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Introduction 

In the beginning of the twenty-first century, the worldwide magnitude of emerging nations' foreign 

debt was the highest it had ever been. The debt crisis proved to be a memorable disaster for the global 

economy. The growth in commodities exchange between well developed, industrialized nations and 

developing countries was the direct cause of the emergence of global debt. To a great extent, this issue 

was caused by loans provided by wealthy nations to less developed countries; nevertheless, it should be 

acknowledged that well-developed countries also became indebted. 

Apart from Latin American, Asian, and European post-socialist countries, African countries were 

among the debtors. The external debt of North African nations (Algeria, Egypt, Libya, Sudan, and Tunisia) 

is a heavy burden on their economies. The prospects for resolving the problem are critical within the 

defined context in particular. The following graph demonstrates the debt burden that developing countries 

have encountered since 2011, as well as what’s expected to follow until 2024. 

 

The debt burden experienced by developing economies is illustrated, which is anticipated to increase by 2024. When 

debt repayments exceed 5% of government revenue, it becomes extremely difficult to maintain debt levels under 

control. 1 

The term “Third World Debt” refers to the external debt and the outstanding sums owed by 

 
1 Pettinger, Tejvan, et al. “Reasons for Third World Debt.” Economics Help, 12 May 2020, 

https://www.economicshelp.org/development/reasons-for-third-world-debt-2/.  

https://www.economicshelp.org/development/reasons-for-third-world-debt-2/
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governments in third-world (developing) countries to foreign banks or foreign governments in the 

developed world. 

Some of the most important factors leading to the Third World Debt being increased include 

investment for structural adjustment, for the transition from agricultural to industrial economies, which 

required investment that was provided by external borrowing, as well as the banks’ will to lend to 

developing countries, characterized by reckless lending and failing to ensure that loans were feasible. A 

further factor is the Oil Crisis of 1973, where developing countries, with oil prices massively increasing, 

couldn't afford to import oil and therefore had to borrow to keep importing. Furthermore, inflation, ultimately 

caused by the oil price shock and, as a result, increased interest rates, which meant that third-world 

countries would have to deal with not only higher debt, but also with a higher percentage of loan interest 

payments. The aforementioned elements all contributed to the increase of Third World Debt. 

An effective –though controversial– solution to the issue at hand would be to simply write off debt. 

This would result in greater equality among nations, given that in developed countries a small percentage 

of the income comes from debts and thus it wouldn’t significantly affect their Gross Domestic Product 

(GDP), whereas in developing nations, debt is a considerably bigger percentage than GDP. Furthermore, 

developing nations need a large portion of their foreign earnings to pay loan interest, minimizing the 

potential for capital investment. Writing off debts allows them to invest in merit goods, which leads to 

increased potential economic growth. 

Nevertheless, if debts do end up getting written off, countries' corporations may be tempted to incur 

further debts in hopes that they would then be wiped out. In addition, if the debt write-off is overly generous, 

foreign banks may be hesitant to lend to these countries in the future, leaving them without funds. 

 This issue will be divided into 2 sub-topics; “Developing economically sustainable measures of 

debt relief” and “Addressing and improving the financial sustainability of developing countries”. Finding 

sustainable means of reducing debt is a problem that challenges countries and their central banks 

worldwide. Addressing the imbalances between debtor and creditor nations is crucial to creating a 

sustainable and competitive macroeconomy. In addition, strengthening developing countries’ financial 

sustainability is significant and needs to be addressed in order for the situation to be resolved and in order 

to put an end to the debt crisis these countries are facing. 

 

Definition of Key Terms 

Gross Domestic Product (GDP) 

“The total monetary or market value of all the finished goods and services produced within a 

country's borders in a specific time period”2 

 

Fiscal stimulus 

 
2 Fernando, Jason. “Gross Domestic Product (GDP).” Investopedia, Investopedia, 

https://www.investopedia.com/terms/g/gdp.asp.  

https://www.investopedia.com/terms/g/gdp.asp


The Hague International Model United Nations ONLINE 2022| 24th January 2022 – 28th January 2022 
 

Research Report | Page 3 of 17 

The Hague International Model United Nations 2022 | 24th January 2022 – 28th January 2022 

 “Fiscal stimulus refers to policy measures undertaken by a government that typically reduce taxes 

or regulations—or increase government spending—in order to boost economic activity.”3 

 

Budget Balance 

  The difference between tax revenue and government spending. A balanced budget is considered 

to be one where tax revenue exceeds spending. 

