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Financial Development and Government Debt: Evidence from Bank
Deregulation in China
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This paper studies the impact of bank deregulation on government debt. Exploit-
ing a large expansion of joint-equity bank branches following entry deregulation in
China, we find that bank deregulation leads to a surge on local government debts.
Banks support government debt rise by offering more credit, and remain loans of
firm sector unchanged. We then show that public debt increase accompanies more
investment in city infrastructure construction. We further identify a land allocation
adjustment favoring public infrastructure sector at the cost of manufacturing firms,
and the latter suffers a drop in profits.
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