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Local Government Intervention and Banking Industry Development: Theoretical
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Abstract: As the result of fiscal decentralization and the institutional arrangement of promotion
incentive, local governments have played the dominant role in promoting local economy. The
local governments intervene in banking sector to grab cheap financial resources. A huge loan
funding for fiscal bill has explicitly led to inflation. Local government intervention has promoted
the development of local financial institutions. Despite helping to break up monopolies in banking
industry dominated by state-owned banks, but due to the excessive intervention of local
governments, local financial institutions have a fairly limited role to enhance the banking
intermediary efficiency.
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TR0 E MRS ATE U AL (SIZE) 5HTE DS A7 A1 525 10 471 i) B
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