 

Debt Restructuring 

 A process utilized by policymakers to reduce the chances of the debtor having to default on 

previous loans. Debt restructuring includes persuading lenders to decrease their demanded interest rates, 

or prolonging the period over which the lender is to pay off their liabilities. 

 

Debt Relief 

 Debt relief is the reorganization of debt in any shape or form so as to provide the indebted party 

with a measure of respite, either fully or partially (see debt restructuring). (adapted from Investopedia) 

 

Discount Rate  

 The interest rate a central bank charges on loans to banks, specifically in the short run (this will 

vary based on the economic conditions of the time). 

 

External Debt 

 Gross external debt, at any given time, is the outstanding amount of liabilities that require payment 

of interest and/or by the debtor at some point in the future and that are owed to nonresidents by residents 

of an economy. (adapted from IMF) 

 

Sovereign Debt  

 Sovereign debt is a central government's debt. It is debt issued by the national government in a 

foreign currency in order to finance the issuing country's growth and development. The stability of the 

issuing government can be provided by the country's sovereign credit ratings which help investors weigh 

risks when assessing sovereign debt investments. (adapted from Investopedia) 

 

Defaulting 

  When a borrower fails to make monetary payments as specified by a loan or bond contract, failing 

to meet previously set debt obligations. 

 

Government Bonds 

 
3 Team, The Investopedia. “Economic Stimulus.” Investopedia, Investopedia, 

https://www.investopedia.com/terms/e/economic-stimulus.asp.  

https://www.investopedia.com/terms/e/economic-stimulus.asp
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 A government bond is a form of security sold by the government. It is called a fixed income security 

because it earns a fixed amount of interest every year for the duration of the bond. The purpose of a 

government bond is to raise money to operate the government and to pay down debt. These bonds have 

different maturity dates ranging from several months to well over a decade. (adapted from Bank Rate) 

 

Fiscal Policy 

 Fiscal policies constitute spending, said policies are made by the legislative branch of government, 

typically consisting of government transfers, tax reforms, and spending plans revolving around public 

goods. They are used to stimulate consumer spending and increase GDP. 

 

Monetary Policy 

 Monetary policy revolves around the control of the money supply. Monetary policy is typically 

conducted by independent central banks, and is often outside the realm of the legislative and executive 

branches of government. Central banks manage to do so by manipulating the bond market, or changing 

the interest rate, or induce a change in the supply of money. Heads of state are expected not to interfere 

with the decisions of the central bank. 

 

Liabilities 

 Liabilities are typically sums of money (or other forms of wealth) owed to a specific lender. In other 

words, liabilities are values owed rather than assets owned. 

 

Solvency 

 Solvency is the ability of a company or government to meet its long-term debts and financial 

obligations. Solvency can be an important measure of financial health, since it's one way of demonstrating 

a company’s ability to manage its operations into the foreseeable future. 

 

Financial Derivatives 

  A financial contract that has value based on the performance of another asset, index, or interest 

rate.  

 

Fiat Money (Fiat currency)  

Fiat money is a government-issued currency that is not backed by a physical commodity, such as 

gold or silver, but rather by the government that issued it. The value of fiat money is derived from the 

relationship between aggregate supply and demand as well as the stability of the issuing government, 

rather than the worth of a commodity backing it. Crypto-currencies that are not government issued are 

therefore not currencies, for they act in a manner comparable to that of gold and other items said to be a 

store of value. Money is inherently liquid, acting as a source of liquidity that goes far above the role of 

simply being a medium of exchange. 
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Balance of Trade 

 Ultimately the balance of trade is decided by comparing the value of a nation’s exports and imports, 

ultimately deciding whether the nation runs a trade surplus or a trade deficit. Nations that export more 

than they import run a trade surplus, those who do not run a trade deficit.  

