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Executive Summary 
Businesses in many economies have become increasingly leveraged since the financial crisis. 
Although corporate debt in China, the world’s second-largest economy, clearly is elevated, we 
believe that the problem is generally manageable. Other economies with elevated corporate debt 
are probably too small in isolation to have systemic implications.  

Could they have a systemic effect when considered in aggregate? Yes, but there probably would 
need to be a significant increase in interest rates worldwide for generalized debt servicing problems 
to become an issue. Although many major central banks are starting to tighten monetary policy, 
they probably will do so at a gradual pace. The bottom line is that we are not overly concerned about 
corporate debt short circuiting the global economic expansion, at least not in the foreseeable future. 

Are Corporate Debt Problems Widespread? 
In a recent report, we analyzed the increase in household leverage that has occurred in some 
advanced economies since the financial crisis.1 We found that some countries, notably Australia, 
Canada, Norway and Sweden face some risk of weaker growth in consumer spending if monetary 
tightening pushed up debt servicing costs in those countries. In our view, however, the probability 
of a significant slowdown in global economic growth due to widespread weakness in consumer 
spending via higher interest rates appears to be low, at least at this time. 

 We follow up our earlier report by extending our analysis in this report to the non-financial 
corporate (NFC) sector. If, as is expected, interest rates rise in coming quarters are there individual 
economies which could be threatened by excessive NFC debt? Are these economies large enough, 
either individually or in aggregate, to pose a systemic risk to the global economy?  

                                                             
1See “Rising Household Leverage: Should We Be Worried?” (February 20, 2018). All Wells Fargo reports 

referenced herein are available upon request.  
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Source: Bank for International Settlements and Wells Fargo Securities 
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A quick glance at aggregate data would seem to raise some cause for concern. As shown in Figure 1, 
the NFC debt-to-GDP ratio in an aggregate of 43 economies rose from less than 80 percent at the 
beginning of 2008 to nearly 95 percent in Q2-2017 (latest available data). However, most of this 
rise in the aggregate ratio is due entirely to China, where the NFC debt-to-GDP ratio has 
mushroomed to more than 160 percent today from less than 100 percent in 2008 (Figure 2). 
Excluding China, the aggregate ratio is essentially unchanged on balance relative to 2008 
(Figure 1).  

But an aggregate ratio can mask meaningful differences among individual countries. Indeed, 
Figure 3 shows that there have been significant differences in the experiences of individual 
economies.2 For example, Hong Kong (HK) has seen an eye-popping 120 percentage point increase 
in its NFC debt-to-GDP ratio since 2008. At the other extreme, the ratio in Spain (ES) has dropped 
by nearly 25 percentage points over that period.  

      Figure 3 

 

Source: Bank for International Settlements and Wells Fargo Securities 

Does NFC Debt Represent a Global Risk? 
Because we are not experts on the Hong Kong economy, we will eschew a deep discussion of NFC 
debt in that economy other than to note that Hong Kong accounts for only 1.3 percent of the 
$65 trillion worth of outstanding NFC debt in our 43-economy sample. In other words, NFC debt 
in Hong Kong probably does not represent a systemic risk to the global economy. Ireland (IE), 
Luxembourg (LU), Singapore (SG), Chile (CL), Belgium (BE) and Turkey (TR) have also 
experienced meaningful increases in their respective NFC debt-to-GDP ratios, but these relatively 
small economies probably do not represent much of a systemic risk to the global economy, either 
individually or in aggregate.3 

Figure 2 makes it clear that China has experienced a marked rise in its NFC debt ratio since 2008. 
Not only is China the world’s second-largest economy, but it accounts for nearly 30 percent of 
global NFC debt. A NFC debt problem in China, should one occur, obviously would have global 
implications.  

We have addressed the NFC debt issue in China in a number of reports, to which we refer interested 
readers.4 In sum, while there clearly is excessive debt in the Chinese NFC sector, we believe that the 
problem is largely manageable. For starters, the NFC debt ratio in China has stabilized and is 
beginning to edge lower. Data on the corporate debt-service ratio (DSR) in China are not readily 
available, but there do not appear to be generalized debt-servicing issues among non-financial 
business in that country at present. Moreover, the Chinese government has the financial ability to 
                                                             
2Figure 3 shows representative countries in our 43-country sample. Changes in the NFC debt-to-GDP 

ratio in all 43 countries in our sample are shown in the table in the appendix. 
3Hong Kong, Ireland, Luxembourg, Singapore, Chile, Belgium and Turkey account for only 4 percent of 

global NFC debt and 3 percent of global GDP.  
4See “Are SOEs a Millstone Around China’s Neck?” (May 18, 2016), “Should We Worry About Chinese 

SOEs?” (September 14, 2017) and “Chinese Economic Outlook: Further Slowing in Store?” 
(January 18, 2018). 
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recapitalize the banking system, should that measure eventually prove necessary. That said, we note 
that the Chinese economy is rather opaque, and we acknowledge that the NFC debt problem in 
China could be more severe than our analysis leads us to believe. 

NFC ratios in France, the world’s fifth-largest economy, and Canada, the 10th largest economy in 
the world, have also risen since 2008, albeit not quite to the same extent as in China. The French 
ratio is up nearly 30 percentage points, while the ratio in Canada has risen about 25 percentage 
points. The Bank of Canada has hiked its main policy rate 75 bps since July, and most analysts look 
for further tightening this year. The European Central Bank has yet to hike rates, but tightening 
will eventually occur if, as we forecast, the Eurozone continues to experience solid economic 
growth. Could higher interest rates in Canada and France lead to debt-servicing problems in these 
two major economies? 

