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Abstract

A rapidly growing macro-leverage ratio, measured by M2 to GDP ratio or
private debt to GDP ratio, has provoked heated debates on increasing financial
risks and the stance of macroprudential policies in China. Drawing on cross-
country data between 1990 and 2010, we explore the explanatory factors for
financial crises, using a panel logit model that considers variables such as GDP
growth, external debt, savings rate, capital market openness, etc. We find that
the private debt to GDP ratio has a strong explanatory power for the probability
of financial crises, while the M2 to GDP ratio is not significantly correlated to
financial crises. If the private debt to GDP ratio goes up by 1 percentage point
in China, the probability of a banking crisis will increase by 0.40-0.68
percentage points. The following policy implications can be drawn from our
research. Although policymakers must be cautious with financial risks stemming
from an excess deleveraging process, it is important to understand that an
increasing macro-leverage is the key warning indicator for financial crises.
Given the high private debt to GDP ratio in China, a tightening policy stance
that aims to deleverage the Chinese economy should be always in place in the
medium to long run.
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2.2 2.3 GDP
/GDP M2 GDP M2/GDP
2.2
/GDP
/GDP
2.3
M2/GDP
2.2 /GDP
) (2) 3) 4)
/GDP 0.0382%** 0.0378%** 0.0408*** 0.0668***
(0.0107) (0.0107) (0.0130) (0.0176)
/GDP 0.0301%** 0.0296%** 0.0297%** 0.0236%**
(0.00591) (0.00599) (0.00601) (0.00725)
IGDP -0.0852%** -0.0847*** -0.0862%** -0.147%**
(0.0223) (0.0223) (0.0227) (0.0371)
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2.3 M2/GDP
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(0.0309) (0.0366)
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(0.0278)
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32 32 32 25
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/GDP 0.0298*** 0.0277** 0.0192 0.0319**
(0.0113) (0.0113) (0.0136) (0.0161)
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(0.0310)
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30 30 30 26
*** p<0.01, ** p<0.05, * p<0.1
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(0.00625)
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