 

Background Information 

 

Sub topic 1: Developing economically sustainable measures of debt relief 

 

The trust between us  

 

The key underlying factor of the global economy is trust. Trust exemplifies our willingness to cooperate 

with each other in order to overcome the trials of adversity. An understanding of global economic 

expectations is incomplete without taking into account the way trust shapes macroeconomic interactions. 

For trust alone lies at the core of every crisis, for without trust, one is deprived of a clear image of the 

global economy 

 

Common misconceptions about debt 

 

Many common misconceptions are held about debt. External debt, while not inherently a negative 

phenomenon, has deep connections to the economic relationships between debtor and creditor nations.  

Many consider external debt to be an indicator of an economy’s strength and relative health. Taking 

on large quantities of external debt is often seen as a sign of insolvency; however, the relationship between 

a nation’s solvency and its debt is far more nuanced than it appears. Contemporary economists such as 

Nobel laureates Esther Duflo and Paul Krugman are very reluctant to admit that reducing external debt 

would be of any benefit to society. External-debt-enabled deficit spending allows governments to draw 

upon funds they would otherwise have to source directly from taxpayers. If a government appears to be 

solvent enough to remain in good economic standing, the specific details of fiscal policy pose much more 

of an important question than the proportion of debt as part of a nation’s GDP. For solvent nations, it is 

the spending plans themselves that warrant the lion’s share of attention. This includes ensuring that 

existing funding is not squandered on failed projects or ever-growing military industrial complexes.  

Therefore we may deduce that, in nations that are politically and economically stable, the most 

effective means of reducing the debt to GDP ratio is well planned spending. It is crucial to ensure that the 

funds gained from deficit spending successfully contribute to economic growth.   

Paul Krugman asserts that, “even though we’ve been running budget deficits that are kind of stupid, 

if you were going to run budget deficits, you should be using the money to build infrastructure to help 

education, to work on the future. And instead, we’ve been using it to get big windfalls to corporations and 
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rich people” (CNBC, 21 Sept. 2020). Evidently poorly organised public spending plans have contributed 

to the growth of debt in MEDCs, particularly the United States, the United Kingdom, and Western Europe.   

 

Economically crippling debt, lessons taken from Greece’s hardship 

 

The story of external debt is not complete without the narrative of Greece’s tumultuous economy 

(from the late 80s to the present). Many reasons are cited for the unsustainability of Greece’s economy. 

Amongst them, political upheaval in the 1970s and 80s, rampant tax evasion, populist calls for 

protectionism, and unsustainable fiscal policies. Although Greece appeared to be financially sustainable 

upon entering the European Union (and later the European Monetary Union/Eurozone) its integration into 

the aforementioned unions came at a cost. Greece was left uncompetitive compared to the Surging 

German economy, especially after German reunification. Germany was well suited to run a trade surplus 

due to conditions within the forign exchange market that promoted export-based growth strategies In 

contrast to its German counterpart the Greek economy ran increasingly large trade deficits, relying heavily 

on imports. 

The adoption of the Euro in 2001 enabled Greece to borrow immense sums of money. Greek bond 

yields and interest rates declined as they converged with those of the stronger European Union member 

states. Greece’s rampant borrowing fueled unsustainable rates of economic growth up to 3.9% per annum 

between 2001-2008 (the second fastest rate in the EU, after Ireland, which suffered from similar 

problems). As the 2008 financial crisis hit, the prospect of central governments defaulting loomed large 

over lenders. Hence, lenders began demanding much higher yields for sovereign debt issued by Portugal, 

Ireland, Italy, Greece, and Spain (leading Europe to suffer some of the greatest debt crises worldwide). 

Within a year European economies contracted, leaving them with skyrocketing rations of debt to GDP 

(Greece’s debt peaked at 180% of its GDP as it reeled with the consequences of the Financial Crisis).  

 Ultimately, the world is left with a crucial lesson; for a nation to remain ahead of its debt, it must 

act fiscally responsible, borrow with caution, and maintain a healthy balance of trade. More crucially, 

Greece’s narrative shows the extent to which a crisis can reveal long-standing disequilibrium (a point very 

heavily emphasized upon in Mervyn King’s The End of Alchemy). 

