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Local Government Equity Assets Measurement and Evaluation of
Fiscal Sustainability: Look-through Identification Based on

Complex Ownership Networks
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(a: School of Finance, Renmin University of China;
b: Center for Financial Policy Studies, Renmin University of China;
c¢: School of Business, Sun Yat-sen University)
Summary: Fiscal sustainability underpins the government’ s ability to provide public services, meet essen-
tial social needs, maintain macroeconomic stability, and mitigate fiscal and financial risks. Yet conventional
assessments focus largely on fiscal flows and debt, paying limited attention to the fiscal capacity embedded
in government assets. This omission is especially prominent in China, where local governments play a ma-
jor role in infrastructure investment, industrial development, and state capital operations, and where borrow-
ing often creates assets alongside liabilities. Equity holdings can generate dividends and capital gains and,
when conditions permit, can be transferred or restructured to ease liquidity pressures. We therefore examine
local fiscal sustainability from a government balance sheet perspective.

Using nationwide business registration records, we construct an ownership network covering all regis-
tered firms in China, identify government shareholders, assign them to provincial, prefecture-level, and
county-level jurisdictions, and trace their direct and indirect ownership links. A matrix-based method ac-
counts for cross-shareholdings and circular shareholdings and yields each government’s ultimate ownership
share. Equity assets are valued primarily using registered capital, with adjustments based on shareholders’ eq-
uity of listed companies. The resulting equity asset database covers all three subnational levels of government.

Descriptive patterns reveal substantial heterogeneity in local government equity holdings. Average
holdings decline at lower administrative levels, and the prefecture- and county-level distributions are highly
right-skewed. Provincial and prefecture-level governments hold most assets indirectly through multilayered
ownership chains, whereas county-level governments rely more on direct ownership. Equity assets are con-
centrated in eastern and central China, major urban agglomerations, and a limited set of sectors. Growth ac-
celerated after 2014 and again after 2018, increasingly driven by already asset-rich jurisdictions and widen-
ing disparities in asset-based fiscal capacity.

We assess the fiscal relevance of local government equity assets from both macro and micro perspec-
tives. At the macro level, we incorporate the equity-assets-to-GDP ratio into the standard fiscal reaction
function. Provincial and prefecture-level estimates show that higher equity-asset ratios are associated with
larger primary fiscal surpluses, consistent with these assets expanding fiscal adjustment capacity when debt
pressures rise. At the micro level, we use the unexpected bond default of a large state-owned enterprise con-
trolled by the Henan provincial government as a credit shock. Evidence from local government financing
vehicle (LGFV) bonds issued between July 2020 and May 2021 shows that issuance spreads rose more in
cities with higher ratios of LGFV debt to local government equity assets. Conventional debt measures fail
to explain this repricing, suggesting that investors consider both local liabilities and the equity asset buffers
available to support debt repayment.

The policy implications are threefold. First, a consistent look-through accounting framework is needed
to identify local government equity assets and update related records regularly. Second, greater emphasis
should be placed on improving the allocation and operating efficiency of state capital and on developing
transparent mechanisms for mobilizing existing assets. Third, fiscal risk monitoring should incorporate asset
quality, liquidity, and the alignment between debt obligations and available asset buffers. The paper contrib-
utes by constructing a nationwide ownership network to identify equity assets ultimately held by local gov-
ernments through both direct and indirect ownership, and by linking these measures to fiscal adjustment and
bond market pricing. In doing so, it brings the asset side of local government balance sheets into the analy-
sis of fiscal sustainability. Future research can further examine how asset quality, liquidity, and institutional
constraints affect the extent to which equity holdings can be converted into usable fiscal resources.
Keywords: Local Government Debt; Fiscal Sustainability; Equity Assets; Ownership Networks
JEL Classification: H63, H70, G38, D85
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