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Abstract

Hidden debt of local governments is currently a core risk point where fiscal risk and financial risk
intersect and reinforce each other. Local government financing platforms, as the primary vehicles
for hidden debt, feature complex nested debt chains and strong risk contagion, which can easily im-
pact regional and even national financial stability. Strengthening the financial stability safeguard
system is a crucial institutional arrangement for preventing systemic risks, and there exists a close
governance nexus between the two. Grounded in the theory of soft budget constraints, this paper
reveals how implicit guarantee expectations soften the budget constraints of both local governments
and financial institutions, thereby driving the accumulation and transmission of debt risks across the
fiscal and financial systems. By reviewing the four-stage evolutionary trajectory oflocal debt in China,
it analyzes the risk differentiation logic between explicit and implicit debt and their two-way trans-
mission mechanisms. Based on the four pillars—the financial stability safeguard fund, macropruden-
tial regulation, fiscal-financial coordination, and market-oriented transformation of financing plat-
forms—the paper systematically examines the practical bottlenecks confronting current debt-resolu-
tion measures. This paper constructs a three-tier closed-loop pathway of “risk warning, coordinated
resolution, and long-term governance”, and proposes supporting recommendations, including improv-
ing comprehensive debt monitoring, innovating market-based debt-resolution tools, rationalizing the
fiscal authority and expenditure responsibilities between central and local governments, promoting
classified transformation of platforms, and strengthening regulatory accountability. These efforts aim
to provide theoretical support and practical reference for establishing a sustainable long-term gov-
ernance mechanism for local debt.
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