 Currently, it is impossible to tell which nations will suffer the same hardships as Greece, our ability 

to predict impending financial crises is crude on the best of days. It appears to be quite common to confuse 

the euphoria of rapid economic growth with sustainability (especially when governments and firms 

irresponsibly chase after unprecedented rates of GDP growth). 

 

Subtopic 2: Addressing and improving the financial sustainability of developing countries 

 

 Dept and Disequilibrium 
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Previously, it has been noted that it is of considerable difficulty to spot a rising disequilibrium, harder still 

is it to predict when a disequilibrium will erupt into an all-out debt crisis. Therefore, preventative measures 

are the only tools available to LEDCs that may face similar hardships to the Greek Economy in the future. 

The remaining part of the solution is derived from the lenders themselves.  

 Amongst the most effective means of preventing disequilibrium is controlling and limiting the impact 

of future expectations of the economy. This involves being consistently dedicated to pre-planned long term 

programs for both monetary and fiscal policies. Furthermore, Paul Krugman asserts that employment 

should remain at the heart of economic policies rather than maintaining a specific ratio of debt to GDP. 

Furthermore, measures should be taken to ensure that banks do not grow over-leveraged, as this will 

exacerbate a crisis by reverberating economic shocks throughout numerous banks and industrial sectors.   

 On a more international scale, nations should come together to discuss the fate of the banking 

system; as financial globalisation means that the failure of over-leveraged banks in even the most 

prosperous countries can bring down the global economy. Hence, preventing bank failures in Western 

Europe or the United States (or at least limiting their effect) will cushion the world as it falls from grace. 

Proposed methods for reducing the rate of bank failures include the notion that central banks should act 

as “Pawnbrokers For All Seasons” (PFAS) rather than “Lenders of Last Resort” (as proposed by Mervyn 

King) wherein central banks would agree the terms on which they would lend against assets in a crisis, 

including relevant haircuts*, in advance instead of being forced to lend against virtually any asset during 

a crisis. Typically, when banks are on the verge of failure, central banks rush to lend them immediate 

funds. However, in return the banks must offer up collateral, which may not have a stable value. Under 

the PFAS approach, central banks agree upon said lending ahead of a crisis, allowing them to more 

accurately gauge the value of the collateral offered. A more extreme alternative is provided by the “Chicago 

Plan”, wherein central banks are forced to match liquid liabilities with liquid and safe assets, this particular 

plan calls for a 100 percent reserve requirement. This means that banks must hold a sum of money that 

is not tied up in other endeavors aside to pay back depositors in the event of a crisis or a bank run.  

Most crucially, action must be taken simultaneously internationally, as sudden changes in domestic 

monetary policy may simply lead to an outsourcing crisis. This is because any reform in the global financial 

system will have to be all encompassing in order to deal with an interconnected global economy. 

Incoherent efforts to remedy the global economy will lead to excessive protectionism, especially as nations 

begin to embrace antiglobalisation efforts. Crucially, the lack of an international means of relieving debt 

has led to increased skepticism about monetary unions (leading to the discussions of Brexit and Grexit). 

Increased antiglobalisation on behalf of more conservative nations will only worsen economic 

sustainability. As it stands, anti-globalisation efforts have only led to burdensome tariffs that have made 

alleviating poverty much more difficult than need be. 

 

The relationship between debt and political/economic interdependence 
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Nations who enjoy connections to the world economy are often able to take on the most debt in a 

sustainable way. Nowhere is this more clear than the comparison between Iran and the United States. 

Iran has promoted policies of isolationism with the purpose of retaining national sovereignty, often-times 

preventing the construction of deep financial ties to other nations. Whereas, the United States has 

achieved the opposite. Fewer individuals, firms, and governments are cautious about lending funds 

towards the United States (whether they are utilised well or not), this enables the USA to take on immense 

sums of deficit spending. On the other hand, Iran's relative isolation (and budding nuclear program) has 

created skepticism and mistrust amongst potential lenders, restricting Iran to much smaller quantities of 

deficit spending.  

