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The Balance Between Expansion and Contraction: The Role and Risks of Debt Growth
ZHANG Bin' ZHU He* SHENG Zhongming’
(1.Institute of World Economics and Politics, Chinese Academy of Social Sciences;
2.China Finance 40 Forum)

Abstract Over the past two decades, China's debt stock has expanded rapidly, with the borrowing behavior of
the government, corporate, and household sectors exhibiting distinct changes. Debt has played a pivotal role in
converting savings into investment, smoothing consumption, and creating financial assets. This aggregate expansion
has not triggered excessive inflation but instead reflects underlying contradictions of insufficient demand and asset
structure imbalances. Structurally, local government financing vehicles, real estate and manufacturing enterprises,
and small-to-medium enterprises have become concentrated zones of risk, while households and the government
sector have maintained a relatively robust overall debt-servicing capacity. Experience indicates that reducing debt
size does not necessarily lower leverage ratios; it may instead weaken income and cash flows, triggering higher risk
premiums. Achieving a balance between growth and risk requires leveraging the countercyclical functions of fiscal
and monetary policies within an environment of low interest rates and moderate inflation. Differentiated mechanisms
should be employed to resolve debt vulnerabilities in key sectors, thereby enhancing macroeconomic resilience and
sustainability.
Keywords Debt Expansion, Macro Leverage Ratio, Countercyclical Adjustment
JEL Classification E44 H63 016
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