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Financial Support,Bank Credit and Urban Economy Growth
——Empirical Evidence From 247 Cities in China
LI Shi-jie'*, XIAO Ya-nan'
(1. School of Economics and Management of Hainan University, Haikou, Hainan, 570228, China;
2. Institute of Industrial Economy CASS, Beijing, 100836, China)

Abstract ; Economic development and urban construction require lots of capital investments which are mainly
from government investment and bank credit. However, the mechanism of fiscal spending and bank credit on eco-
nomic growth is not yet clear. Therefore ,based on panel data of 247 cities of China from 2004 to 2013, the multiplic-
ative term of the financial support and the bank credit contribution rate as the index of cross effect is introduced into
the benchmark model. Then,we do the empirical research about the effect of fiscal expenditure,bank credit and the
cross-effect on development of urban economy. Also, we further analyze the path of financial investment on bank
credit.

This study finds that the local GDP growth is driven by the government’s fiscal expenditure,and the role of fi-
nancial institutions credit is relatively small, hence,the impact of local government financial expenditure on econom-
ic growth is more significant. In addition,the different time sample interval ,the contribution rate of urban financial
support, credit delivery and the cross effect on economic growth is different, which is mainly due to the different
effects of the substitution effects and the complementary effect. On the one hand,the government affects the private
investment by crowding out private credit in financial institutions and reducing efficiency of credit, which leads to
the substitution effect of finance and credit; on the other hand,financial investment from the government could im-
prove the investment environment and promote the development of related industries, so that increase private invest-
ment enthusiasm, making the financial and credit complementary effects.

The study also finds that the rate of credit has increased significantly since 2009 ,but the impact of financial ex-
penditure is significantly stronger than the credit of financial institutions. The probable reason is that the govern-
ment , as the main body of the main investment of urban infrastructure , not only can encourage private capital invest-
ment in infrastructure, also is able to support the non-profit infrastructure investment, which has a long-term positive
effect on the economic development of the city. At the same time , increasing the local government public expenditure
can expand social aggregate demand,so as to improve the lack of effective demand,reduce unemployment and pro-
mote economic growth and stability. And relatively speaking,urban credit is often out of state-owned enterprises, lo-
cal government financing platform and real estate related projects. These financiers are more likely to get credit for
low financing costs,or they are not sensitive to the rising cost of financing because of soft budget constraints, be-
sides , they are supposed to use land or real estate as collateral to obtain loans in the shadow banking market. Real
lack of credit funds for SMEs is diverted, resulting in less impact of bank credit on economic growth of the cit-
y. China has experienced high economic growth for many years, one important factor of which is that the growing
credit supports strongly the economic development. However, with the continuous expansion of China’s credit, the
proportion of broad money M2 to GDP has continued. Due to the low efficiency of credit delivery,the positive effect
on economic growth is gradually diminishing. All the results show that the expansion of financial investment,to some
extent, hinders the efficiency of private investment and bank credit, in addition, it contributes to the local
government’s debt crisis.

Based on the empirical analysis and the findings ,we propose the following recommendations. Firstly,a reasona-
ble increase in fiscal expenditure,can not only enhance the public service, living function and increase employment,
also promote the development of local economy greatly and improve the people’s living standards. Therefore , the gov-
ernments are expected to grasp the intensity of fiscal policy to regulate ,increase financial investment reasonably , op-
timize the structure of fiscal expenditure,so as to increase fiscal expenditure to support the efficiency of urban eco-
nomic growth. Secondly, limit over-financing of local government in the process of urbanization,as well as guide pri-
vate investment to play an active role. In addition, it is an effective means to establish special loans, special bonds
and special funds. Also, it is best to put the country’s urbanization development funds into the allocation of national
funds and the extensive use of social capital will play an important role in the development of Chinese urban fi-
nance. The local government is supposed to make full use of market mechanism,leveraging social capital to partici-
pate in the development of the city,and the part of the infrastructure and public utilities is open to the market, which
could introduce foreign and domestic investment capital to attract social funds widely.

Key Words:financial support; bank credit; private investment; efficiency of economic growth
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