
The International 
Debt Crisis

Lesson 3



What is the Debt Crisis? 
• Some Periphery countries owe billions in debt 

(see Figure 14-3, p. 217)
• These countries can not declare bankruptcy 

(they have no way to dismiss their debt)
• The debt of many Periphery countries far exceed 

their ability to pay
• Many can not even pay the interest on their debt
• Many have been forced by their creditors to take 

out even more loans to pay off the interest



How the Debt Crisis Happened
Summarize the following reasons from pp. 

219-220
1. Loans, not grants
2. Skyrocketing oil prices
3. A glut of “petrodollars”
4. High inflation
5. Falling commodity prices
6. Declining exchange rates



Dealing with the Debt Crisis



1. Threat of Defaults
• Countries cannot claim bankruptcy, 

however, they can create a situation called 
sovereign default. 

• This just means that they refuse to pay 
some or all of their debt.

• However, this may make it hard for them 
to get loans in the future, they may be 
sued, they may lose assets, or they may 
even be invaded and forced to pay.



2. Debt Restructuring
• “If you owe the bank a thousand dollars 

and cannot pay, you have a problem. But if 
you owe the bank a billion dollars and 
cannot pay, the bank has a problem.”

• Many banks offer additional loans or 
rescheduling existing loan payments so 
they can be paid off over a longer period 
of time. 

• In either case, this means more debt.  



3. Debt Relief and Forgiveness

• In the late 1990s, it became clear that the 
international debt situation was 
unsustainable. 

• The only solution was debt relief, 
meaning the debt was canceled. 

• However, this sends the wrong message –
“don’t worry about paying your debt.” 
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