LETTER FROM THE EXECUTIVE BOARD

Dear Prospective Members,

At the outset on behalf of the Executive Board, we extend a warm welcome to all of you and
congratulate you on being a part of the .

This initiative aims to empower youngsters like you to engage in meaningful dialogue and
foster a spirit of collaboration across diverse political ideologies. As delegates, we expect
you to actively participate in discussions, respect differing viewpoints, and work towards
constructive solutions. Your role is crucial in representing the voice of youth and
advocating for issues that matter to your communities. Prepare to engage in debates, draft
resolutions, all while embodying the values of democracy, inclusivity, and respect.

The committee being simulated, would unlike most other simulations you must have heard
of or been a part of; focus on political intellect and analytical application of thoughts and
strategic application of thoughts in resolving impending politically sensitive bilateral
issues.

Kindly note, we are not looking for existing solutions, or statements that would be a copy
paste of what the leader you are representing have already stated; instead we seek an out
of the box solution from you, while knowing and understanding your impending political
and ideological limitations.

Kindly do not limit your research to the areas highlighted further but ensure that you
logically deduce and push your research to areas associated with the issues

mentioned. Let your passion and ideas shine as we come together to envision a brighter
future for our nation. We look forward to your contributions and are excited to witness the
impactful discussions that will unfold.

SINCERELY,

Noordeep Kaur (CHAIRPERSON)

Nishant Latiyal (VICE CHAIR)

Mohd. Rehan Khalil (Rapporteur)



Background Guide for the Committee
on Debt Relief and Restructuring of
Developing Countries

What Is IMF?

The International Monetary Fund (IMF) is a global organisation that works to achieve
sustainable growth and prosperity for all of its 191 member countries. It does so by
supporting economic policies that promote financial stability and monetary cooperation,
which are essential to increase productivity, job creation, and economic well-being. The
IMF is governed by and accountable to its member countries.

The IMF has three critical missions: furthering international monetary cooperation,
encouraging the expansion of trade and economic growth, and discouraging policies that
would harm prosperity. To fulfill these missions, IMF member countries work
collaboratively with each other and with other international bodies.

Introduction

The issue of debt relief and restructuring for developing countries has become a focal point
in international economic discussions, particularly as many nations face unsustainable debt
levels exacerbated by a series of global crises. The COVID-19 pandemic, climate change, and
geopolitical tensions have significantly impacted the economic stability of these nations,
leading to increased borrowing and financial distress. The International Monetary Fund
(IMF) plays a pivotal role in addressing these challenges, providing financial assistance and
policy advice to help countries navigate their debt situations. This background guide aims
to equip delegates attending the PCD-Forum 2024 with a comprehensive understanding of
the current landscape surrounding debt relief and restructuring. It will cover the
definitions, types, causes, and impacts of debt in developing countries, as well as the role of
the IMF and strategies for effective debt restructuring. By understanding these dynamics,
delegates will be better prepared to engage in meaningful discussions and propose
actionable solutions.



1. Overview of Debt in Developing Countries

1.1 Definition of Debt

Debt is a financial obligation incurred when one party borrows money from another. In the
context of developing countries, this often includes loans from international financial
institutions (IFIs), bilateral loans from other countries, and private sector borrowing. The
accumulation of debt can be a double-edged sword; while it can provide necessary funds
for development projects and economic growth, excessive or poorly managed debt can lead
to severe financial crises.

1.2 Types of Debt

Understanding the different types of debt is crucial for analyzing the challenges faced by
developing countries:

e Sovereign Debt: This refers to loans taken by national governments. Sovereign debt
can be issued in domestic or foreign currencies and is often subject to international
market conditions.

e Public Debt: This encompasses all debts owed by the government, including both
domestic and external debts. Public debt can be further classified into short-term
and long-term obligations.

e Private Debt: This includes loans taken by private entities within the country, such
as businesses or individuals. While private debt can stimulate economic growth,
excessive borrowing can lead to systemic risks if businesses default.

