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Fiscal Fatigue, Reserve Channel and Measurement
of Government Debt Ceiling in China

TANG Wen-jin,SU Fan,PENG Yuan-wen

(School of Finance, Zhongnan University of Economics

and Law ., Wuhan 430073, China)

Abstract: This paper introduces residents’savings deposit into fiscal reaction function
for the first time and presents the reserve channel of government fiscal adjustment. Then it
calculates current government debt ceiling and analyzes government debt and changes in its
ceiling from 2013 to 2030 based on forward-looking scenario simulation.It comes to the
conclusions as follows: firstly, fiscal fatigue and reserve channel which has the negative
effect on fiscal adjustment exist in fiscal operation in China; secondly, current Chinese
government debt ceiling is 0.848,and debt space large enough ensures the sustainability of
current government debt; thirdly, scenario simulation shows that the advancement of the
marketization of interest rates is the key risk source of the sustainability of government
debt,and the release of residents’savings deposit can effectively resist adverse effects of
the marketization of interest rates;but pure dependence on the release of residents’savings
deposit cannot fully hedge potential risks during the transition period in the environment of
positive interest rate spreads,so governments need to initiatively take measures to improve
the ability of bearing debt.

Key words: fiscal fatigue; fiscal reaction function; reserve channel; sustainability of

government debt
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