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Abstract: This paper establishes a default risk evaluation system of local government bonds for provinces and calculates the
default distance and default probability with KMV model. Using 0.4% as the benchmark of theoretical default rate, we find that ,
compared to other provinces, the default risks of Qinghai, Gansu, Shanghai and Beijing are higher in the year with highest payment
of debt. Only through a reduction of discretionary expenditure, can default risk be mitigated. Besides, Anhui, Hainan, Sichuan,
Ningxia, Xinjiang, Heilongjiang and Zhejiang have a lower default risk. They can mitigate the risks by improving the proportion
of bond guarantees. For other provinces, there exists no default risk.
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