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Few events have attracted so much attention before being relegated to academic neglect like the
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1. Introduction

Certain events remain deeply ingrained in collective memory, often associated with major social,
political, or economic upheavals. In Latin America—and, to some extent, in other developing
regions—the 1980s undoubtedly represent one such period. The decade was marked by the
collapse of a state-led industrialization model, whose final stages were frequently accompanied by
brutal dictatorships, and by the onset of a severe debt crisis, the return of democratic governance,
and the liberalization of their economies. These profound transformations are particularly
noteworthy given the region’s long history of recurrent economic and financial crises (e.g. Marichal
1988, 1989, 2014). Yet, even today, the debt crisis of the 1980s is widely regarded as “the worst
crisis of its entire history” (Bértola and Ocampo, 2013, p. 208).

From the onset of the crisis, contemporary observers and scholars devoted extensive
analysis to understanding its causes, interpreting ongoing developments, and evaluating how local
policymakers were addressing defaults and the deteriorating state of public finances.” They also
bore witness—perhaps not entirely unexpectedly, though no less strikingly—to the decisive role
played by international banks, multilateral organizations, and the U.S. government in shaping the
economic policies that were ultimately implemented. From the very beginning, the structural
adjustments introduced, along with their social costs, sparked intense debates and controversies.

As in any crisis, policymakers formulated their debt-resolution strategies based on their
diagnosis of its causes while also addressing the most pressing concerns of politically influential
actors. In this context, the academic literature closely followed public debates, either supporting or
critiquing the successive strategies implemented. With the introduction of the Brady Plan in 1989,
these debates reached a standstill.

This chapter traces these debates from both Latin American and international perspectives,
considering their medium-term impact on the literature and on interpretations of new debt crises,
as well as the effects of economic policies imposed on crisis-hit countries. A defining feature of
the 1980s debt crisis is that its perceived causes evolved over time, heavily influenced by
policymakers' primary objectives. In the eatly stages, the focus was on preventing unilateral defaults
that could destabilize global financial markets. As these fears subsided, Latin American countries
eventually received some degree of debt relief, allowing the crisis to be formally declared resolved—
at least on paper.

With the resolution of the debt crisis, debates on the shortcomings of international

economic governance, international lending, and unsustainable fiscal policies were largely set aside

2 On the narrative of the crisis, see Boughton (2000), for the perspective of the IMF, Kraft (1984), and Espinosa
Yglesias (2008) for the perspective of the Mexican government.
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in favor of new paradigms centered on economic and financial liberalization. Discussions shifted
toward the advantages of various exchange rate regimes within this new framework. As our
overview of the academic literature on this crisis demonstrates, resorting to history has been largely
driven by immediate needs and unresolved challenges. It is interesting that while the crisis was
‘forgotten’ during the decade of the 1990s, it was not until the late 2000s that scholarly interest in
the ‘lessons’ of Latin America's debt crisis experienced a resurgence. This renewed interest was
largely driven by the Great Recession and the Eurozone debt crisis, by the end of the commodity
boom later in the decade, and, more recently, by the economic impact of the COVID-19 pandemic.
Additionally, a growing body of literature has examined the neoliberal transformation that the crisis
helped to institutionalize, something that has been increasingly criticized given the accompanying
levels of inequality that it generated.

This chapter is structured as follows. Section 2 reviews the early literature on the crisis,
focusing on the initial stage of the debate. While scholars disagreed on the fundamental causes of
the crisis, the IMF maintained that fiscal imbalances were the primary issue requiring corrective
measures. Section 3 examines the shift in focus that began in 1985, during the second phase of the
crisis, when an increasing number of studies began to address supply-side factors. This period also
saw a growing body of research analyzing the social and economic consequences of the crisis.
Section 4 explores the renewed academic interest in the debt crisis since 2010. Finally, Section 5

presents the conclusions.

2. An early diagnosis: the first debates on the causes of the crisis

Scholars have generally divided the path to the resolution of the debt crisis into three
phases. The first phase, from 1982 to 1985, was characterized by the prevailing view that the crisis
was one of ‘liquidity’. The dominant assumption was that fiscal and external imbalances stemmed
primarily from domestic macroeconomic mismanagement. Consequently, the IMF conditioned its
financial support on reductions in government expenditure and the implementation of austerity
programs to address fiscal deficits. As we will see, these policies exacerbated the economic
downturn, leading to significant political and social unrest in many countries. Early academic works
largely echoed this perspective, emphasizing the need for fiscal and external adjustment. However,
some studies also examined the role of international financial markets, the behavior of lending
banks and the flaws in their country risk analyses.

