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Local Government Debt and Interbank Business: Theoretical

Analysis and Empirical Evidence
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Abstract In recent years, the interbank business expandind rapidly, has become an important
source of triggering systemic risks. First, this paper constructs a DSGE model, the numerical
simulations find that the expansion of local government debt is an important reason for interbank
business increasing. The welfare analysis shows that the expansion of local government debt can
induce welfare loss, and along with the current scale of local government debt and the degree of
alienation of inter-bank business increases, the loss of economic welfare increases. Then, this paper
empirically verify the above theoretical conclusions.
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