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Does Local Debt Pressure Affect Judicial Adjudication of Cases Involving

Government Guarantees?

Wan Jiang Wu Fan

(School of Economic Law, Southwest University of Political Science and Law,
Chongqing 401120, P.R.China)

Abstract: Guarantees illegally issued by local governments are a prominent challenge in China’ s
local debt governance. Although current laws prohibit local governments from providing guarantees,
guarantees are illegally issued by some local governments for reasons such as raising funds. When
debtors lack the ability and willingness to repay debts, a significant number of cases have emerged in
which local governments and their subordinate departments are required to fulfill their guarantee
responsibilities. Although judicial interpretations clarify the types and extent of local governments’
guarantee liabilities, local courts are not consistent in their rulings regarding whether the local
government needs to fulfill the guarantee liability and how to apportion responsibility.

Based on an empirical study of 451 civil judgments of local government guarantees from 2000 to
2022, it is found that courts in regions with higher debt pressure are more inclined to rule that the
government does not bear or bears a lower proportion of guarantee liability. This finding supports the
view that courts are significantly affected by the financial pressure of local governments when dealing
with civil cases involving the government, and thus tend to protect the interests of the government in
judicial decisions, rather than making neutral judgments based entirely on legal provisions. This
shows that effectively restraining the illegal guarantee behavior of local governments cannot be
achieved solely by denying the effectiveness of government guarantees through legislation, and
judicial interpretations on liability apportionment after the invalidation of guarantees also fail to fully
protect the legitimate expectations of creditors. The study reveals the specific manifestations of
judicial local protectionism in cases involving government guarantees and demonstrates its close
association with local debt pressure. This finding promotes the comprehension of local judicial
behavior and is of great significance for understanding the deep-seated challenges faced by China’s
judicial practice in balancing the relationship between public interests, government interests, and the
principle of good faith.

According to the conclusions of empirical research, solving the issue of government guarantees
requires attention to at least two points: First, when determining the validity of guarantee contracts,
judicial authorities should more cautiously invoke public-interest grounds to invalidate contracts, and
conduct a more nuanced balancing of the relationship among public interests, government interests,
and creditors’ reasonable reliance interests based on the principle of good faith and fair dealing in
individual cases, avoiding absolute and simple negation of guarantee contract validity. Second,
efforts should be made to construct more rigid liability allocation rules with less discretionary space,
clarify judicial standards for the fault of creditors in guarantee invalidation, and reduce courts’
discretionary power, thereby forming effective legal constraints on illegal guarantee behavior by local
governments and maintaining market transaction safety and judicial fairness.

Keywords: l.ocal debt pressure; Government guarantee; Judicial justice; Business environment;
Analysis of judgements
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