Casual inspection of Figure 4 shows that there is not much correlation between changes in short-
term interest rates and the corporate DSR in France, at least not in recent years.5 The 12-month 
Euribor rate has fallen more than 500 bps since 2008 as the ECB has taken its policy rates down to 
all-time lows. Yet, the DSR has risen nearly 10 percentage points over that period as the country’s 
NFC debt ratio has climbed (Figure 5). Although there may not be much of a relationship between 
changes in short-term interest rates and changes in the corporate debt service in the short run, the 
French DSR undoubtedly will rise if the ECB jacks up interest rates and corporate leverage in 
France remains elevated. 

Figure 4 

 

 

Figure 5 

 

Source: Bank for International Settlements, IHS Global Insight and Wells Fargo Securities 

That said, France accounts for only 5 percent of the total amount of outstanding NFC debt 
worldwide and just 3 percent of global GDP. Furthermore, it is unlikely that the ECB will embark 
on a major tightening cycle anytime soon. In short, French businesses probably do not represent 
much of a risk to the global economic expansion in the foreseeable future. 

As in France, the decline in short-term interest rates in Canada in the years following the financial 
crisis has had no visible effect on the country’s corporate DSR (Figure 6). Indeed, the corporate 
DSR has risen more than 15 percentage points since 2011 despite historically low interest rates in 
Canada. The increase in the corporate DSR in Canada has coincided with the marked rise in the 
country’s NFC debt ratio in recent years (Figure 7). Although there does not appear to be much of 
a short-run relationship between changes in short-term interest rates and changes in the corporate 
DSR, continued tightening by the Bank of Canada should raise debt-servicing costs for businesses 
sooner or later, especially if leverage in the sector remains elevated. In that regard, we look for the 
Bank of Canada to hike rates another 75 bps between now and the end of 2019. 

                                                             
5Formal statistical analysis confirms that there is not a statistically significant relationship between 

changes in the corporate DSR in France and changes in short-term interest rates. Econometric results 
are available upon request. 
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Figure 6 

 

 

Figure 7 

 

Source: Bank for International Settlements, IHS Global Insight and Wells Fargo Securities 

In sum, the debt-to-GDP ratio of the Canadian NFC sector is elevated as is its DSR, and the Bank 
of Canada, which has already hiked interest rates, is likely to tighten further in coming quarters. 
Consequently, the Canadian NFC sector could conceivably face some debt servicing issues in the 
not-too-distant future. However, Canada accounts for just 3 percent of the total amount of global 
NFC debt and only 2 percent of global GDP. Canadian businesses probably do not represent much 
of a global systemic risk. 

Conclusion 
The NFC debt-to-GDP ratio has trended higher on a global basis since the financial crisis due largely 
to increased leverage in the Chinese business sector. Widespread debt-servicing problems in the 
NFC sector of the world’s second-largest economy clearly would represent a downside risk to the 
global economy. While we certainly acknowledge the risk that NFC debt in China poses, we believe 
that the problem is generally manageable. 

France, the world’s fifth-largest economy, and Canada, the 10th largest economy in the world, have 
also seen their respective NFC debt-to-GDP ratios rise since the financial crisis. There are some 
smaller countries that have also experienced notable increases in corporate leverage in recent years. 
However, none of these aforementioned economies are probably large enough in isolation to have 
a systemic effect on the global economy. Could these economies have a systemic effect when 
considered in aggregate? Yes, but there probably would need to be a significant increase in interest 
rates worldwide for generalized debt servicing problems to become an issue. Although many major 
central banks are starting to tighten monetary policy, they probably will do so at a gradual pace. 
The bottom line is that we are not overly concerned about corporate debt short circuiting the global 
economic expansion, at least not in the foreseeable future.   
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APPENDIX 

 

Change in NFC Debt-to-GDP Ratio (Percentage Points, Q1-2008 to Q2-2017) 

Hong Kong (HK): 120.6 Poland (PL): 13.5 India (IN): -0.4 

Ireland (IE): 74.6 Malaysia (MY): 12.6 Japan (JP): -0.5 

Luxembourg (LU): 67.6 Switzerland (CH): 11.6 Germany (DE): -1.6 

China (CN): 66.0 Russia (RU): 11.5 Portugal (PT): -2.1 

Singapore (SG): 38.4 Czech Republic (CZ): 11.3 Argentina (AR): -3.7 

Chile (CL): 36.9 Mexico (MX): 10.9 Australia (AU): -4.2 

Belgium (BE): 36.8 Korea (KR): 8.1 Italy (IT): -4.9 

Turkey (TR): 35.0 Indonesia (ID): 8.0 Denmark (DK): -5.8 

France (FR): 29.4 Netherlands (NE): 7.8 Hungary (HU): -10.6 

Canada (CA): 24.4 Brazil (BR): 6.0 New Zealand (NZ): -13.9 

Finland (FI): 20.1 Greece (GR): 5.2 United Kingdom (GB): -15.5 

Sweden (SE): 16.2 Thailand (TH): 3.7 Israel (IL): -21.9 

Norway (NO): 15.1 South Africa (ZA): 3.3 Spain (ES): -23.6 

Colombia (CO): 14.3 United States US): 2.7  

Saudi Arabia (SA): 14.3 Austria (AT): 0.7  

Source: Bank for International Settlements and Wells Fargo Securities 
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