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Abstract

Abstract

With the gradual improvement of China's market-oriented economic system and
the development of urbanization process, non-institutionalized local government
bonds has become a huge obstacle for the development of China's economy. In order
to control the risk of local government bonds and make full use of the funds for
economic development, concerning the actual situation of China's economic
development as well as the experience of independently issuing bonds management
abroad, this paper tries to seek a more efficient system, which could overcome the
disadvantages of the local government financing platform, such as the small-scale,
high cost, hidden-risk, to replace the existing inefficient system, using the theory of
institutional change in new institutional economics.

To this end, this paper studied the literature at home and abroad, and then
introduces the theory basis of the local government bonds and the objectivity of the
institutional change in the current situation, based on the existing situation of China's
local government debt. This paper then compared the financing cost between the
non-institutionalized and mstitutionalized local government bonds, arguing that the
regulated-market issuing form of local government bonds is better for China to make
full use of the efficient capital market. And this method could reduce the issuance
costs and improve efficiency in the use of the local debt funds. What is more, this
paper learned the experience, such as the credit rating system, information disclosure
system and bond insurance system, of the issuance of local government bonds from
the United States and Japan, striving to suck their essence for establishing our own
institutional issuance system of local government bonds.

This paper argues that the market mechanism is more effective for the
institutionalization of local government bonds in our country. The development path
of issuing China's local governments bonds should be regulated-market-oriented.

Local governments should issue bonds under the regulation of central government and



Abstract

the mechanism of market. In order to reduce the default risk of the market and prevent
the potential debt crisis, it’s important to change the mode of the existing financing
channels in China, cleaning up irregular local government financing platforms,
controlling the risk in the process of issuing local government bonds effectively,
building a sound local debt management system, and establishing a full completive

market mechanism.

Key Words: Local Government Bonds; Financing Platform; Institutional Reformation.
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