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Promote the Market-Oriented Transition of Local Government Funding

Vehicle on a Classified Basis:Standard Definition and Mode Selection
JIA Jun-yil,ZHAN Jia-jia],CHEN Jing-wei2

(1.School of Economics,Beijing Technology and Business University,Beijing ,100048,China;

2.Institute of Finance & Banking,Chinese Academy of Social Sciences,Beijing,100710,China)
Abstract: It is an important policy measure to divest Local Government Funding Vehicles (LGFVs) financing functions for
local governments’ non-operational projects and promote market-oriented transition of LGFVs, which is crucial for
preventing local implicit debt risks.In this paper, 13051 articles of information from 1813 LGFVs were manually retrieved
and compiled based on bond rating and financial reports. Firstly, this paper proposes the determining criteria of LGFVs’
market-oriented transition from three dimensions of business mode, revenue capacity and asset-liability structure, and
divides transition into three stages including showing signs, achieving success and get sustainable development.Secondly,
this article draws a panoramic picture of LGFVs’ market-oriented transition practices in China and summarizes “four
concentrations” characteristics, namely concentration on prefecture level LGFVs , developed regions, long established
LGFVs and initial stage of transition.

Furthermore, this paper conducts Multi-Case Study on nine representative LGFVs’ transformation practices from a
micro perspective, especially focusing on cases of county-level LGFVs from less-developing regions.Four transition modes
were summarized: Public Asset Leading Model, Unique Resource Coordination Mode, Industrial Investment Mode and
Commercial Operation Mode. Moreover, competitive analysis refines the internal logic of mode selecting: platforms with
primary business of infrastructure construction are suitable for Public Asset Leading Mode, platforms with rich natural
resources or ecological environment are suitable for Unique Resource Coordination Mode, platforms located in areas with
friendly policy environment or diversified industries are suitable for Industrial Investment Mode , and platforms focusing on
basic livelihood industries and with strong industrial operation capabilities are suitable for Commercial Operation Mode.

The possible contributions of this paper are: Firstly, determining criteria of LGFVs’ market-oriented transition are
proposed for the first time. Existing research has proposed preliminary ideas for market-oriented transition, but no
systematic criteria have been established.This article proposes determining criteria of market-oriented transition with three
stages, including showing signs, achieving success and getting sustainable development.Secondly, it has drawn a panoramic
picture of LGFVs’ market-oriented transition practices in China and concludes “four concentrations” characteristics, which
promotes the overall grasp of LGFVs’ transition. Thirdly, different from existing literatures focusing on certain region,
platform or transformation practice, this article summaries four transition modes based on multi-case studies and
establishes mode selection framework by comparing conditions, operating mechanisms, and transformation results on which
different modes are formed. Lastly, LGFVs are a special type of state-owned enterprise, so this study also enriches the
research in state-owned enterprises reform theory.

Based on the research findings, this paper proposes the following policy recommendations: First, LGFVs should seek
differentiated positioning based on reginal resources and development planning. LGFVs should not only be rooted in local
cultural history, resource endowments, economic levels, and industrial structures, but also can leverage “policy support”
and scientifically demonstrate its development positioning. Second, it is crucial to play local governments’ role of both
supervision and support. Local government should not only empower LGFVs to face market competition and performance
assessment, but also provide substantial support and guidance. Third, LGFVs should establish a sound market-oriented
management system to solidify institutional and talent support. Fourth, beware of the possible that LGFVs could become
market monopolist, and it is essential to promote the development of a mixed ownership economy with social capital and
prevent new “crowding-out effects”.

Key Words: local goverment implicit debt;local government funding vehicles ; market-oriented transition ; multi-case study
JEL Classification:G31,H63,H74
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