The second phase, beginning in 1985, marked a shift in the IMF's stance as the crisis
increasingly came to be recognized as one of ‘insolvency’. This transition led to an expansion of

conditionality, incorporating structural reforms such as privatization and trade liberalization.



During this period, the Baker Plan was introduced, offering new credits to Latin American
countries in exchange for economic policies aimed at fostering growth. The academic literature of
this period focused on the supply of credit and the shortcomings of the initial debt-resolution
efforts.

The final phase, beginning in 1989 and extending into the early 1990s, was defined by the
introduction of the Brady Plan, which included provisions for debt haircuts and the securitization
of bank loans to restore capital market access for formerly defaulting governments. A key
development was the U.S. government’s recognition that lending banks had to accept some degree
of debt reduction—something they had previously resisted in negotiations. By the early 1990s, a
consensus had emerged that the resolution of the debt crisis had imposed excessive costs on Latin
American economies, undermining democratic transitions and accelerating the adoption of
neoliberal policies.

In this section, we begin by reviewing the literature focusing on the initial five years of
academic work. The 1982 crisis witnessed a significant clash between competing views on the key
factors that led to the crisis. A useful starting point is Kahlet's (1985) categorization of the main
explanations for the crisis. According to Kahler, these explanations can be grouped into three
categories: those attributing the crisis to borrowing governments’ ‘failure to adjust’, those
emphasizing ‘macroeconomic shocks’, and those focusing on ‘financial market imperfections’.
Each perspective assigns different weight to the global economic shifts of the early 1980s, the
structural weaknesses of the international financial system, and the intrinsic macroeconomic
imbalances in Latin America.

In relation to the ‘failure to adjust’ debates, it is worth recalling that Latin American
economies had historically relied on an interventionist state as a driver of economic development.
In the aftermath of the Great Depression, governments took a proactive role in economic recovery,
later using state intervention to promote industrialization and strengthen domestic markets—a
model that persisted until the late 1970s and early 1980s. This period, commonly referred to as
state-led industrialization or import-substitution industrialization, was characterized by high levels
of protectionism, rising public expenditure, and periodic inflationary surges (Bértola and Ocampo,
2012). By the 1970s, public debt levels had reached unsustainable heights, despite the fact that most
countries in the region were experiencing high rates of economic growth.

As discussed below, there is significant debate regarding the long-term sustainability of
these expansionary policies. Some scholars argue that the primary issue was fiscal mismanagement,
which led to rising debt levels and persistent fiscal and trade deficits (Wiesner, 1985). This

perspective was notably defended by Cline, whose work provided intellectual justification for the



hardline stance adopted by international creditors. Sachs (1988, p. 173) summarizes this position:
‘Debt relief for Latin American countries was viewed as highly risky to the international financial
system, no matter how realistic or desirable from the point of view of the debtor countries’.

However, other scholars have challenged this interpretation. In 1984, Sachs published a
comparative analysis of Latin American and East Asian economies in the years preceding the crisis.
He identified the exchange rate regime as the key differentiating factor. In East Asia, governments
actively promoted exports, maintaining competitive exchange rates as a key policy tool. In contrast,
Latin American governments allowed their currencies to appreciate, leading to capital flight and
growing current account deficits. Although both Fast Asian and Latin American countries
experienced debt repayment difficulties and fiscal deficits, East Asia’s export-oriented strategies
facilitated sustained growth in global trade, setting it apart from Latin America.

Pazos (1985) also contends that the development pattern followed by Latin American
countries did not inherently generate macroeconomic disequilibria. On the contrary, he argues that
the economic policies implemented since the post-World War II period were closely linked to the
high rates of economic growth observed in the region.

Another strand of the literature emphasizes Latin America’s structural vulnerability to
external shocks and its dependence on foreign capital, with particular focus on the role played by
Western commercial banks in financing developing economies. In Latin America—at the time
almost entirely under authoritarian rule—commercial banks increasingly replaced official lenders
such as the World Bank and the Inter-American Development Bank, which had dominated
development financing in the 1950s and 1960s.

