CHAPTER 1

INTRODUCTION c\z
1.1 Introduction Y‘

The rapid increase in household debt has raised concern r its influence on

economic growth. The life-cycle theory of consumption an ‘ income hypothesis
(PIH) postulate that households smoothen their consumption y\{dnng with the
assumption of increased expected future income, w in turn inc sqs _&Iﬁe}aggregate

output and boosts the economic growth. Howev Iy increasi hous}u-bld debt puts

a country’s economic health at risk (BahadiE V, 29?0; CChet | 2011; Park et

&
al., 2018). Debt was also claimed as the f the eco ic s@down which dragged

the 2008 financial crisis as it over % baI@&
ced

slowdown was particularly pr oun es the monetary policy was

constrained. Agarwal et al. (Zw'md Cfamp | (20@.% among those who argued for

lax lending practices amo f| ancial .m sQ,ustmlano et al. (2016) added that the

P
Qﬂ.& Krugman, 2012). The
[

regulation on subpr I’OWI‘19 w rathgl/éément In addition, extensive empirical
findings have sh \lwt househ ?Jbtcé:f)led with escalating house prices contribute
to economlc ter y, 2020; Koijen et al., 2009; Mian et al., 2016).
Meanwhiley o conten thatt nfavourable household debt-growth nexus is driven
by fi Mdevelopment
ure 1.1 shows that the real output growth between 1980 and 2019 plummeted to
leest point at the aftermath of the 2008 global financial crisis. This level of world
output growth, the worst of many decades, is also known as the Great Recession and
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originated from the (United States) US subprime mortgage crisis in 2007. “A little leak will
sink a great ship” is the best proverb to describe how household debt impeded‘¢conomic

growth. Although it stimulated the economic growth in the US in the shosweventually

A"

it caused the collapse of economic stability globally.
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Y
The crisis started in the\Q@ it S ez'g,ﬁ‘e’riencing economic recession
\

following the significant igficome, reduction ofythe l@x 90 per cent of households. The

S &
US federal government@s g

roec@nic policy that would encourage more
household borrowi@e
bery '
@

reduction. Then bblejcom r: eéiocjl?early 2000 caused more American households
N

to struggle %kdit. Hencesthe Federal Reserve decided to maintain low interest rates,

v

while qualified borrowe@re provided access to subprime mortgages credit.

[

oveécj\ime the repercussion of aggregate demand

Conse\ly, house prices started escalating and the approved loans were sold as
in ents or known as mortgage-backed securities investments. Later, the Federal

Reserve increased the interest rate to halt the heat after being warned that the trend could



expose the country to economic risk. By the end of 2004, the interest rate was 2.25 per cent,
and it reached 5.25 per cent by mid-2006. Eventually, the housing bubble @ took
place from 2005 to 2006 caused an income shock and economic turbule gnwe UsS.
Figure 1.2 depicts the increasing trend in household debt in th .Srﬁe mid-1980s.
The fiscal policy caused household debt to rise as the US household consumption and
investment witnessed significant growth. This scenario xp%ﬁhe rapid increase in
household debt between 2001 and 2007. The US house btincr a!ed from 61 per cent
of gross domestic product (GDP) during the early recessi aily E}Rber cent

of GDP in 2008. Afterwards, it began to decline star from }h Great Recqsswn of 2007

and fell to below 80 per cent of GDP by earl @ EX‘
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Figure 1.2: U’S Household Debt and GDP Growth

aftermath of the crisis had a spill over effect on other countries due to the high
anages among them. Alter et al. (2018) asserted that household debt caused

detrimental macroeconomic effects. Household debt dampened the aggregate consumption



in many countries (see Alter et al., 2018 for a study in 80 countries; Andersen et al., 2014
for a study in Denmark; Bunn & Rostom, 2015 for a study in the UK; D mohn,
2007; Mian et al., 2013 for a study in the US; Mian et al., 2015 for a stu advanced
economies; Verner & Gyongyosi, 2020 for a study in Hungary). Consequently, the
instability of aggregate demand led to severe unemployment Witf@)n people losing
their jobs from 2007 to 2009 in the US (Mian & Sufi, 20 ).ery, Donaldson et al.
(2019) found that growth in household debt caused hi e plo@]a:onsequently,

