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ABSTRACT

With the sharp expansion of city construction investment bonds in recent years,
relevant credit risk of local financing platforms is also beginning to loom large. Since
2014, the credit events of domestic bond market happened frequently. And the
spreading negative emotions of bond market sounds the alarm bell for large-scale debt
of local financing platforms. In fact, a lot of local governments have weak debt
repayment capacity, but their debt scale is constantly expanding and accumulates large
risks. Debt issues improperly handled may lead to debt crisis, which may produce a
significant impact on the economy of the whole country. Therefore making efforts to
solve the credit risk of issuers in Chinese city construction investment bonds has
become a hot topic of the social public. The important premise to prevent the problem
is the scientific evaluation for the credit risk of the local financing platforms. Therefore,
this article is devoted to study how the current situation of credit risk in the local
financing platforms and how much debt can be the local financing platforms afford in
the future.

Taking Fujian province as an example, this article briefly describes the current
development situation of city construction investment bond. Then in the base of the
local government fiscal indicators and the financial indicators of city construction
investment companies, make credit risk stratification for the local financing platforms
of Fujian province and nine cities. And further analysis the expected default probability
of each local financing platform of target areas by use of the KMV model and the
adjusted KMV model. The adjusted KMV model takes into account the endorsable local
fiscal revenue and the corporate project benefits. The empirical results show that the
credit risk of the local financing platforms in Fujian province is mostly within the
reasonable controllable range, but there are still some areas where the scale of the bonds
exceeds their own financial capacity. Finally, this article gives some references to future

reasonable issuance for the local financing platforms.

Key words: City Construction Investment Bond; Credit Risk; KMV Model
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