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Literature Review and Theoretical Reflections on How Over-Indebtedness Affects the Economy
MA Yong ZHOU Xiaohan
(School of Finance, Renmin University of China China Financial Policy Research Center)
Abstract As financial systems in many countries become more developed, basic economic activities have become
increasingly debt-driven, with debt serving as a key link between finance and the real economy. However, our
understanding of the relationship between debt and the economy is still far from adequate. This paper examines
relevant literature on the link between debt and economic activity from a combined macro and micro perspective and
describes how over-indebtedness affects economic performance. The paper explains how debt triggers an imbalance
between supply and demand in the economy, leading to economic and social consequences. The analysis also points
out that from a macro perspective, high debt ratios lead to risks because of the rising ratio of "unreliable" borrowers
and investment projects. The essence of debt overhang is the creation of ineffective or excessive demand on the
consumption side and the failure to realize an effective increase in supply on the production side.
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