the macroeconomic turmoil caused by rapid house %bt acc he gﬁ@ned the

risk of economic recession, prolonged the econo Iow‘do n, and p@@lpltated the

banking crises (Alter & Mahoney, 2020; Par%izZO
In this light, strong institutions ca\e(!@the ef

growth. Acemoglu et al. (2003) fou at m

political and economic |nst|tut|o g to'macr noa:fc’turmon Institutions are the
settings for people to follow r ﬁf ndeed, one of the Sustainable

QJ

ng c&ées were caused by weak

pe
Development Goals or % oaI Imb ‘}b hlights the importance of strong
institutions in strengt Iegiila nd prédtmg human rights, which may sustain
economic wellbei @h on : o(t‘)r(e)(*\QNords, if the institutions are not respected,
economic devglepment mi ré@}\ccordmgly, the International Monetary Funds
(IMF, 2 otes n utbnal%gc\ tors as an effective mechanism in reducing the
proble iated with househ‘e(;.l?i debt. Hence, it may cause a worrying situation if
pohi ers are unable to take appropriate measures to establish the right institutional

0 in ensuring that household debt will maintain its significant role in sustaining



economic growth. Bahadir and Valev (2020) accentuated that weak institutions lead to a
stronger detrimental effect of household debt on economic stability. \Y.
Accordingly, most of the countries started to hold back th &}hold debt
accumulation due to fears of the impacts of crises. The pace of debt es is substantial
across the countries. It is noteworthy that there are big differen %ﬁmusehold debt-

to-GDP ratio across countries between 2008 and 2018, a led in Figure 1.3. The

statistics show that economies with greater levels of ho bt .e\!o?e 2008 global
in

or ple, the
¥

financial crisis started reducing their holding on household borrowi
US, UK, Denmark, Ireland, and Spain recorded very hougeh Id debt raQes beyond 80

per cent of GDP in 2007 and later deleverage thei ebg\ ng téc?fsls Besides, the
debt levels decreased significantly for IK d Hun fter@\crlsm to 60 per cent
and 50.7 per cent of GDP, respect ely. Inc ? -}‘ecorded a larger rise in
household debt to about 193.9 per DPQJ uringt p of 2008-2018. Some other

S

countries that have not exp x mT inancial s%es showed similar patterns of
Ca g.al zﬂbSmgapore with 13.9, 23.6, and 30.2
&

increasing debts levels, s stralia;

per cent of GDP, res;)@y Il\/|F ) reporied that the median debt ratio in advanced
countries rose fronwe ent i 2@ to 63 per cent of GDP in 2016. Moreover,

(.)

s in emerging economies with the median debt

in 2008 to 21 per cent of GDP in 2016.
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Figure 1.3: Changes in Household Debt




Household debt up to a certain level can stimulate economic growth as long as the
final ratio is within a threshold of 36-70 per cent of GDP (IMF, 2017). Hov@ ratio
of household debt to GDP has been increasing gradually reaching more t 70 per cent
of GDP in many in advanced economies. A similar trend can % in emerging
economies with household debt reaching more than 40 per cent of&[;?:ee Appendix 7.1-
7.2), which is a cause for concern. This tremendous prog essw household debt thus
triggers the question of why people tend to accumulate '

Firstly, it is important to understand the de%ﬁ hou hoI bt GE%TWIa and

Uppal (2012) defined household debt as including ing Igan a consg-mer loans. A

\ﬁ)r reJSgate and housing,
S, pé’onal and home equity

;{}m‘uons and unpaid bills”.

housing loan, part of a mortgage debt, is a co%Knsi

whereas the latter includes “outstanding % on credi

of credit, secured and unsecured Ioan bank qer

Mortgage debt was found to b%or Bntri

t 0ss house debts (Glick & Lansing, 2010).

