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Land Market Fluctuations and Local Government
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Abstract Facing huge capital needs induced by rapid urbanization, local governments in
China recently chose land as collateral and one source of repayments to borrow, which can be
characterized as a new type of “land financing”. This paper finds a positive link between land
revenues and municipal investment bonds (a typical form of local government debts).
implying a leverage effect of land leasing on financing. Though such financing method can
facilitate urban infrastructure construction, it increases local economies’ sensitivity to real
estate fluctuations and local governments’ insolvency risks.
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