1.3 Current Landscape

As of 2023, many developing countries are experiencing record-high levels of debt.
According to the IMF, over 60% of low-income countries are either in debt distress or at
high risk of it. The COVID-19 pandemic has intensified these challenges, causing significant
economic contractions that have led to increased borrowing to cover deficits.In addition to
pandemic-related pressures, rising interest rates globally have made it more expensive for
developing countries to service their debts. Furthermore, geopolitical tensions—such as
conflicts that disrupt trade routes—have exacerbated existing vulnerabilities in these
economies.



1.4 Key Statistics

To illustrate the gravity of the situation:

e Debt-to-GDP Ratios: Many developing countries have seen their debt-to-GDP ratios
exceed 60%, with some reaching upwards of 100%.

e Debt Servicing Costs: In several low-income countries, debt servicing costs consume
over 20% of government revenues, severely limiting public spending on essential
services like education and healthcare.

These statistics underscore the urgent need for effective debt relief and restructuring
strategies that can alleviate financial pressures while fostering sustainable development.
This first page introduces the topic comprehensively while setting up a foundation for
further exploration in subsequent pages. If you would like me to continue with page two or
any specific section next, please let me know!

2. Causes of Debt Accumulation

Understanding the causes of debt accumulation in developing countries is essential for
addressing the issue effectively. Several interrelated factors contribute to the rising debt
levels faced by these nations, including economic, structural, and external influences.

2.1 Economic Factors

Global Economic Downturns

Economic downturns, such as the one triggered by the COVID-19 pandemic, have had
devastating impacts on developing countries. Many nations experienced significant
contractions in their economies, leading to increased borrowing to cover budget deficits
and maintain essential services. For instance, countries that relied heavily on tourism or
commodity exports faced immediate revenue losses, necessitating emergency loans from
international financial institutions (IFIs) to stabilize their economies.Commodity Price
Fluctuations

Developing countries often depend on a narrow range of commodities for export revenue.
Price volatility in global markets can lead to fiscal instability. For example, when oil prices
fell sharply in 2020, oil-dependent countries like Nigeria and Angola faced severe
budgetary constraints, forcing them to borrow more to meet their obligations.



2.2 Structural Issues

Weak Economic Structures

Many developing economies lack diversification, making them particularly vulnerable to
external shocks. A heavy reliance on a few sectors—such as agriculture or mining—can
lead to economic instability when those sectors face challenges. This lack of resilience often
results in increased borrowing during downturns, perpetuating a cycle of debt.Corruption
and Mismanagement

Corruption and poor governance can exacerbate debt issues. In many cases, funds
borrowed for development projects are mismanaged or siphoned off through corrupt
practices. This not only leads to ineffective use of resources but also diminishes public trust
in government institutions, making it harder for countries to secure future financing.

2.3 External Influences

Geopolitical Tensions

Geopolitical factors can also influence debt levels in developing countries. Conflicts and
political instability can disrupt trade routes and deter foreign investment, leading to
economic decline and increased borrowing. Countries embroiled in conflict often find
themselves isolated from international markets, further exacerbating their financial
challenges.International Financial System Dynamics

The structure of the international financial system can create challenges for developing
nations. High-interest rates on loans from commercial creditors can lead to unsustainable
debt levels. Additionally, the conditionalities attached to loans from IFIs may not always
align with the developmental needs of borrower countries, leading to further economic
strain.

2.4 The Role of International Financial
Institutions

International financial institutions like the IMF and the World Bank have been instrumental
in providing financial support to developing countries facing debt crises. However, their
approaches have been criticized for sometimes prioritizing repayment over sustainable
development goals. For instance:

e The Heavily Indebted Poor Countries (HIPC) Initiative: Launched by the IMF and
World Bank in 1996, this initiative aimed to provide debt relief to eligible countries



but has faced criticism regarding its effectiveness and the conditions imposed on
borrowers.

e Debt Service Suspension Initiative (DSSI): Introduced during the pandemic, this
initiative allowed eligible countries to suspend debt payments temporarily but did
not address the underlying issues of unsustainable debt levels.