economies, reaching around 7%
Debt is important f(% eople fi [eﬂ'a’ ersonal constraints. According to
\Th &
Becker (1974), the de fh@be at Pa otherégﬂﬁ induce individuals to seek credit from

various sources. ns ym&%@' a lucrative lifestyle and fashion leads to

N,
tz@ debt market in advanced

consumption, ch ma ds 0 cre@/Moreover a person who obtains credit has the
self-confi repay a rcelves of having a stable inflow of income in the
future ee Friedman, 1957). AGc%?dlng to Fisher (1933), insufficient earning to finance
n causes households to borrow.
rom the macroeconomic perspective, the determinants of household debt are based

on Ando and Modigliani’s (1963) life cycle model. Macroeconomic factors including



income, demography, unemployment, inflation, consumption, and house price play crucial
roles in explaining the increase in household debt (Barnes & Young, 2003; @2004;
Masih et al., 2015; Meng et al., 2013; Meniago et al., 2013; Rashid et&ﬂg; Tudela &
Young, 2005).

The role of house prices as a catalyst to the rapid increase il@d debt has been
discussed extensively. Nevertheless, an optimistic view ab tthomic future coupled
with rising house prices has encouraged financial instituti 0 row lending. The
lax lending rules and deregulation of financial i itutionjlso oyer‘eg)\‘zﬁbprime
borrowings. The rapid increase in subprime Iendﬁhe y\qi_rﬁlted%}e subprime
mortgage crisis in 2008. The high demand for h sen% m stim ?(; consumption
while vigorous financial industry activiti %sed the supétto households. There
are strong possibilities that the rapi(’%rease \heu h qdhbt was associated with

N,

vigorous financial development s%ankiﬁb co iti%@egev & Schaffer, 2019) and
active financial deregulation, w?}h
t

tur[' creased t@ditsupply(Brown etal., 2019).
Figure 1.4 demonstrates % rent} ftr 'gllldbb' increases in financial development

\m &
and household debt We 20|)8 i ial crisis’for the 43 countries.
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e \eholdéex' and sub-prime
mortgage was driven by the credit s@e. Petac Ozoéﬁmonstrated that the

question of whether an increase

supply of credit by financial‘\wion or to i@sovements in productivity or the
!

permanent income of bor%. he regula ‘ah% be concerned if the high household

debt accumulation W db panszogof financial institutions, which typically

culminates in fi M cljises :er é}indleberger, 2017). Demirgl¢-Kunt and

Detragiache ( alys 53}:0 ntr's&k!etween 1980 and 1995 and found that improved
[fow

s

financial Swment fo

eﬁ b@’l’nancial liberalisation increased the probability of
C.)
bankin@ucrises, which led to finah‘ial crises. This scenario highlights the important role of

evelopment in the rapid expansion of household debt accumulation.

! Household debt refers to household debt to GDP ratio, financial development refer to financial
development index and Growth refers to GDP per capita growth. The household debt, financial
development and growth are average of all countries.
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There is a general consensus in the literature that the household debt burst was the
main reason for the 2008 global financial crisis (see Alter et al., 2018; Mi WZOB;
Park et al., 2018). The early study of Blyikkarabacak and Valev found the
possibility of household debt accelerating the banking crises. In a re ﬁy, Alter et al.
(2018) confirmed that increases in household debt heighten % ability of future
banking crises. A higher growth in household debt is asso 'atew a greater probability
of banking crises, especially when debt is already high 2017). rIy rning system
models (EWM) have been developed to identify econ Weak sse F v%?abllltles
and ultimately anticipate whether and when individua untrlea ay affet-‘Eed by a crisis.

e plng EWM for crises,

The IMF has taken a lead in putting a signiflc@
resulting in influential papers (see De r&@unt &

Reinhart, 1999). \?

1.2 Problem Statement

The uncontrollable % Id deb t;.y‘us ains for the sequential 2008 global
:
had

financial crisis. The aft ath of‘ %ém | over effect on other countries due to

the high inter- I|nk es ng ussmn of household debt was dampened

:
consumption a g gat 0 afd Qgrgased unemployment rates in many countries.