As mentioned previously, the effectiveness of spending in furthering economic growth is far more 

crucial than the actual debt itself. The USA and Iran have external debts summing up to 128.1% and 

39.5% of their GDPs respectively (as of 2020), which testify to the successes or pitfalls of fiscal policy. 

However, the key takeaway is that nations that are more interconnected may often facilitate the use of 

deficit financing to enhance their economic performance and real aggregate output. 

Not only do interconnected nations enjoy the benefits of being able to take on debt, they also enjoy 

the privileges of debt restructuring and the extension of loan maturities. During the peak of Greece’s debt 

crisis, Germany (amongst other creditors) made immense efforts to restructure Greece’s debt and 

provided hefty bailouts, heavily contributing to Greece's recovery (which likely prevented a Grexit). Efforts 

to recapitalise banks (although anemic and costly to German tax-payers specifically) prevented the crisis 

from escalating further. Greece’s nature as an economically interconnected nation meant that creditor 

nations came to its aid when it would’ve otherwise considered defaulting on its loan. Ultimately, creating 

a global financial fallback net will greatly reduce the damage felt during a debt crisis. Currently relatively 

isolated nations are confronted with the daunting choice of defaulting on their loans, a decision that can 

force even the most coherently run economy into recession. 

 

Major Countries and Organizations Involved 

China  

 Many developing nations continue to rely on raw materials (such as crops, metals, and fossil fuels) 

to earn export revenue. The price of these goods has recently plummeted due to a decline in China's 

economic development, as China is their main supplier. If China exports less, then demand for their 

currency will face less demand. This will decrease their exchange rate and make their currency depreciate. 

This means that imports become cheaper and export revenue increases. Since the end of June 2021, 

China has RMB 17.3119 trillion (corresponding to USD 2679.8 billion) in unpaid external debt calculated 

in both national and international currencies. 

 

France  

 France today has one of the highest levels of national debt than any country in the world. Debt in 

the European Union's second largest economy presently accounts for almost 97 percent of the country’s 
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GDP. The cost of interest on the country's debt alone is almost 1,600 euros each second; each man, 

woman, and child in France, a total of 65.3 million, bears a portion of the debt of slightly under 28 thousand 

euros. However, economists believe that for the time being, France's lack of focus on debt reduction is 

insignificant. This is due to low interest rates and the necessity for fiscal stimulus to tackle the economic 

crisis. 

 

Brazil  

The federal government of Brazil owes foreign creditors 11 percent of the country's gross domestic 

product in 2020. The level of external debt in respect to GDP has more than doubled since 2017, when it 

was just 3.5 percent. Meanwhile, Brazil has one of the lowest foreign debt-to-GDP ratios in Latin America. 

One of the main factors to which the high national debt could be attributed to is the country's trade deficit. 

As expected, the debt crisis in Brazil led to high rates of unemployment. 

 

United Kingdom (UK)  

 The UK government's debt from the Covid crisis is no longer an issue since the UK government's 

increased expenditure during the crisis was compensated for by borrowing from itself via the Bank of 

England. Moreover, the government has the ability to borrow at the lowest interest rates in history and has 

the lowest interest payments recorded. The UK government's debt payment burden is at an all-time low, 

and its capacity to borrow at historically low interest rates serves as an opportunity. The government may 

exploit its borrowing power to contribute to the recovery from the Covid crisis and to invest in ways that 

would enhance livelihoods and save the government money in the future. Therefore, it is understood that 

the government of the UK is handling the country’s debt problem quite well. 

 

Zambia 

 In Zambia, the newly elected government reported a rise in debt owing to international creditors of 

US$2 billion. External debt in the resource-rich but underdeveloped nation reached $14.48 billion this 

year, accounting for more than 60% of GDP. China is the greatest foreign creditor in terms of overall debt. 

Zambia owes China $6.18 billion in total, including interest. Former President Edgar Lungu is accountable 

for the debt, which was incurred when he borrowed significantly to fund infrastructure projects. 

 

United Nations Development Program (UNDP) 

 The United Nations Development Programme (UNDP) is a United Nations (UN) organization that 

was established in 1965, with the purpose of assisting countries in eradicating poverty. It also seeks to 

support countries’ efforts towards achieving sustainable human development, a tactic towards economic 

growth that focuses on improving and optimizing the living conditions for all people while preserving the 

environment and natural resources for future generations. 

