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Abstract: As an important means of preventing and controlling national governance risks, national audit plays an important 
role in ensuring national financial security. In order to study the impact of the implementation of national audit on the risk 
of local government debt, an empirical test was conducted based on the data of 30 provinces, cities, autonomous regions 
and municipalities in China from 2013 to 2021. The results show that the greater the implementation of national audit, the 
stronger the inhibition of local government debt risk, and the inhibition effect is achieved by improving the financial trans-
parency of local governments.
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1. Introduction
In recent years, the expansion of local government debt has been highly valued, in order to alleviate the local government 

debt crisis, the central government has successively issued a number of important documents to put forward requirements 
for improving the local government debt management, but with little effect. National audit is an important supervision tool 
for national governance, and an effective means to ensure fiscal and financial security, promote the process of corruption 
governance, and improve the efficiency of government governance. The results of academic argumentation show that the 
national audit has played a positive role in the prevention and control of local government debt risk, but the research on 
the resolution mechanism is not sufficient. This paper uses the empirical test method to introduce the variable of fiscal 
transparency to study the role of fiscal transparency in the process of national audit inhibiting local debt risk

2. Theoretical Analysis and Research Hypothesis
The emergence of national auditing stems from the establishment of public fiduciary responsibility relationships. With 

the continuous development of society, the connotation of public fiduciary economic responsibility is gradually expanding, 
and maintaining economic security has become an important direction in the governance process of governments around the 
world. The unreasonable development of local government debt can bring high debt risks. If not prevented, it will spread to 
the economic and financial systems, ultimately leading to economic crises in multiple systems. As an important component 
of national governance, national auditing can play a supervisory role in governance, supervising the exercise of power in 
the process of borrowing, debt use, and repayment. Its deterrent power can force officials to reduce unreasonable borrowing 
behavior, thereby reducing government debt risks. Based on this, hypothesis 1 is proposed.

H1: Increasing the implementation intensity of national auditing can significantly reduce the debt risk of local 
governments.

Fiscal transparency is a crucial indicator for assessing a country’s fiscal management capabilities. Its core lies in 
compelling the government and officials to fulfill their responsibilities through the disclosure of fiscal information. Empirical 
studies have demonstrated that an increase in fiscal transparency significantly reduces local government debt risks[1], and 
the disclosure of fiscal information has a path effect in the process of national governance through national auditing[2]. Will 
national auditing reduce local government debt risks by enhancing fiscal transparency? To verify this conclusion, this paper 
proposes Hypothesis 2:

H2: National audit reduces local government debt risk by enhancing fiscal transparency

3. Research Design
3.1 Sample selection and data sources

The debt data of 30 provinces, cities, autonomous regions and municipalities directly under the central government 
from 2013 to 2021 are selected as the research sample (Tibet, Hong Kong, Macao and Taiwan are not included in the 
sample), including 270 observation items. The local government debt risk data and national audit data are from guotai’an 
database, the financial transparency data are from the Research Report issued by Tsinghua University.
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3.2 Variable Definition
3.2.1 Explained Variable

The risk of local government debt (risk) is listed as the explained variable, which is measured by the debt ratio of the 
provincial local government. The debt risk of the provincial local government is measured by the proportion of the debt 
scale of the provincial local government in the financial resources of the local government. It is expressed in the form of a 
percentage system. The higher the score, the greater the debt risk.
3.2.2 Explanatory Variable

The implementation intensity of national audit (audit) is listed as an explanatory variable. In existing literature research, 
Referring to the approach of Liufang Xie the implementation intensity of national audit is measured by using the amount of 
major issues identified and the number of cases transferred in each province during the year.
3.2.3 Mechanism Variable

This article selects local government fiscal transparency (FTS) as the mechanism variable. The data for this variable 
is sourced from the “Research Report on Fiscal Transparency of Chinese Municipal Governments” compiled and published 
by Tsinghua University. It is expressed in a 100-point scale, with a higher value indicating higher fiscal transparency in the 
region[3].
3.2.4 Control Variable

The control variables in this paper include: local government financial resources (FI);the industrial structure (STR); 
Provincial GDP growth rate (GDP); fiscal gap (gap) [4]; the fixed year effect is also controlled.

3.3 Model Construction
Based on theoretical analysis, to verify Hypothesis 1 and Hypothesis 2, this paper employs a two-step regression 

method to construct a fixed-effects model as follows:

	 , 0 1 , ,i t i t j ji t i
j

Risk Audit Controls YEARβ β β µ= + + + +∑ � (1)

,i tRisk denotes the government debt risk in different regions and years, ,i tFts  represents the fiscal transparency in 

different regions and years, ,i tAudit  signifies the implementation intensity of national audits in different regions and years, 

1α is the first-order coefficient, jControls  stands for different control variables, YEAR is the fixed effect of year, μ is the 

random disturbance term. If the coefficient is negative after the model (1) is verified, then Hypothesis 1 is valid.
The two-step regression is used to test the mechanism of fiscal transparency, and the model (2) is constructed to explore 

the impact of the implementation of national audit on fiscal transparency. If the coefficient is positive after verification, 
hypothesis 2 is true.