Scholars have identified three key reasons for this growing reliance on commercial banks.
First, geopolitical developments played a critical role. Following the 1973 oil crisis, Western
commercial banks accumulated vast amounts of capital, the so-called ‘petrodollars’, and actively
sought new markets abroad to offset the economic downturn in Europe and the United States.
Second, the newly established authoritarian regimes in Latin America pursued ambitious and costly
development programs to legitimize their rule, requiring significant external financing. Third,
within the Cold War context, these regimes were considered reliable borrowers; they rejected
Bolshevism, welcomed foreign capital, and prioritized commercial loans over foreign direct
investment. International creditors, especially international commercial banks, appeared often as
the main culprits in many of the existing narratives such as Sampson (1981) and Devlin (1989).

This body of literature extended previous analyses of capital flows to developing countries.
Two of the earliest economists to highlight the increasing role of commercial banks in the

developing world were David Beek (1977) and Stephany Griffith-Jones (1978). Beek emphasized



the shift in the composition of developing countries' debt, noting that while capital inflows during
the 1960s primarily consisted of official assistance, direct investments, and trade credits, the 1970s
saw an increasing reliance on commercial bank lending. As financial intermediation between
surplus and deficit countries through the international banking system appeared to function
smoothly after the second oil crisis, research on commercial banks remained relatively limited until
the early 1980s.

The 1980s debt crisis, however, brought renewed attention to the role of commercial banks
as capital providers. Bernal (1982) analyzed the interactions between commercial banks and the
International Monetary Fund, arguing that bank lending to developing countries expanded after
1973 due to ‘slack demand in developed countries’, ‘fierce competition between banks’, and higher
profitability compared to domestic lending. Michael Moffitt (1986) took a broader perspective,
attributing the crisis to a monetary system that had spun out of control, in which private financial
interests had supplanted official ones. However, his analysis remained largely theoretical. Cline
(1984) provided a more quantitative perspective, assessing the impact of external shocks on
developing countries’ indebtedness and identifying the transition from inflation to disinflation—
particularly following the “Volcker Shock’ of October 1979—as the proximate cause of the debt
crisis.

Further insights into the role of commercial banks emerged from the work of international
political economist Jeffry Frieden. In his seminal paper on ‘indebted industrialization’ in the
developing world, Frieden documented how, during the 1970s, private financial institutions
replaced multinational corporations and official aid as primary sources of development finance.
His research would later culminate in Banking on the World (1987), in which he argued that
authoritarian regimes relied on political repression to manage the debt-driven industrialization
process, displacing millions of peasants into urban centers in search of industrial employment.
Similarly, Barbara Stallings (1987) published a detailed account of American private bank lending
to Latin America throughout the twentieth century, though her analysis did not fully explore the
motivations behind the lending boom or its broader implications.

Finally, amongst scholars emphasizing the problems in the international financial
governance and financial markets imperfections, Kahler (1985) posited that the relaxation of
International Monetary Fund (IMF) conditionality starting in 1979, coupled with increased IMF
resources through quota expansions and borrowing, fostered moral hazard among both debtors
and creditors. He argued that lenders operated under the assumption of a de facto lender of last
resort within the international banking system, despite no entity explicitly assuming this role. For

Eastern European nations, this implicit guarantee was termed the ‘Soviet Umbrella’, humorously



described as the first Communist lender of last resort. In contrast, creditor nation governments
were expected to intervene on behalf of troubled borrowers due to strategic interests. This dynamic
led West German banks to spearhead lending to Eastern Europe, while American banks focused
on Latin America.

Folkerts-Landau (1985) and Guttentag and Herring (1985) discussed the potential for moral
hazard among lenders, manifested through herd behavior. They suggest that banks were
incentivized to align their country exposure with that of their peers, thereby increasing the
probability of government intervention during crises, as the stability of the entire banking system
would be at risk (Guttentag and Herring, 1985, p. 3). Earlier, Vaubel (1983) expressed concerns
about moral hazard affecting both debtors and creditors due to IMF lending practices. He argued
that the IMF encouraged countries to rely on continuous debt rescheduling, effectively subsidizing
banks' past mistakes. Vaubel concluded that IMF lending lacked economic justification and was
detrimental to international finance, proposing that the institution be transformed into an

‘International Monetary Information Agency’ (Vaubel, 1983, p. 301).

3. Consequences of the crisis: from the second half of the 1980s to the early
1990s

The diagnosis of the origins of the crisis continued to be disputed but the persistence of the crisis
attracted further academic interest in the second half of the 1980s. Biggs (1987) analyzed several
cases of debt defaults across multiple geographical regions and periods, arguing that the crisis of
the 1980s was of historically unprecedented magnitude and was remarkable because of the hard
stance assumed by international creditors.