 

World Bank  
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 The World Bank is an international institution that provides financing, assistance, and research to 

underdeveloped countries in order to help them advance economically. The bank's principal objective is 

to eradicate poverty by providing development assistance to middle- and low-income nations. The World 

Bank currently has two announced goals that it hopes to accomplish by 2030. The first goal is to reduce 

the number of people living on less than $1.90 per day to fewer than 3% of the global population. The 

second goal is to boost general prosperity by raising income growth in the bottom 40% of every country 

on the planet. The WB aids developing countries when in debt and helps them recover economically. 

 

International Monetary Fund (IMF) 

 The International Monetary Fund seeks to foster global financial stability and monetary 

cooperation. The IMF also enables international commerce, supports employment opportunities and long-

term economic progress, and contributes to the reduction of global poverty. The IMF also supports the 

economic recovery of developing countries, especially when in debt. 

 

Timeline of Events 

 

Date Description of event 

December 1991 ● The European Monetary Union is founded, corresponding with a much more 

interconnected European economy, strengthened by a surging unified Germany.  

● Borrowing and lending is enhanced by the EMUs commitment to economic 

uniformity throughout Europe 

January 1st 2002 Greece adopts the Euro, allowing it to borrow more affordably and unsustainably than 

ever-before, sowing the seeds for an impending debt crisis. 

May 2007 ● Ben Bernake (Chairman of the Federal Reserve) asserts that the growing 

number of mortgage defaults will not seriously harm the US economy. 

August 9th 2007 ● Investment Bank BNP Paribas freezes up, citing a “complete evaporation of 

liquidity”, this shock to the trust linking the banking sector together unravels the 

disequilibrium of the 1990s and early 2000s 

August 17th 2007 ● The Fed cuts the rate at which it lends to banks by 0.5%, a warning sign of 

increasing pessimism in the face of a credit crunch. 

September 2007 ● Investors and depositors run on the bank Northern Rock, forcing the UK’s 

government to intervene. 

● Tremors reverberate between banks as the chances of failure increase 

dramatically.  

● The Fed continues to cut the rate at which it lends to banks, as a means of 
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providing more support.  

● The Bank of England injects up to 10 bn pounds worth of funding to the banking 

sector. 

October 2007 ● After a series of resignations (such as those at Marryl Lynch) trust in the banking 

sector is at an all time low, especially as banks continue to announce high 

quantities of debt and losses. 

December 2007 ● The USA goes further into deficit spending to bail out banks, as the Fed does 

everything it can to provide emergency money. 

January 2008 ● The World Bank predicts that global economic growth will slow in 2008, as the 

credit crunch hit the wealthiest of nations.   

● The economy reels with the collapse of the stock market, and worries about 

recessions spread to the general public. 

February-December 

2008 

● Central banks rush to nationalize the banks that have shown signs of insolvency.  

● Deals are orchestrated by central governments with the aim of bank mergers that 

best promote solvency.  

● The IMF and other prominent organisations continue to warn about the threat of 

recession.  

● Central banks become more ambitious with their bailouts, going far into deficit 

spending. Central banks continue to use deficit spending in order to assume the 

losses of private banks.  

● The crisis reaches a frenzy of fear amongst the public, housing markets are left 

demolished entirely.  

● Unheard of quantities of companies go into administration and declare 

bankruptcy.  

● Arrests are made in the US to restore consumer confidence, by directing blame 

to corrupt bankers (with little effect on the crisis at hand).  

● The G7 and IMF meet and discuss ambitious recovery plans (amongst them a 

five point plan), which propose the excessive use of taxpayer funds.  

● The crisis hits the East, yet the worst is yet to come. 

2009 ● The effects of the crisis reverberate worldwide, causing nations with external debt 

to witness historically unparalleled ratios of indebtedness to GDP. 

●  Manufacturers and consumers begin feeling the brunt of the crisis as 

manufacturers admit to the first losses in decades. 

●  Jobs are cut in the hundreds of thousands, across almost every manufacturing 

sector. The recession has arrived in full force.  

