with the outbreak of the
debt crisis. Obviously, whether it involves the sovereign debt or the local government
debt, the debt sustainability analysis is the key to determine the liability status of the
debtor and the credit level. Whether the level of government debt is sustainable is not
only an assessment of the government’s debt burden and solvency but also a judgment
on the state and ability of state finances. When a country’s fiscal space exists even
larger, there is no need for any policy adjustment. The fiscal authorities are capable
of arranging future expenditures and liquidating debts. That is, the solvency of the
government is sustainable. If a country’s government creates fiscal space by raising
tax rates, accepting external aid, reducing unnecessary expenses, borrowing from na-

tionals or abroad and increasing money supply, etc. , it will inevitably lead to insuffi-
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cient or no fiscal space. Government debt will pass through the debt ceiling. Future
uncertainty impact may have a greater probability of facing debt defaults.

In other words, the sustainability of government debt is the financial status that
ruled out the possibility of debt default. In this state, the government is fully capable
of paying off debts and does not need to change its fiscal position or make major ad-
justments to its future balance of payments. Increase taxes or reduce budgetary ex-
penditures, the debt can be fully covered by future surpluses and the debt crisis avoi-
ded. Thus, the sustainability of government debt covers the concept of solvency and
liquidity. From a solvency perspective, debt sustainability implies that the govern-
ment must be able to create a basic surplus sufficient to cover its debt-service obliga-
tions in the long run. From a liquidity point of view Sustainability requires that gov-
ernments have the ability to roll over debt at each issue and raise enough funds to
cover any funding shortfalls.

Of course, debt sustainability is manifested not only by the controlled scale of
debt but also by the institutional problems of debt and the sustainability of debt man-
agement that may have far-reaching and lasting effects on debt sustainability. The
structural optimization of debt helps to improve the state of government debts, but
there is a certain time lag. Financial aid helps ease the temporary pressure on govern-
ment debts and strive for more adjustment time, but it can not improve the
government’s solvency.

While assessing debt risk is very important, but a well-structured debt govern-
ance framework is even more important for debt research. Government debt govern-
ance is related to the overall economic development. The Third Plenary Session of the
18th CPC Central Committee made it clear that “science is the scientific foundation
on which finance is the foundation and an important pillar of state governance.”
Things are the end of the story, things have the end, the knowledge has, then the

road carry on. To clarify the “source”, the “path” of evolution, and the “fruit” of
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the government debt, is the “present” of government debt governance. From the fi-
nancial engineering theory, debt management

International experience shows that no matter what kind of system country, the
local government debt governance all take a systematic, comprehensive, multi-party
and collaborative governance programs, but based on national conditions, national
debt governance programs have their advantages and disadvantages. This shows that
the issue of local government debt fundamentally speaking and economic growth sys-
tem, tax system and financial market structure can not keep up with changes in the
structure of the industrial economy is closely related. Accordingly, the local govern-
ment debt risks to dissolve naturally also need to be multi-pronged approach.

The advanced stage of the monetary economy is the credit economy. Human so-
ciety has entered the period of credit society. It is urgent to follow the law of credit e-
conomic and social development, lead the social credit with government credit, and
promote the development of social governance based on credit management. In the
context of deepening credit socialization, debt governance, closely related to govern-
ment credit, has also entered a new era. It is imperative to focus on the construction
of national credit system and to strengthen government debt governance, encourage
trustworthiness and disciplinary dishonesty through institutional mechanisms , Form-
ing a good governance mechanism for local government debts and building an all-
round local government debt management system. With the increasing risk of local
government debt and the deepening complexity of state governance, judging the sus-
tainability of local government debt in China and building a scientific and standard-
ized local government debt governance framework will surely become an important
starting point for fiscal governance to consolidate the foundation of state governance.

So, under the strategy of national governance modernization, how to scientifical-
ly and objectively define the Chinese government debt ceiling? How to establish a sci-

entific and standardized local government debt governance framework? These are all
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problems to be answered and resolved urgently. They are crucial to identify, control
and prevent local government debt risks, promote new urbanization strategies and es-
tablish and improve the modern state governance structure. From the perspectives of
maintaining financial and economic stability, it is necessary to strengthen the finan-
cial and financial debt governance synergies and establish a scientifically-regulated lo-
cal government debt governance framework by introducing an incentive-compatible

mechanism to enhance the risk binding of local government debt financing.
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