N
Subsequen |S|ng' Id debt slowed down the long-run economic growth for
several It caused prolong@ economic downturn and recovery took longer than

ile many studies have been conducted on the macroeconomic implications? of

S

2 For example; consumption (Bahadir & Lastrapes, 2020; Nakajima, 2020; Yunchao et al., 2020; Bunn &
Rostom, 2014; Dynan et al., 2012; Mian et al., 2013; Andersen et al., 2016), unemployment (Donaldson et
al., 2019) and other macroeconomic effects (Kolios, 2020; Bricongne et al., 2019; Byrialsen & Raza, 2019;
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household debt, research on its effect on economic growth is still limited. Hence, the role
of household debt in the growth model should be analysed further. \Y~

The impact of effective institutions on economic growth is und r&@ Financial
crises first attack the economies that are deemed to have low 'rﬁonal quality.
Researchers agreed that the negative effect of household debt omgrowth is stronger when

the institutional quality is poor. Several studies have taken heWo explicate the nature

of growth and household debt based on numerous theopi in titu@lﬁctors. Alter et
al. (2018) considered exchange rate and financial inclusion, while Lo a’rdr&‘&'r (2017)
S

included creditors’ legal protection. However, other“gverlooked fagtors may negatively
N

influence the household debt-growth nexus Whig direc

N

tewthe credibility of

institutional quality, a factor which is sti@ in emoiri Iite@te. Thus, institutional

quality as an influencer in the househ@%bt an \W{Wrel t'@rship has received limited

- - - - - \ - - - -
attention and understanding in t r fieldwork. 4 hls.é}%@narlo raises the inquiry of
whether the effect of househo@is h[ essigiven @conditional role of institutional

quality. % 2 “' 4?

As highlighted MF (201 i

increasing pace of household debt to GDP in

emerging econom &{Rp rallel wi sc@m in advanced economies and exceeds the
@
:
i 3

S.
—
w

)

recommended@ espihyr ercussion of household debt on economic slowdown,

the pace sehold d:ab as)'oeeré:reasing since the crisis albeit few countries have
)
startedato verage their debt?&?lence, this issue raises the question of what are the

un% factors that cause debt to continue to escalate? Most of the findings from

Alter et al., 2018; Mian et al., 2017; Zabai, 2017; Kim, 2016; Moroke, 2014; Campbell & Hercowitz, 2005;
Debelle, 2004).
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previous studies have shown that rising household debt, coupled with high house prices,
was the main reason for the mortgage crisis in the US. Nevertheless, fe Qles have
confirmed financial development as the catalyst for rising household d Sl‘@s financial

development play a crucial role in driving the growth of household d,iit?
ousehold debt on

Existing strands of literature have proven the detrimental e
growth. Economists have long debated that susceptibilities to m crises caused by the
expansion of household credit are real threats and detri to'eco o!mc owth, such as
the one witnessed in the US during the 2008 financiakturmoil. Qther Flescgfgued that
the growth in household debt due to the expansion o flna‘am | side, coq;pled with low

institutional quality, always heightens the I’I% risi ain Q@Ern should be if

f&@lal dev nt, @ch usually leads to a
financial crisis. Few studies have conf d tha’u%evl pﬁﬂownsme risks by lenders
is the main driver of supply shoci%l & ed<|Q se economic recession and
may increase the probability }!'e ba @ew of this discussion, this study
is motivated to explore %Oi%y g'er, }t' zﬁn household debt be a predictive
variable for banking c 9

SERN

dy @ecommend appropriate policies to prevent

the household debt expansion was due

/

This issue M}I
another round@ sion, Thus,the rKQsza need to examine the influence of household
debtone | growf¥1 deter ~%nts that trigger a surge in household debt, and the

link be& ousehold debt and‘;?ses

12
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14

1.5

e

Research Objectives O},

The aims of the study are constr

Research Questions

The discussion above leads to the following questions: \? ’

How does household debt influence the economic growth? (‘)
houséh

How does institutional quality affect the relationship between household debt and

economic growth? \,z

How does financial development contribute to th?&hendous increase in

household debt? .\g
How does household debt serve as an indicatofef the Early Watning Sig@T (EWS)
IS
- .

in predicting the probability of systemic ba crlse§?