● Countries' efforts towards stimulating the world economy back to health have yet 

to have an impact; central banks and governments continue to use whatever 

means of fiscal and monetary policy at their disposal.  
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● Governments continue to assure each other that their international investments 

are safe, however the trust between them has left a hollow shell of what it has 

been in the past. 

●   Real interest rates fall to near zero (or even below zero) values. 

2010 ● As external debt in 2009 reached all time highs, nations made arrangements to 

restructure their sovereign debt. An anemic global recovery has begun, yet the 

effects of the crisis are not yet over. 

●  Trust between governments is extremely low in the wake of the debt crisis, 

Germany threatens to abandon the Euro, the notions of Grexit and Brexit begin 

to circulate. 

2011  ● The recovery from the crisis appears to be even more anemic than previously 

anticipated (with the notable exceptions of China and India); interest rates remain 

unsustainably low. 

● Governments attempt to restructure sovereign debt, especially in the Eurozone 

and EU where the fate of the Union has been questioned.  

● Public distrust leads to calls for protectionism, Western political stances move 

further towards the radical right (ultimately leading to the anti-globalisation efforts 

associated with the election of President Donald Trump and Brexit).  

 

Relevant UN Treaties and Events 

● External debt sustainability and development, 20 December 2018 (A/RES/73/221) 

This resolution acknowledges the significance of newly emerging difficulties and vulnerabilities in 

developing countries' external debt sustainability. This debt may be a result of systemic changes in debt 

composition as a whole, accelerated growth in private sector debt in many emerging and developing 

countries, and the increased use of new debt financing mechanisms and methods. In addition, it 

emphasizes the dual responsibility of creditors and debtor countries to prevent the accumulation of 

unsustainable debt in order to minimize the incidence of a new debt crisis. This is done by taking into 

consideration the problems created by the global economic environment and threats to debt sustainability 

in some developed and developing countries, as well as the need to continue to aid developing countries 

in this respect. 

● External debt sustainability and development, 21 December 2020 (A/RES/75/205) 

This resolution stresses the significance of debt sustainability, debt transparency, and effective debt 

management to attempts to attain the Sustainable Development Goals, and recognizes that debt crises 

are costly and troublesome, for employment as well as for beneficial investment, and seem to to be 

accompanied by reduced government spending on health and education, negatively impacting the poor 

and vulnerable in particular. 

https://www.un.org/development/desa/financing/sites/www.un.org.development.desa.financing/files/2020-03/N1845972.pdf
https://undocs.org/pdf?symbol=en/A/RES/75/205
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 Both of the aforementioned resolutions are recalling some previous resolutions on the issue 

including  58/203 of 23 December 2003, 59/223 of 22 December 2004, 60/187 of 22 December 2005, 

61/188 of 20 December 2006, 62/186 of 19 December 2007, 63/206 of 19 December 2008, 64/191 of 21 

December 2009, 65/144 of 20 December 2010, 66/189 of 22 December 2011, 67/198 of 21 December 

2012, 68/202 of 20 December 2013, 69/207 of 19 December 2014, 70/190 of 22 December 2015, 71/216 

of 21 December 2016, 72/204 of 20 December 2017 and 74/203 of 19 December 2019. 

 

Previous Attempts to solve the Issue 

The Heavily Indebted Poor Countries (HIPC) Initiative 

 In 1996, the HIPC Initiative was created. It was planned as a comprehensive and coordinated 

approach to address impoverished nations' foreign debt in its entirety, with the explicit goal of resolving it 

in a sustainable manner. For the first time, multilateral creditors, such as the USA, joined and supported 

the debt-relief initiative. After two decades of debt relief efforts, the HIPC Initiative expressed an 

understanding that the poor nations' problem was one of insolvency rather than illiquidity. As a result, debt 

reduction had to be more extensive than traditional debt relief methods permitted. (When a corporation 

does not possess enough current assets to cover its current liability commitments, it is said to be illiquid. 

Insolvency, on the other hand, occurs when a company's total resources are insufficient to cover its overall 

liabilities.) 

