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The Aging Population and Credit Spreads of Local Government Bonds

Zhang Peng (The Chinese Academy of Social Sciences)

Abstract The acceleration of population aging in China has not only posed a challenge to its economic
growth but also exerted a general impact on local fiscal operations. The aging population tends to expand the
credit spreads of local government bonds and increase the financing costs of local governments in issuing
bonds. Provinces with personal income tax revenues lower than the national average, those experiencing net
population outflows and those with less developed capital markets are more vulnerable to population aging.
Population aging leads to a decrease in productive population and a decline of productive activities, which
will not only reduce local fiscal revenues, particularly tax revenues, but also drive up local fiscal expenditure,
especially in areas such as medicare and social security. This, in turn, will heighten the default risks of local
bonds and perpetuate the expansion of credit spreads. In response to the changes in asset allocation needs in
the aging era, vigorously developing the bond market and implementing silver economy-related industrial ini-
tiatives are conducive to the healthy development of the local bond market and the continuous reduction of lo-
cal bond financing costs.

Key words population aging; local government bonds; income effect; expenditure effect
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