To examine the effect of hou g debt on economié-growth. (RO1)
.

To examine the role of imﬁw 0 awn t@%’iationship between household

debt and economig gro l

x. (RO Bj ( o.
‘ 3
To investigate wl eni \NJ.Q ciaI%e lopment on household debt. (RO3)
(v

To examine\ of dde 4&6 an indicator in the EWS in predicting the

¢
probabili ystefic b

I
ing ] (RO4)
O

44/ L o
tion and Significa f the Study

\hrous studies have voiced concerns over the impact of extremely high household

orreconomic growth in advanced countries, but few have looked at the emerging

omies. This study is motivated to analyse the panel dataset covering both advanced

and emerging economies due to several inherent similarities between both economies.
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Firstly, economists have concluded that household debt is detrimental to growth once
it reaches a certain level. As highlighted by Cecchetti et al. (2011), h us%l? debt
contributes to positive growth but only up to a certain level. Beyond the %Id of 85%
of GDP, the impact is deemed as highly ambiguous. Lombardi et al %demonstrated

Y; but has a long-

that household debt boosts consumption and GDP growth in the %

run negative impact on consumption and GDP growth bey, ndwo per cent and 80 per

cent household to GDP ratio, respectively. IMF (2017 )sstipulated t al'for usehold debt

to have a favourable effect on growth, the threshold sheuld be betwee (S’ar?q:)@~ per cent
. . : -\

of GDP. However, many countries are still holdi

heir (}eb level atwqaore than the
~

in Wadvanced and

CO@@GS such as Korea,

Malaysia, Thailand, Hong Kong, and Singapore a'm;\rht[! Wht @state (see Appendix 7.1-
N

7.2). Hence, the risk stemming fr%ated fous d as motivated the researcher
N AQ’

recommended threshold. This alarming SC% is

emerging economies. The household g@)\ eme

to conduct this study. %\
Secondly, as highl%;y IMF (2 p' lhbhousehold debt to GDP ratio for
N &
advanced economies i Med prPg ely fr 5 per cent in 1980 to about 65 per cent
in 2016 and slo %e the fin(r%l crisis 2008. Meanwhile for emergin
w&\ ; | & : ging
economies, th%tio' still at ylo @erl but rising tremendously over a shorter period
from 5 per, w 1995{032;{'20 Rg?hcent in 2016. Besides, the symptoms of a crisis are
)
inherewl\ veloping countrie&\(ach as increases in house prices at a faster pace. The
rapig=inereases in household debt are similar in advanced and emerging economies, which

xplams the use of samples from both types of economies in this study.
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Thirdly, there is a general consensus in the literature that the surge in household debt,
coupled with inflated house prices, was the main reason for the 2008 global 'nmcrisis
(Alter & Mahoney, 2020; Koijen et al., 2009; Mian et al., 2015). Neverth e%me studies
argued that financial development had caused the rapid increase in h %debt. Figures
1.5 and 1.6 show that the house price and financial development $ both developed
and emerging economies are parallel and showing an incre sinWrn. Indeed, increases
in household debt are associated with heightened downsgi ks'to t'.lre P growth for

all countries (IMF, 2017; Alter et al. 2018). Thus, @on has moti te'd flajﬁgearcher
A

to investigate the factors leading to the tremendous s in hgus ho deblv-

Emerging Economies

O P NN W b~ 01O

O XN I DX E b QA 9 QO O > X B LA LS
L N N Q7 Q' Q" QF Q! QF QO QT QQ Q7S5 Q8 Q$
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e prie el
Figure 1.5W®Use?r ei @!) financial development (FD), and GDP growth

or emerglng economles
A\ &

N
N
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C? &
The issue of tremendous increasem sehold d

is dianerting. IMF (2017,

A
2019) has voiced concerns over @qtg%ﬁre@ high household debt on
7]
economic growth by reporting il'\ e C(ﬁ*t'i‘ ye@ence this study is motivated

. Ny . .
to analyse the panel ttamverl g b hl %&med and emerging economies.
acknewle e

