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Nonlinear Effect of Government Leverage on Economic Growth
from the Perspective of Heterogeneity .

An Empirical Study on Threshold of Real Interest Rate
LI Cheng', WEI Weiwei’

(1. School of Economics and Management, Tianjin Polytechnic University, Tianjin 300387, China;
2. Business School, Heibei University of Economics and Business, Shijiazhuang 050061, China)

Abstract: In view of the heterogeneity of relationship between government debt and economic growth, this paper uses IS-
LM model to analyze the impact of government leverage on economic growth, and taking the real interest rate as the threshold
time series threshold model is used for central government leverage ratio and panel abrupt threshold model and smooth threshold
model are used for local government leverage ratio to make empirical study. The results show that the increase of central govern-
ment leverage ratio can promote economic growth while the relationship between local government leverage ratio and economic
growth is non-linear. When the interest rate is higher than the threshold, the leverage ratio of local government can inhibit eco-
nomic growth, and the reverse is to promote, because the explicit debt leverage ratio of local government can promote growth in
any interest rate range. But the effect of the implicit leverage ratio is the opposite. The positive effect of the explicit debt leverage
ratio is dominant in the relatively low interest rate range, and the negative effect of the implicit leverage ratio is dominant.
Therefore, the policy can appropriately increase the issuance of treasury bonds, control the implicit debt of local governments,
keep interest rates at a low level, and give full play to the role of government debt in promoting economic growth.

Key words: central government leverage ratio; local government leverage ratio; explicit debt; implicit debt; interest rate