According to Sachs (1985), Latin American countries — unlike East Asian borrowers — failed
to use foreign capital to build resource base in tradable goods, especially export industries, for
future debt servicing. Sachs (1986) also highlighted the global economic events and strongly
criticized the management of the crisis by creditor countries, thereby championing the idea of debt
overhang and the need for debt relief (Sachs 1988; 1989).” Other scholars have also pointed out
the international context and dynamics at play in the developing world. Griffith-Jones and Sunkel
(1986) placed the Debt Crisis in the context of a broader crisis of the post-war developmental and
monetary framework. Consequently, they argued in favor of a complete reform of the international
monetary system and of the development strategies so that developing countries would be able to

provide sufficient capital in an anti-cyclical way.

3 On the same vain, see (Diaz-Alejandro 1984; 1985).



The world economic situation was also central in Congdon’s analysis (1988). Congdon
highlighted the detrimental effects that that the mix of tight monetary policy and expansionary
fiscal policy in the United States had created for debtor countries whose debts were mostly dollar-
denominated at floating interest rates. Summarizing, the literature maintained the idea that the
origins of the debt crisis in three, often interrelated, forces: irrational exuberance of banks; macro-
economic mismanagement in borrowing countries and instability of the world economy.

Darity and Horn (1988) argued that the lending boom of the 1920s and of the 1970s were
driven by the supply of easy money rather than demand and pointed the finger directly at the
commercial banks as the primary instigators of the debt crisis. According to the authors the crisis
of the 1980s was seen as part of a 50-year international lending cycle which had culminated in
excessive and careless lending. Given the speculative nature of the book, the empirical evidence to
back up these intuitions is rather slim.

A different group of academic works continued focusing on the foundations and motives
behind the lending boom taking place in the years leading to the crisis. Stallings (1987) analyzed
U.S. lending to Latin America between the 1920s and the 1980s. Even if this author highlighted
both supply and demand factors in lending cycles, Stallings claimed that supply factors, such as the
irrational exuberance of foreign investors, the need to recycle huge oil surpluses after the shock of
1973 and financial innovation in the Eurodollar market, played a prominent role but that demand
factors should not be forgotten. Analyzing the case of Peru, she pointed out that both in the 1920s,
during the presidency of Augusto B. Leguia, and in the late 1960s/eatly 1970s, under military rule,
Peru actively sought external financing thereby nuancing the narrative of passive governments
forced to accept foreign loans.

Lomax (1986) went in a similar direction when he pointed out that, despite the fact that
international bankers were eagerly competing amongst themselves (Lomax 1986, p. 59), they were
also actors in a much bigger game which involved supporting domestic industries, home
governments’ interventions and host governments’ pressures to lend (Lomax 1986, p. 82)

Wellons (1985, 1987) underscored the significance of the relationships between banks and
their respective national governments. He contended that banks extended loans to developing
countries with the backing of their home governments, which aimed to expand markets for their
exports following the 1973 oil shock. Wellons (1987) examined the influence of governments on
commercial bank lending decisions, providing a comprehensive perspective on the link between
trade and finance. He argued that balance of payments challenges in developed countries prompted

governments to implement policies supporting exports.



Consequently, banks—the primary source of capital—were encouraged to finance potential
importers, while export credit agencies enhanced their capacity to meet international competition.
Commercial banks, becoming increasingly international, were well-positioned to finance trade,
complementing this role with loans to governments and public enterprises in developing countries,
which were significant borrowers in international financial markets. Additionally, export credit
agencies offered direct credit to foreign buyers and provided insurance services to domestic
exporters.

Other scholars support this view, including Spindler (1984), and later also Devlin (1989).
Devlin (1989) incorporates the structure of bank lending into his analysis, agreeing that the
concentration of both lenders and borrowers increased the likelihood of governmental intervention
in the event of financial difficulties. Devlin (1989) insisted on the role of transnational banks in
aggravating the credit cycle of Latin American countries by “tending to overexpand on the upside
and overcontract on the downside” (Devlin 1989, p. 5). By focusing on the ‘supply side’ of credit
Devlin omitted the official intervention of governments on both sides of the transactions.*

Contemporary observers also highlighted the IMF's role in bolstering confidence, akin to
how a stable central bank strengthens a domestic monetary system (De Vries, 1986, p. 180). The
IMF's support for financially distressed countries such as Turkey, Zaire, Peru, and Jamaica during
the 1970s exemplifies this function. Over time, the IMF's focus shifted from addressing balance of
payments issues related to exchange rate stability to acting as a crisis manager. For instance, in
1976, Mexico sought IMF assistance to rectify its balance of payments problems and secure
financial support to resolve a currency crisis. The country remained under an Extended Fund
Facility program until 1979, with regular IMF missions contributing to bankers' confidence in
Mexico.

