Debt crisis leads to litany of problems.
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A U.S. debt crisis would have significant negative consequences for both the economy and individual Americans. A fiscal crisis could lead to a rapid increase in interest rates, inflation, and unemployment. This could trigger a recession and severely reduce economic growth. These modelled effects are based on observations of how debt crises played out in other countries. While there is no decisive threshold at which countries experience debt crises, as debt grows, the likelihood increases. Burman et al. write: “Nearly one‐​fifth of countries that defaulted or required debt restructuring had external debt (held by foreigners) of less than 40 percent of GNP (Gross National Product), and more than half of countries experiencing debt crises had debt levels below 60 percent of GNP. Thus, 60 percent might be viewed as a rough barometer of high risk for budget failure. However, nearly one sixth of countries did not reach a crisis point until their debt level had exceeded 100 percent of GNP.” At this time, foreign holdings make up about one‐​third of U.S. government publicly held debt. In case of a fiscal crisis, the government’s ability to respond would be limited. Below are some of the potential impacts. Higher interest rates. A debt crisis could lead to a sudden increase in interest rates, which would make it more expensive for the government, consumers, and businesses to borrow money. This could slow down economic growth and potentially lead to a recession. Decline in the value of the U.S. dollar. A debt crisis could also cause a decline in the value of the U.S. dollar, which could lead to inflation and reduce the purchasing power of Americans’ savings and investments. Market volatility. A debt crisis could cause significant volatility in financial markets, which could lead to losses for investors and pension funds. This could also lead to a decline in consumer and business confidence, which could further reduce economic growth. Steep and sudden cuts to government services. A debt crisis could constrain government services, forcing sudden and steep cuts to government programs with significant consequences for vulnerable Americans who rely on these programs for their livelihoods. Congress should reduce spending on these programs in a responsible way that allows affected individuals to find alternative sources of income, a possibility that could be precluded by a debt crisis. Damage to the United States’ international standing. A debt crisis could damage the United States’ reputation as a stable and reliable borrower, which could make it more difficult for the government to borrow in the future and undermine the current standing of the U.S. dollar as a global reserve currency.
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