Nevertheless, the author es' neous effects on both economies in

terms of real income; henc 'the dy h lit the sample for further analysis to test
N T
for robustness. % l . b 4 (j’)
On trzﬁﬁang, D‘% Ity@?this study lies in its important contributions in

several 2&5, amely theoreticq{;;pirical, methodological, and practical implications.
N
This

[ E}Nontributes to theory by including the role of institutional factor in the growth
% d financial development in the household debt model. Secondly, the empirical
ibution is in providing evidence respected to research objectives. Further, this study

contributes four specific contributions to the body of knowledge.
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First, it is an extension of the existing literature that provides a better understanding
of the role of institutional quality in the relationship between household de@owth.
Previous studies that focused on institutional factors included foreign e (ﬂ} financial
development (Alter et al., 2018), and legal protection of creditors ( % etal., 2017).

Na

Very few of studies, except for Bahadir and Valev (2017, 2020), ued& institutional index
developed by the International Country Risk Guide (ICRG). Wstitutional index has
been proven to have a significant role in explaining gr, see B h!dlr Valev, 2017,

2020; Khan et al., 2019; Law et al., 2014, 2017). M er, IMF (2017 Ifh“ggﬁ@ that in
d

the presence of high-quality institutions, househol ppe?rs o have a p?smve impact

on growth, and vice versa. Hence, the au om%\ nsid %Ewsmg vigilant
measures to address the issue of risi @hold ega@&s of the outcomes,
policymakers must pay attention to th€ t mend r%s i usehold debt to prevent
countries from falling into defaul uatl&l of ov g

Secondly, this study is f| toL e extant literature in trying to

investigate the effects of (% rowtr} J}ei (czb'set up that facilitates in unravelling

the underlying institwuallt}/ a ntera%&d term, following the studies of Bahadir
e

and Valev (2020)

iades e}w 2@3), Law and Habibullah (2009), and Law et

[ stucigsuggest that the relationship between household

al. (2017). Th esul pv
debt and peC|f|c inft rqitigated countries, is influenced by the conditional

A &’
term o tional quality.

‘%dly, this study contributes by examining the influence of financial development

n the'rising household debt in investigated countries by using the financial development

index. Although several studies have provided evidence on the factors that explain the

17



rising household debt, only a few looked at cross-country analysis and the influence of
financial institution development on household debt. Thus, there is an urg&mll the
gap by conducting this study. Specially, Sufi (2012) posited that the &@ncrease in
household debt, driven by the supply side, should be of conc -t¥egulators and
policymakers. Further, this study employs alternative proxiesafor measuring financial
development, which are liquid liability and private credit. Y*

The final empirical contribution of this study is mi ingt‘l\ela of household
debt is the EWS model to predict the probability of Systemic banhkin r‘se;\gfj@ﬁstantial

research has been done to explain the causes of crises, tonly;a W nsidqed household
Y/

debt as a significant predictor of banking crises. S, \Tﬂgs ojéh?study might be

useful to the authorities in developing an\hodel forecis byé‘\sidering households’
abilities to service their debts in the fL@s >\? A,

N

- - - \ - -
Regarding the methodologi rlbuﬁon, t tu&d;jéaffers from previous studies
in five aspects. First, this stud?@?porr an terag)} term in the debt-growth model
i

to study the role of insti% qualit

economic growth in K estiga1F \mries %dnd, this study employs a bias-corrected

& .
,C), @ch is deemed suitable for unbalanced panel

nt J;[ili&ship between household debt and

Least Square Dum

Wai ble
(-) i o ;
dataset, parti@ or Jc SS ions. Third, this study further analyses the
: ‘(V f o <

regression Its for ro S byqemploying four strategies: i) splitting the sample
betwe %ced and emerging“eﬁr/mmies to cater to the heterogeneity of country effects,
i) usi ifferent proxies for financial development, as many studies considered liquid
iability and private credit as the standard proxies for financial development, iii) removing

the influential terms by employing Cooks’D method following the study by Law (2018),

18



iv) adding banking crisis as a dummy variable in the model to take into account the effect

of a crisis, and finally, iv) using alternative estimation methods by employirK&eralised
Method of Moments (GMM), comprising difference-GMM and system-Ssm
ca

