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Tri-Factor Model of Deleveraging:
How to Overcome Credit-Intensive Growth

ZHU Hong-ming', ZHAO Chang-wen’

(1.Institute of Finance, Development Research Center of the State Council, Beijing 100010, China;
2.Center for International Knowledge on Development, Beijing 100010, China)

Summary: China’s macro leverage ratio has been already at a high level, which has undermined the sustainability of
economic growth. To this end, deleveraging or maintaining the stability of the macro leverage ratio has become an important
part of supply-side structural reform, and it is also one of the core tasks to fend off and defuse major risks with a firm
resolve. However, the existing research frameworks on deleveraging, such as the sectoral analysis framework, the
“equity-debt financing” framework, the “numerator-denominator” framework, and the “good-bad leverage” framework, are
mainly limited to financial perspectives and short-term perspectives, lack economic growth perspectives and long - term
perspectives, and do not consider deleveraging in the transformation of the economic growth mode.

This paper draws on the decomposition of the macro leverage ratio by Ji et al. (2017), introduces two core concepts -
productive debt and capital stock, and decomposes the macro leverage ratio-“debt/GDP” into the product of three factors,

» o«

i.e., “debt /productive debt” “productive debt/capital stock” and “capital stock/GDP”, and constructs a tri-factor analysis
framework to explain the reasons for the change in the macro leverage ratio. Among them, “debt/productive debt” is the
financial variant factor, “productive debt/capital stock” is the financial efficiency factor, and “capital stock/GDP” is the
economic efficiency factor. Under the framework of tri-factor analysis, the macro leverage ratio depicts the debt dependence
of economic growth, and deleveraging is not only to fend off and defuse financial risks, but also to transform the mode of
economic growth, that is, to overcome the trap of credit-intensive growth, get rid of the excessive dependence of economic
growth on credit, and find the process of a non - credit driving force for economic growth. In addition, drawing on the
measuring methods of Zhu and Han (2018), this paper uses the WIND database and public data of financial regulators to
measure China’s macro leverage ratio and analyzes the reasons for the change in China’s macro leverage ratio from post-
international financial crisis to pre-Covid-19 pandemic periods based on the tri-factor analysis framework. The study finds
that the increase in financial variant or the proportion of unproductive debt, the decrease in the efficiency of converting debt
into capital stock, and the decline in return on capital are the reasons for the climbing macro leverage ratio in China.

This article has expanded the previous literature from two aspects. First, it goes beyond the financial framework and
decomposes the macro leverage ratio from the perspective of economic growth, which provides a new theoretical framework
for deleveraging analysis that is different from the existing analysis framework. Second, based on the tri-factor analysis
framework, the impact of rising unproductive debt, declining financial efficiency, and declining economic efficiency on the
macro leverage ratio is quantitatively analyzed, and policy suggestions are put forward from three aspects: reshaping real
estate finance, financial reform, and economic system reform.

Key words: macro leverage ratio; deleveraging; tri-factor model; credit-intensive growth
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