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CHAPTER 1

On the Verge of Collapse

T he New York Times called it the end of an era in 
Italian politics. It was November 12, 2011, and 

Prime Minister Silvio Berlusconi had just resigned. 
He was leaving his post with his country in the 
midst of the European debt crisis. A new government 
was ready to take over. The crowds in Italy’s capital 
city of Rome cheered as their leader stepped down. 

Fulvia Roscini, a nurse, brought her two children 
to the prime minister’s offi ce that evening. “We 
came here because I wanted my kids to see this, to 
see that another country is possible and is already 
here,” she said.1

Despite all the celebrating, Italy’s people knew 
how serious the situation was. The nation’s debts 
totaled $2.6 trillion.2 Could the country repay what 
it owed? Isabella La Monica, a retiree, waited outside 
the prime minister’s home to witness his arrival 
after the announcement. “I know that the crisis 
won’t be over just because he leaves, and I’m a bit 
concerned about what will happen with the 
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On the Verge of Collapse

markets,” she admitted, “but I know that this country will be 
better without him. Things can’t get any worse.”3

You may have seen or heard the phrase “European debt crisis” 
in the news in recent years. You may have heard your parents or 
other adults talking about the situation. But you might have 
wondered how something happening so far away could affect 
you and your family. Even if countries like Italy are on the verge 
of collapsing, why should you be concerned?

The US economy has been going through a tough time as 
well. The prices of many important items, such as food and 
gasoline, are high. Unemployment, or the number of people 
without jobs, is also high. These factors cause spending to go 
down, hurting the economy even more. At a time when the US 
was struggling fi nancially, the crisis in Europe could have had an 
effect on exports and the stock market. Michael Klein is a professor 

When Silvio Berlusconi resigned as prime minister in 2011, crowds gathered 
to celebrate his exit from offi ce. The people of Italy didn’t know what the 
future held for their nation. But many of them were confi dent that the fi rst 
step toward a better Italy would begin without him.
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of international economic affairs at the Fletcher School of Law 
and Diplomacy at Tufts University. As he explains, “Exports are 
an important source of the American recovery, so if Europe tanks, 
there will be fewer exports to Europe, and that will hurt American 
manufacturing.”4 This in turn adds to unemployment. 

For those already without a job, the crisis in Europe could 
also make it harder to fi nd one. William R. Gruver is a professor 
of global commerce, strategy and leadership at Bucknell 
University in Lewisburg, Pennsylvania. He points out, “Europe 
being in a prolonged recession has caused the global economy to 
slow down. And that has an indirect effect here in the United 
States in terms of adding to our unemployment problems. If 
worldwide demand were higher, there would be more jobs 
created for American workers.”5

The crisis doesn’t simply affect money; it began over money—
specifi cally, borrowed money. Countries borrow money to pay 
for the things they want or need. So do individuals. For example, 
most homeowners borrow at least some of the money to pay for 

In November of 2011, Italy’s borrowing reached its highest 
level since the creation of the euro in 1999.6 The euro is the 
common currency used by 18 European nations. The area these 
nations occupy is known as the eurozone. 
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their house. Each month they make a payment on this loan, 
which is called a mortgage. The repayment process works 
smoothly unless borrowers cannot keep up with their payments.

Before buying a home, people consider how much they can 
afford to spend. The higher the cost of the house, the more money 
they have to spend on their mortgage. Borrowing more money 
also means paying more in interest, the additional money that 
must be paid back. Some people choose the most expensive home 
they can. This decision, however, does not allow for unexpected 
expenses. In an emergency, such as a leaky roof, they have only 
one option: borrowing even more money. But if the homeowners 
are already paying all they could afford on the mortgage, how 
will they pay the loan back? 

This is similar to the dilemma that Italy—and other European 
countries—must deal with. These nations borrowed more money 
than they could afford to pay back—a lot more money. In some 
cases, they spent the money on practical things. Just like 
homeowners, countries have items that need constant upkeep. 
Roads, sewage and water treatment facilities, and schools are just 
a few of the things that people rely on every day. When these 
items need improvement, the government must fi nd a way to 
make it happen.

But also like some people, countries sometimes spend money 
on things they don’t need. Some even do it when they can’t 
afford the expense. The homeowners with the leaky roof may 
also have a credit card, which allows them to buy items today 
and pay for them over time. They might want to buy a 60-inch 
fl at screen television, similar to one which their neighbors recently 
purchased. In trying to keep up with their neighbors, the 
homeowners may use their credit card to buy it although they 

Silvio Berlusconi was ranked number 194 on the 2013 Forbes 
Billionaires List, with a net worth of $6.2 billion. 
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Maintaining this highway bridge in the Lombardy region of Italy and other 
necessary resources takes a lot of money. Sometimes a country must 
borrow money to make repairs and needed improvements. If the nation 
borrows more money than it can afford to pay back, however, it can sink 
deeply into debt.

can’t really afford to. They will also pay more for the item in the 
end, since they will have to pay a high rate of interest.

Countries with too much debt may spend money on things 
they don’t need. Greece, for example, spent billions of dollars 
to host the 2004 Olympic Games. Greece’s prior debt, combined 
with its spending on the Olympics, left it in an even 
worse situation.
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