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Abstract The ever-rising debt ratio and the ensuing over-debt behavior have become a
serious issue for the government to further develop the economy. In this paper we construct a
nonlinear multi-dimensional model to examine the financial stress caused by over-debt
behavior and explain the mechanism through which debt affects the real economy. The results
show that government interventions cannot avoid the rising financial stress and potential
economic downturn caused by the over-debt behavior. In addition, the traditional
expansionary fiscal policy has limitations in terms of the recovery of the balance sheet of agents.
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