	 , 0 1 , ,i t i t j ji t i
j

Fts Auditaj Controls YEARβ β β µ= + + + + +∑ � (2)

4. Empirical Results
4.1 Descriptive Statistics

The descriptive statistics of the relevant variables are presented in Table 1,the debt risk of local governments in China 
is relatively high, the implementation intensity of audits is relatively even, and the data on debt risk and fiscal transparency 
exhibit a large degree of dispersion and strong variability.

Table 1. Descriptive Statistics

Variable Average Min Max N

risk 87.92 16.70 257.3 270

audit 14.09 6.970 25.62 270

fts 46.87 10.88 89.38 270

str 1.410 0.665 5.244 270

fi 396.0 5.165 11500 270

gap 7.726 5.823 8.845 270

gdp 1.061 0.827 1.124 270
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4.2 Regression Results
The regression results for model (1) are presented in Table 2. The coefficient of the first-order term for national 

audit on local debt risk is negative and significant at the 5% level, indicating that increasing the intensity of national audit 
implementation significantly reduces local debt risk. There is a negative correlation between the two, confirming Hypothesis 
1.

Table 2. Regression Results

Risk Fts

audit -3.0886** 2.3124***

(1.2293) (0.4845)

str -6.2472*** 7.9383***

(1.8780) (0.9549)

fi -0.0013 0.0013

(0.0018) (0.0010)

gdp 36.3370 58.4018

(116.8684) (37.3947)

gap 4.0017 -11.2199***

(5.0962) (2.0340)

R2 0.1079 0.6416

N 270 270

Year Controlled Controlled

4.3 Impact Mechanism Test
The existing literature uses the game theory method to verify that the implementation of national audit will improve 

the fiscal transparency of local governments. Therefore, hypothesis 2 can be verified through two-step method under the 
background of hypothesis 1 being verified. The regression results are shown in Table 2. The impact of national audit on fiscal 
transparency is significantly positive at the level of 1%, that is, the implementation of national audit can significantly improve 
the fiscal transparency of the government[5]. Hypothesis 2 is established, and the impact mechanism test is established.

4.4 Robustness test
4.4.1 Reduce the observation period

By reducing the original sample observation period to 2013-2019,the results are presented in Table 3 (1). The regression 
coefficient of audit on risk is significantly negative at the 5%, indicating that after reducing the observation period, increasing 
the implementation intensity of national audit still has a significant inhibitory effect on local government debt risk. The basic 
regression results are robust.
4.4.2 Replace control variables

Using regional per capita GDP to measure the level of regional economic development (dev) and incorporating it as 
new control variables to replace the fiscal gap (gap) in the model for regression testing, the regression results are presented 
in Table 3 (2). The regression coefficient of the implementation intensity of national auditing on local government debt risk 
is significantly negative at the 5% level, indicating that the basic regression results are robust[6].

Table 3. Regression results

 (1)  (2) 

audit -3.1102** audit -3.0886**

(1.2867) (1.2293)

str -4.5150* str -6.2472***

(2.3770) (1.8780)

fi -0.0011 fi -0.0013

(0.0017) (0.0018)

gdp 48.0437 gdp 36.3370

(221.0723) (116.8684)
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 (1)  (2) 

gap 8.4607 dev 4.0017

(5.1980) (5.0962)

R2 0.0643 R2 0.1079

N 210 N 270

Year Controlled Year Controlled

5. Conclusions and Recommendations
After analyzing 270 panel data of 30 provinces, cities and autonomous regions in China by using empirical test method, 

this paper verifies the significant inhibitory effect of national audit on local government debt risk, and proves that its 
inhibitory effect is played by improving fiscal transparency. Based on this, this paper puts forward the following suggestions:

First, improve the national audit results disclosure system, pay attention to the disclosure of audit results, improve 
audit supervision, improve the national audit deterrence, urge local officials to perform their duties carefully, and reduce 
unreasonable debt borrowing and the use of financial funds.

Second, give full play to the advantages of Internet digital technology, improve the platform and standards for the 
disclosure of local government debt information, and all provinces and cities should strictly implement the relevant 
requirements for the disclosure of local government debt information, so as to improve the level of government financial 
information disclosure and financial transparency.
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