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e Aggregate leverage: credit gap and growth metrics

* Vulnerabilities in balance sheets: sectoral analysis

 What are the policies needed to address the rising
debt and leverage?




Key Takeaways

« Asia’s relatively strong output growth since the GFC may in
many cases mask a rapid and unsustainable growth in
leverage.

 |f current trends continue, many countries could face
deleveraging risks on levels approaching other advanced
countries prior to 2008.

 Beyond the increase in aggregate leverage, there are balance
sheet vulnerabilities.

* At the moment, policy focus for most cases would be to
engineer a gradual slowdown in credit while minimizing the
Impact on growth.






Asia’s strong growth performance after the GFC came
on the back of rising levels of private debt
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...leading to a rising credit intensity of output

Credit Intensity of Output
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..which has reached levels comparable to the pre-AFC
period in some cases.

Credit Intensity of Output
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Credit metrics based on gaps versus growth rates
capture different risks

Large gap, Small gap, Large gap,
modest growth fast growth fast growth
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Outlook on Debt: Can the growth and credit momentum
be sustained?

Credit Gaps Calculated Based on post—GFC Credit Intensity of Qutput
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VE Ratings is the rating for the financial sector component.







Beyond credit metrics: Vulnerabilities related to the
composition of debt and balance sheets
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Levels of household and corporate debt are relatively high
in some countries
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. But balance sheets matter---

Household Debt to Net Worth, OECD countries Household Net Worth to GDP

(In percent )
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Household balance sheet: Case of Korea
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Household balance sheet: Case of Korea

Change in Household Debt Distribution Seoul Metropolitan House Sales and Rental
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Debt servicing ability: distributions matter
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Potential balance sheet risks from house price

adjustments.

Asia: Household debt (% of GDP)
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Asia: Change in house prices
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Corporate debt in emerging

Asia has risen significantly

3. Change in Corporate Debt: 2007-14
(Percent of GDP)
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Leverage is high in China’s SOEs

Leverage Ratios 1/
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Foreign currency debt ratios are currently low, but pose a

balance sheet risk given potential volatility in exchange
rates going forward.

FX Denominated Debt in Asia and Other Selected Economies
(Bonds and Syndicated Loans)
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What are the policies

*T0 engineer a gradual slowdown in credit while
minimizing the impact on growth.

*Repair balance sheets through debt write—offs
when necessary to enhance the productivity of
new credit.

 |dentifying appropriate policies requires country

specific balance sheet analysis, drawing lessons

when appropriate from other countries’ post-GFC
experience.



Potential ways of achieving a lower credit intensity of
output :

Changing drivers of growth:
 Recovering exports or commodity prices to the rescue?

Changes in credit allocation:
e Credit used to fund real investments as opposed to purchases
of existing real assets, financial assets or consumption.

Changes in funding structure:

* Low interest rates and ample liquidity may have increased the
attractiveness of debt finance relative to equity.

* More equity or FDI finance?

Balance sheet repair:

e Dealing with legacy loans would enhance the effectiveness of
new credit.