Regarding the practical implications, first, the findings of this s;EdE
f

banks and other government authorities in monitoring the sizw

assist central
sehold debt as a
percentage of GDP, given the findings confirm the adv se?eﬂ of debt on growth.
Secondly, the results of the study can help policymakers ising e!isur that reinforce

e
institutional quality as a conditional mechanism to enhance the role o ?usebg‘ﬁ debt in
. -
to “intro

boosting economic growth. Policymakers need duqe easures t?-control and
Y/

manage household debt properly by establish%lszier@\l \ﬁonal.?@ﬁgs. Thirdly, the
findings can assist the authorities in @g the bilib%nd size of financial

institutions in order to prevent the sar@sistakeﬁd‘o t g{bOS financial crisis, given
N

the results for the third research ebj e confirm hat the@abt-growth nexus originates

=

&
from financial development. Lastl hel s for th @rth research objective can give

an early warning signal %I ymak‘gj‘g'zribof any intolerable increase in the

household debt to Gg@f andIto ly re@/ce suitable policy so that the downside
&
ecomes m le. ()
anageaple. ()

risk of credit gro
?:} (j’
N
16 5c05%§swd§/ f $

t
T k for Internationa@lements (BIS) has established the finest collection of

by

da@ sehold debt that can provide the best form of reference. The household debt
@r this study refer to credit to household ratio as a percentage of GDP were obtained

from BIS, following the suggestions of previous studies (see Dembiermont et al., 2013;
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Mian et al., 2017). Mian et al. (2017) asserted that the BIS credit series are drawn from
individual countries’ sectorial financial accounts (flow of funds) and are fair&%parable

across countries. Since comparable data at the international level are asﬁ@ for only a
sehol

few countries, obtaining a more comprehensive set of data on the hQE debt to GDP
ratio is thus a worthy cause. Hence, the BIS database, which offw ndard calculation

of credit to household debt, is preferable. Alternatively, the Wold debt data can be

retrieved from Global Debt Database, albeit the data origi from Ig as well.
Table 1.1: List of countries incl in the study g
IS
1 Argentina** 23 2 J‘é@ Y:
2 Australia* 24?' w ea**zf’
3 Austria* 5 emb@
4 Belgium* (%’ W alaysia**
5 Brazil** \ Me@? *
6 Canada* 8 etherlands*
7 Chile** (‘) 2& T IlZeaIand*
8 China*’% 80 A Qc:]\lorway*
9 Colombi{bt %j AQ/ Poland**
10 bli . Portugal*
11 J l § Russia**
12 i ? Saudi Arabia**
13 3 C}/ Singapore**
14 3% South Africa**
15 Q‘V/ Spain*
16 | (_,)L% Sweden*
17 QO 39 Switzerland*
i @ 40 Thailand**
% {n 41 Turkey**
2 42 United Kingdom*

43 United States*

N, 2
‘é * Advanced economies
0 ** Emerging economies

Source: Retrieved from Bank International Settlement (BIS)
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The scope of this study for the household debt-growth nexus covered 43 countries

(22 advanced and 21 emergining economies)? for the period of 1980 to 201§<¥hown in

Table 1.1. The study considered averaged data over non-overlappinsI g@ir periods,

Yv

1.7 Organisation of the Study \’

following Ceccheti et al. (2011).

This study is organised into five main chapters. Followi ce di'scussion in Chapter
1, Chapter 2 focuses on the review of theories and irical ew derived from
o g

previous studies, and Chapter 3 presents the framewo methods dat&‘a}ilysis and

estimation. The findings and discussion of empiwi alyi\fa sensJi'n Chapter 4.
| _ 5
Finally, Chapter 5 provides the recommend d C(ﬂ‘clus nto @udy.

)\ %)

),

ategorisation of advanced and emerging economies in accordance to BIS (2020, pp. viii), the groupings
that the BIS uses for analytical purposes are provided depends on the composition of the aggregates of various
statistics and can be found as a hierarchy in locational banking statistics, international debt securities and in
total credit statistics.
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