After documenting the Third World’s reliance on indebted industrialization and how
private financial institutions had replaced official aid during the 1970s in the financing of ambitious
and costly development programs, Jeffry Frieden published a second seminal book in 1992, titled
Debt, Development and Democracy, in which he compared the development policies and use of foreign
debt of Latin America’s five largest borrowers (Argentina, Brazil, Chile, Mexico and Venezuela).’
Frieden argued that in all of these countries governments reacted by meeting most of the demands

of the private sector while ignoring most of those coming from labor.

4 Robert Devlin, Debt and Crisis in Latin America: The Supply Side of the Story, Princeton University Press, Princeton, 1989.
> Jeftry A. Frieden, Debt, Development, and Democracy. Modern Political Economy and Latin America, 1965-1985, Princeton
University Press, Princeton, 1992.



Frieden’s work is symptomatic of a more general shift in the literature, which occurred by
the end of the 1980s and in the early 1990s, concentrated on the economic and social consequences
of the debt crisis. On the economic front, the crisis imposed serious adjustment costs on borrowing
countries as ‘neoliberal reforms sought to subordinate political and social structures to the
principles of the self-regulating free-market economy’ (Silva 2009, p. 18). Average GDP growth in
the region was -2 per cent until 1986. Politically, the crisis made it impossible for authoritarian
leaders to continue to satisfy all the groups that had benefited from borrowing-period policies
(Frieden 1992, p. 83; Sallum Jr. & Kugelmas 1991). Latin America’s socio-economic indicators
deteriorated dramatically ultimately provoking a dramatic ‘retroceso del desarrollo’ (Escobar 2014,
p. 149). Latin America was a region of high inequality even before the crisis but during the 1980s
poverty and, especially, inequality dramatically increased with tragic consequences for the poorer
strata of the population (CEPAL/ECLAC 1992; Devlin & Ffrench-Davis 1995; Lustig 1997).

Partly as a consequence of the deterioration of living standards, violence erupted across the
region notably in Caracas in 1989, in Santiago del Estero in 1993 and in Chiapas in 1994. While the
literature agrees on the dramatic consequences of the crisis on the socio-economic fabric of the
region, less consensus exists on the origins of the situation i.e. were international creditors at fault
or were Latin American countries unprepared to protect the poor? The latter camp is represented
by scholars like Lustig (1997) who argued that, with the possible exception of Chile, Latin America’s
politicians did not do enough to protect its population from the effects of the structural adjustment
programs. By contrast, scholars like Whitehead & Thorp (1987) and Hinkelammert (1990) took a
much more critical stance towards the IMF and its adjustment policies. Gradually, the relationship
between borrowers and creditors crystallized into a coherent vision, later known as “Washington
Consensus’, of what policies creditors believed were appropriate for the region (e.g. Williamson
1990; Babb 2009).

Although neoliberal reforms produced some positive results in the early 1990s — in terms
of inflation rates, economic growth and infusions of foreign capital — they also had an uneven
impact across and within social sectors (Margheritis & Pereira 2007). Huber & Solt (2004) argued
that more liberalized economies in Latin America had higher volatility, larger increases in income
inequality, and greater poverty than less liberalized economies. Other authors have pointed out that
‘30 years of ... neoliberalization and structural adjustments have produced at least dubious and at
worst catastrophic effects on the majority of people's lives” (Rodriguez 2021, p. 2). Sociologists
(e.g. Babb 2001, 2013; Fourcade-Gourinchas & Babb 2002) and political scientists (e.g. Pop-
Eleches 2009; Chwieroth 2010; Roos 2019) have conducted research on adjustment programs and

the neoliberal shift in Latin America.
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A lingering question is whether the defaults could have been handled differently, and
whether the crisis might have been averted altogether. Drawing on historical precedents,
Eichengreen and Portes, in a set of papers published in the late 1980s and early 1990s, provided
different parallels between the waves of defaults of the 1930s and those of the 1980s (Eichengreen
and Portes, 1989a, 1989b, 1987). They referred to the Bradley and Sachs Plans, which urged banks
to forgive developing countries liabilities. An alternative approach was the Dornbusch Plan, which
would have allowed countries to service their debt in domestic currency. On the contrary, authors
such as Feldstein (1986) and Cline (1987) criticized a global approach, and suggested rather a case-
by-case solution.