 By lowering the "debt overhang", the initial goal was to lower the country's debt burden to 

sustainable levels, subject to satisfactory policy performance. After a very short period of time, the HIPC 

Initiative was criticized for being a too restricted endeavor, with widespread public doubts that it would 

achieve debt sustainability as claimed, and the Initiative was condemned for failing to address the poverty 

issue directly. Under pressure, the World Bank and the IMF made considerable adjustments to the 

framework in 1999, calling it the Enhanced HIPC Initiative (E-HIPC) in contrast to the original (O-HIPC), 

and expanding the goal to enable a "permanent exit" from debt rescheduling. 

 The debt sustainability analysis, which is a key component of the HIPC, is flawed theoretically and 

executed erroneously. Specifically, the growth predictions used in the estimates for the HIPC nations are 

too hopeful and optimistic, undermining the entire process. 

 

United Nations Development Program (UNDP) 

 In association with a multilaterally organized debt swap system, the UNDP has recommended 

assisting debtor countries by establishing the National Partnership Facility to channel money to national 

social and human development programs. Through this facility, UNDP, in collaboration with and at the 

insistence of the debtor nation, can support the latter in strengthening its ability to construct a human and 

social development program that might be partially funded by debt relief organizations and financially 

supported by new assistance flows. 

 This effort is a very necessary one, as it is crucial to support developing nations, especially those 
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https://documents-dds-ny.un.org/doc/UNDOC/GEN/N19/434/27/PDF/N1943427.pdf?OpenElement


The Hague International Model United Nations ONLINE 2022| 24th January 2022 – 28th January 2022 
 

Research Report | Page 14 of 17 

The Hague International Model United Nations 2022 | 24th January 2022 – 28th January 2022 

in debt, and assist them in enhancing their systems concerning their approaches on the human and social 

factors of their country as a whole, which can be comprehensively achieved through the UNDP’s work. 

 

Possible Solutions 

Sub topic 1: Developing economically sustainable measures of debt relief 

Bridging the gap in funding 

 According to the Organisation for Economic Cooperation and Development (OECD), prior to the 

COVID-19 pandemic, developing nations were short of $2.5 trillion a year in order for the SDGs to be 

funded. The impact of COVID-19 might potentially raise the funding gap for sustainable development in 

developing nations by 70%, or $1.7 trillion. The UN argues in its Financing for Sustainable Development 

Report 2021 that COVID-19 might result in a squandered decade for sustainable development. 

Clauses of contingency 

Considering including provisions in loan contracts that allow for the automatic prolongation of 

repayments in times of extreme liquidity crises. The issue of moral hazard can be dealt with by restricting 

these scenarios to liquidity crises caused by external shocks beyond the debtor nations' control, such as 

a dramatic drop in trade terms or an abrupt withdrawal of foreign capital due to contagion. One drawback 

to such a suggestion is that the addition of such terms may raise the cost of funding, as lenders may want 

compensation for taking on more risk, and the greater cost would have to be balanced against the 

perceived value of such clauses in dealing with unanticipated situations. It should be highlighted that, in 

order to avoid any extra source of market discrimination, such clauses can also apply to developed 

nations. 

 

Sub topic 2: Addressing and improving the financial sustainability of developing countries 

Increasing transparency and accountability 

 A lack of transparency and accountability can aggravate financial instability at the corporate and 

state levels, making crisis resolution increasingly challenging and complicated. Action is required to 

optimize the transparency and accountability of the private sector (such as domestic companies and 

banks, but also overseas investment banks, hedge funds, as well as other institutional investors); 

nationwide officials (for accurate and frequent distribution of information about foreign exchange liquidity 

and external debt positions, including short-term debt); and global financial institutions. 

 The international community should increase efforts to put these proposals into action. The 

formation of the Inter-Agency Task Force on Finance Statistics is particularly noteworthy. International 

institutions such as the IMF, OECD, World Bank, BIS, UN (UNCTAD), the European Central Bank, and 

Eurostat are also included. Its mission is to explore ways to enhance the collection and distribution of data 

on foreign debt and reserve assets. 

 

https://developmentfinance.un.org/sites/developmentfinance.un.org/files/FSDR_2021.pdf
https://developmentfinance.un.org/sites/developmentfinance.un.org/files/FSDR_2021.pdf
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