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Fiscally strong regions’ LGFVs less impacted by recent tightening fundraising policies 

HONG KONG, 19 July 2021. The China Banking and Insurance Regulatory Commission (CBIRC) recently 

issued a directive on precautions and resolutions in relations to hidden debt risks from local governments. 《银

行保险机构进一步做好地方政府隐性债务风险防范化解工作的指导意见》（银保监发  [2021]15 号）. The 

CBIRC stated prohibitions for these financial institutions, including banks and insurance companies, on any new 

working capital loans to borrowers who have presumed hidden debt from local governments, while at the same 

time prioritise resolving hidden debt with short durations, high interest rates and debts with strong repayment 

expectations. According to the guidelines, financial institutions are required to strengthen their compliance and 

due diligence procedures, and shall not in any form increase the hidden debt burden of local governments. It 

also demands the financial institutions to properly resolve existing hidden debt, and shall not expect any 

unconditional bailouts from the local governments. 

Through governing local government financing vehicles’ (LGFVs) funding activities, we believe the CBIRC’s 

directive aimed at preventing the hidden debt risks of local government from potentially developing into systemic 

risks of China’s banks. We believe the CBIRC’s tightening directive should have less impact on bond issuance 

by the strong LGFVs’ platforms controlled by higher-tier governments or those from economically strong regions. 

Instead, we see the directive to further push banks to distinguish LGFVs that enjoy key government mandates 

as their primary financing platforms, and favour those LGFVs from more fiscally strong regions compared to 

their debt burden. 

Nevertheless, we believe banks are likely to be more refrained from lending to LGFVs owned by weaker 

governments in the second half of 2021. In our view, recent tightening measures may lead to higher risk aversion 

of investors in the short term, arising from increasing funding difficulties for weak LGFVs amid government 

restriction on funding policies. We believe the measures could reduce weaker LGFVs' net financing and their 

refinancing ability, especially those owned by lower-tier local governments with high financial leverage relative 

to their economic strength, those with a significant portion of businesses operating commercially, or those from 

regions that already have SOE default history. Local governments with tight liquidity are expected to be more 

selective in supporting LGFVs’ debt, as they tend to weigh on the costs and benefits of such continued bailouts.  

Earlier in April 2021, both Shenzhen and Shanghai Stock Exchanges issued guidelines for the issuance and 

listing of corporate bonds. LGFVs with total assets of less than RMB10 billion, or with domestic ratings of AA or 

below, should assess and enhance their repayment ability by taking into account of their profitability, balance 

sheet and cash flow positions, while proceeds of bond issuance from these LGFVs should be for repayment of 

outstanding corporate bonds. The two exchanges also require issuers to strengthen the quality of corporate 

bond information disclosure on issuer conditions that require special attention, such as restrictions in the use of 

proceeds.  

Overall, we see the recent series of tightening measures imposed by various regulatory bodies help to prevent 

any system-wide defaults by LGFVs, as the oversight of systemic risk remains a priority for the regulators. 

Current offshore USD bonds by LGFVs are much smaller in terms of outstanding issuance amount than those 

from the onshore markets, and refinancing risks should therefore be controllable. We continue to believe any 

high-profile defaults by LGFVs are unlikely.  

  



 

2 

ANALYSTS CONTACT MEDIA ENQUIRIES RATING SERVICES ENQUIRIES 
Primary Analyst 
Brian Lam 
+852 3615 8339 
brian.lam@pyrating.com 
 
Secondary Analyst  
Winnie Guo 
+852 3615 8344 
winnie.guo@pyrating.com 
 
Committee Chair 
Ke Chen, PhD 
+852 3615 8316 
ke.chen@pyrating.com 
 

Charley Lui  
+852 3615 8296 
charley.lui@pyrating.com 
 

Allen Wei 
+852 3615 8324 
allen.wei@pyrating.com 

Date of Relevant Rating Committee: 16 July 2021 

Additional information is available on www.pyrating.com 

 

  

mailto:brian.lam@pyrating.com
mailto:winnie.guo@pyrating.com
mailto:ke.chen@pyrating.com
mailto:allen.wei@pyrating.com
http://www.pyrating.com/


 

3 

 

DISCLAIMER 

Pengyuan Credit Rating (Hong Kong) Company Ltd (“Pengyuan International”, “Pengyuan”, “the Company”) 
prepares various credit research and related commentary (collectively “research”) in compliance with the 
established internal process. The Company reserves the right to amend, change, remove, publish any 
information on its website without prior notice and at its sole discretion. 
 
The research is subject to disclaimers and limitations. RESEARCH AND CREDIT RATINGS ARE NOT 
FINANCIAL OR INVESTMENT ADVICE AND MUST NOT BE CONSIDERED AS A RECOMMENDATION TO 
BUY, SELL OR HOLD ANY SECURITIES AND DO NOT ADDRESS/REFLECT MARKET VALUE OF ANY 
SECURITIES. USERS OF RESEARCH AND CREDIT RATINGS ARE EXPECTED TO BE TRAINED FOR 
INDEPENDENT ASSESSMENT OF INVESTMENT AND BUSINESS DECISIONS. 
 
This research is based solely on the public data and information available to the authors at the time of publication 
of this research. For the purpose of this research, the Company obtains sufficient quality factual information 
from public sources believed by the Company to be reliable and accurate. The Company does not perform an 
audit and undertakes no duty of due diligence or third-party verification of any information it uses in the research. 
The Company is not responsible for any omissions, errors or inconsistencies of the public information used in 
the research. 
 
NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS OR COMPLETENESS OF 
ANY INFORMATION GIVEN OR MADE BY THE COMPANY IN ANY FORM OR MANNER. In no event shall 
the Company, its directors, shareholders, employees, representatives be liable to any party for any damages, 
expenses, fees, or losses in connection with any use of the information published by the Company. 
 
This research focuses on observing trends from the credit markets. This research has not been made available 
to any issuer prior its distribution to the public. The Company does not receive compensation for its research. 
 
The Company reserves the right to disseminate its research through its website, the Company’s social media 
pages and authorised third parties. No content published by the Company may be modified, reproduced, 
transferred, distributed or reverse engineered in any form by any means without the prior written consent of the 
Company. 
 
The Company’s research is not indented for distribution to, or use by, any person in a jurisdiction where such 
usage would infringe the law. If in doubt, please consult the relevant regulatory body or professional advisor 
and ensure compliance with applicable laws and regulations. 
 
In the event of any dispute arising out of or in relation to our research, the Company shall have absolute 
discretion in all matters relating to resolving the dispute, including but not limited to the interpretation of 
disclaimers and policies. 
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