Previous experiences of international lending to Latin America, and other developing
regions, were analyzed in a collective book edited by Sachs (1989). Eichengreen (Chapter 11) and
Lindert and Morton (Chapter 10) provided an historical analysis of international and U.S. lending
experiences in the nineteenth and early twentieth century that supported the view that there were

elements of systemic irrationality in the booms and busts of foreign lending.

4. Amnesia and come-back after 2008

In the 1990s, scholatly literature on financial crises emphasized the stark contrasts between the
crises of that decade and those of the 1980s. A telling example is Barry Eichengreen’s description
of Mexico’s 1994 crisis as the ‘first financial crisis of the 21st century’—a label that underscored its
distinct nature in comparison to the 1982 crisis. The liberalization of capital markets during this
period led academics to focus on topics such as the choice of exchange rate regimes, the
significance of sudden stops in capital flows, the dangers of financial contagion, and the importance
of robust banking regulatory frameworks. These issues were considered central to many emerging
market crises of the 1990s.

This post 2010 literature is not completely undetached of the literature developed in the
1980s, and follows three lines of enquiry. One is the role of macroeconomic mismanagement and
increases of debt levels, something that was deemed to be a major factor leading to the crisis in
Southern European countries. Second is the role of international finance, private lenders and the
world's economic governance. Finally, it is the theory and empirical evidence on sovereign defaults.
We will now turn to each of them.

Consider first the group of works that revisit the idea that fiscal mismanagement had been
at the core of the debt crisis. For instance, Ocampo (2014) and Parodi (2015) have shown that, in
the years previous to the crisis, and except for the Southern Cone countries, fiscal discipline was

the rule rather than the exception among Latin American countries. Furthermore, certain
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governments of the region were experiencing a transition in their economic model from the focus
on state-led industrialization towards the financial liberalization model.

In this regard, Frenkel (2014) argued that sovereign external indebtedness reflects the
outcome stemming from the deregulation process of the financial sector rather than the ‘populist’
irresponsibility.

Cavallo and Fernandez-Arias (2013) propose that the Eurozone financial crisis could be
managed by drawing lessons from Latin America's 1982 debt crisis. They emphasize the importance
of providing external liquidity to crisis-affected countries, coupled with policy reforms to address
underlying structural issues. The authors caution against relying solely on fiscal contraction to
resolve public debt overhangs, as this approach may lead to social unrest. Instead, they advocate
for an orderly debt reduction strategy alongside the creation of an economic environment that
fosters growth and attracts capital inflows. Additionally, they highlight the significant costs
associated with banking crises that evolve into sovereign debt crises and recommend implementing
solutions to banking problems that minimize fiscal burdens.

Recent scholarship has delved into the intricate dynamics of international lending and
governance, particularly in the context of the 1982 debt crisis. Altamura and Flores Zendejas (2020)
reexamined banks' risk assessment processes, revealing that political considerations significantly
influenced lending behaviors. Their research, grounded in newly accessible archival materials,
indicates that banks' decisions were heavily swayed by the preferences of their home governments.
This alignment suggests an implicit expectation that these governments, alongside international
organizations, would act as lenders of last resort to support borrowing nations. The political aspects
underpinning — as well as the backlash — against international lending in the 1970s have been
addressed by Altamura ( 2021) and Altamura & Kim (2023).

Further exploring the leverage exerted by creditor nations and international bodies over
defaulting countries, Alvarez and Flores Zendejas (2014) analyzed the role of trade finance and
export credit agencies during the crisis. Their findings demonstrate that creditor governments
strategically utilized these agencies to compel defaulting nations into agreements with the
International Monetary Fund (IMF), thereby managing the crisis more effectively. Building on this
discourse, Sgard (2023) employed interviews and archival research to trace the evolution of debt
rescheduling efforts throughout the 1980s. His work sheds light on the perceptions of U.S.
policymakers regarding the potential global financial repercussions of the crisis, echoing
longstanding debates on optimal default management strategies.

The 1982 crisis also prompted theoretical exploration into the incentives shaping sovereign

debt repayment and default, leaving lasting echoes in both subsequent empirical studies and
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theoretical work. Eaton and Gersovitz's seminal (1981) model posited that nations choose to honor
their debts to maintain access to international capital markets, as defaulting could lead to exclusion
and hinder economic stability.

However, subsequent research has challenged the sufficiency of reputation-based
explanations, suggesting that the threat of direct sanctions or punitive measures may play a more
decisive role in deterring defaults (Bulow and Rogoff 1989, 1988). Collectively, these studies
underscore the complex interplay of political, economic, and strategic factors that influence
international lending practices and sovereign debt management.

Empirical studies have investigated the theoretical frameworks concerning the impact of
reputational concerns versus punitive threats on a country's decision to honor its debt obligations
(Aguiar and Gopinath, 2006 ; Tomz, 2007 ; Tomz and Wright, 2007). This ongoing debate
highlights the complexity of sovereign debt dynamics and the multifaceted considerations
influencing a nation's choice between repayment and default.

One empirical approach involves calculating the costs associated with defaulting (Bulow
and Rogoff, 1988 ; Gelos, Sahay and Sandleris, 2011 ; Yeyati and Panizza, 2011). Another examines
the long-term effects of default on access to financial capital markets. The literature presents
diverse findings: as we show below, some authors suggest that financial markets have a ‘memory’,
while others indicate that the differences between defaulting and non-defaulting countries are
minimal and highly heterogeneous.

Ozler (1993) posited that banks tended to ‘punish’ countries with prior defaults by imposing
slightly higher interest rates. Similarly, Lindert and Morton (1989) observed that investors often
disregarded a nation's default history when making lending decisions. Further studies by Bulow
and Rogoff (1989), Gelos et al. (2011), and (Yeyati and Panizza, 2011) found limited evidence
linking defaults to significant increases in borrowing costs or prolonged exclusion from capital
markets. In contrast, Cruces and Trebesch (2013) provided evidence that market penalties were
present between 1970 and 2010. They demonstrated that the severity of these penalties correlated
with the magnitude of ‘haircuts’™—the reductions in debt obligations agreed upon during
restructuring. Specifically, larger haircuts were associated with higher subsequent bond yield
spreads and longer durations of exclusion from capital markets.

Catao and Mano (2017) found a substantial increase in the default premium of
approximately 350 basis points, which gradually declined over the first five years following a
settlement during the period from 1970 to 2014. However, they cautioned that these results are

highly dependent upon market conditions. For instance, during the mid-1970s to early 1980s,
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spreads were compressed due to high liquidity in syndicated bank lending, resulting in a minimal
default premium.

The case of Colombia offers additional insights. Caselli et al. (2021) indicate that the
Colombian government chose not to default during the 1980s, aiming to maintain a favorable
reputation in international capital markets. While this strategy yielded short-term economic
benefits, such as comparatively better GDP growth than neighboring countries, it did not lead to
long-lasting reputational gains. These findings suggest that the consequences of sovereign default
are nuanced and context-dependent, influenced by factors such as the extent of debt restructuring,
prevailing market conditions, and individual country circumstances.

Finally, there is a revisionist trend since at least the beginning of the 2010s (perhaps also
due to the Eurozone crisis and the criticisms against austerity measures). More and more works
argue that the lack of fiscal discipline was not a major factor behind the crisis.

The pandemic has inflicted a severe blow to Latin America, inflicting incalculable human
suffering and exacting a heavy economic toll (Powell & Valencia 2023). In a context where
governments stepped in to offset the impact of the Covid pandemic, debt levels began approaching
levels seen during the international debt crisis of the 1980s, raising fears amongst policymakers and
business leaders of new defaults and another lost decade in development. UNCTAD reported in
2024 that global debt had reached a record high of US$97 trillion in 2023 and that developing
countries’ debt since 2010 increased more twice as fast as in developed economies (UNCTAD, .4
World of Debt Report 2024). The World Bank reported that ‘a silent debt crisis is engulfing developing
economies’.’

Newspapers and magazines started covering the debt situation in great detail with
continuous references to the debt crisis of the 1980s. Academics also re-discovered the debt crisis
as a useful prism through which analyzing current events and started referring to “The Return of
Debt Crisis in Developing Countries’ (Fischer & Storm 2023) as in the aftermath of the Covid
pandemic ‘much of the global South has been immersed in a debt crisis of a breadth and depth not
seen since the early 1980s’ (Fischer & Storm 2023, p. 954).

The financial distress experienced by numerous countries during the COVID-19 pandemic
reignited scholarly interest in the 1982 debt crisis, prompting comparisons to inform current
economic strategies. Eichengreen (2020) contends that proposed measures to address the fiscal
challenges of developing nations amid the pandemic are inadequate. Drawing parallels to the Baker
Plan—which presumed that economic downturns were temporary and that a brief debt standstill

would enable crisis-affected countries to resume debt servicing in the medium term—~Fichengreen

¢ https:/ /blogs.wotldbank.org/en/voices/silent-debt-ctisis-engulfing-developing-economies-weak-credit-ratings
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argues that such assumptions proved ineffective in the past and are unlikely to succeed post-
pandemic. He emphasizes that persistent global economic challenges and depressed commodity
prices will continue beyond the pandemic, necessitating the adoption of innovative debt
instruments to achieve sustainable public debt levels.

Joseph Stiglitz and Hamid Rashid (2020) highlight the severe social costs associated with
global debt crises and stress the importance of prompt and decisive action. They caution that a
global debt crisis today could lead to widespread unemployment and instability, underscoring the
need for timely interventions. Edwin M. Truman (2020) reflects on the delays in finding a
permanent solution to the 1982 debt crisis. He advocates for a comprehensive approach to
potential debt crises arising from the COVID-19 pandemic, involving all relevant stakeholders,
including foreign creditors, debtor nation governments, and international institutions. Truman
warns against one-size-fits-all solutions, recommending instead a case-by-case strategy tailored to
the specific circumstances of each country.

After Covid, the war between Russia and Ukraine, the rise in energy prices, growing
geopolitical instability between the US and China, also increased fears of a new debt crisis. When
comparing the 1980s to the post-Covid world, many authors have insisted on the different
economic and political scenario with China emerging as an important, or the most important,
provider of credit to developing countries (Chen 2023). As pointed out by Chen: ‘Existing analyses
have interpreted China’s behaviour in two ways. Some suggest China is free-riding on the
international sovereign debt regime... A second interpretation is that China is contesting the rules
set up by advanced industrial economies, practising an idiosyncratic means of debt relief which

differs from that practised by traditional creditors’.

5. Conclusions

Why did the literature show boom and busts in its interest on the 1980s debt crisis? In his 2012
analysis, Fichengreen delves into the reasons policymakers often resort to historical analogies.
Drawing from cognitive science and organizational learning, he identifies two primary
circumstances that prompt this behavior. First, when decision-makers face time constraints and
possess limited information-processing capacities, crises serve as powerful intellectual shortcuts.
Second, when there's a lack of consensus on the principles required for deductive reasoning,
historical analogies become a common fallback. However, Eichengreen cautions that relying on
such analogies can lead to overreactions. For instance, during the 2008 financial crisis, Federal
Reserve Chairman Ben Bernanke's interpretations of the Federal Reserve's actions during the Great

Depression were criticized by O'Sullivan (2022), who argued that Bernanke's conclusions were
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fundamentally flawed, utterly based upon Milton Friedman and Anna Schwartz in A Monetary
History of the United States (1963).

Similarly, drawing parallels to the 1980s debt crisis reveals the potential pitfalls of
misapplying historical lessons.

The literature surrounding that crisis mirrors debates typical of lending booms and busts.
Proponents of the ‘irresponsible borrower’ narrative argue that defaulting governments
accumulated unsustainable debt levels while implementing policies detrimental to economic
growth—parallels evident in discussions about certain Eurozone countries post-2011. Conversely,
other scholars highlight issues such as flawed risk assessments and excessive lending by commercial
banks, often spurred by domestic governments’ geo-political considerations and international
organizations.

Despite these debates, policymakers may have overestimated the threat of a new debt crisis.
Neither the 2008 financial meltdown, the European debt crisis, nor the COVID-19 pandemic
precipitated a global debt catastrophe. Moreover, no sovereign default has triggered a significant
banking crisis in developed nations. However, this does not imply that revisiting the 1982 crisis is
without merit. Recent studies suggest that even the Brady Plan, once deemed successful, may have
fallen short, despite enabling defaulting nations to re-enter capital markets. Notably, the number
of countries in debt distress hasn't reached the peaks observed in the 1980s. The preparedness of
the global economy for a potential surge in defaults remains uncertain. More concerning is the
absence of a robust international mechanism to help defaulting nations mitigate the societal impacts
of debt crises—a paradox, given the consensus over the past four decades on the necessity of such

a framework.
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