3. Impacts of Unsustainable Debt

The consequences of unsustainable debt levels in developing countries are profound and
multifaceted, affecting not only the economic stability of these nations but also their social
fabric and long-term development prospects. This section explores the economic and social
impacts of high debt burdens, highlighting the urgency for effective debt relief and
restructuring measures.

3.1 Economic Consequences

Reduced Public Spending

One of the most immediate effects of high debt levels is the significant reduction in public
spending. As governments allocate a larger portion of their budgets to debt servicing, funds
available for essential services like healthcare, education, and infrastructure development
diminish. For instance, many low-income countries are now spending over 20% of their
government revenues on debt repayments, which severely limits their ability to invest in
critical sectors that promote economic growth and improve living standards.Stunted
Economic Growth

High levels of debt can deter both domestic and foreign investment. Investors often view
high debt-to-GDP ratios as a sign of economic instability, leading to reduced capital inflows.
This stunted growth can create a vicious cycle where low investment leads to lower
economic output, further increasing the debt burden as governments borrow more to
stimulate growth. According to the World Bank, many developing countries are now facing
growth rates below pre-pandemic levels due to these constraints.Currency Depreciation
Countries with high debt levels may also experience currency depreciation as investors
lose confidence in their economies. A weaker currency increases the cost of servicing
foreign-denominated debts, further exacerbating financial distress. For example, countries
like Argentina have faced severe currency crises linked directly to unsustainable debt
levels, leading to inflation and reduced purchasing power for citizens.



3.2 Social Consequences

Increased Poverty Rates

As governments cut spending to meet debt obligations, social safety nets weaken, leading
to increased poverty rates. The UN Development Programme (UNDP) warns that without
urgent debt relief, poverty could rise sharply in countries already struggling with high
levels of inequality. The 54 developing economies identified as being in severe debt
distress are home to more than half of the world’s poorest people, underscoring the dire
social implications of unsustainable debt.Social Unrest

Economic hardship resulting from high debt burdens can lead to social unrest and political
instability. Citizens facing job losses and reduced access to essential services may protest
against austerity measures implemented by their governments in response to creditor
demands. Historical examples abound; countries like Greece experienced widespread
protests during its financial crisis as citizens reacted to harsh austerity measures imposed
by international creditors.

3.3 Long-term Development Impacts

Delayed Development Goals

Unsustainable debt levels hinder progress toward achieving Sustainable Development
Goals (SDGs). Many developing countries are unable to invest adequately in health care,
education, and infrastructure due to the financial pressures of servicing their debts. This
delay in development efforts not only affects current generations but also undermines the
prospects for future generations by perpetuating cycles of poverty and
underdevelopment.Climate Resilience Challenges

The impacts of unsustainable debt extend into environmental sustainability as well.
Developing countries often lack the financial resources needed for climate adaptation and
mitigation efforts due to high debt servicing costs. According to UNDP reports, many
nations facing severe debt challenges are also among the most climate-vulnerable globally.
Without adequate investment in climate resilience initiatives, these countries risk
exacerbating their vulnerabilities to climate-related disasters.

3.4 The Need for Urgent Action

Given these dire consequences, it is clear that urgent action is needed to address
unsustainable debt levels in developing countries. Effective debt restructuring efforts can
provide much-needed relief and enable these nations to redirect resources toward
sustainable development initiatives.



e Comprehensive Debt Relief Strategies: Multilateral institutions must prioritize
comprehensive strategies that consider both immediate financial needs and long-
term development goals.

e Increased Coordination Among Creditors: Enhanced coordination among public and
private creditors is essential for facilitating timely and effective debt restructuring
processes.

4. The Role of Debt Restructuring in Alleviating
Financial Distress

Debt restructuring is a critical process that allows developing countries facing financial
distress to manage their debt obligations more effectively. This section explores the
mechanisms of debt restructuring, its various forms, and how it can help stabilize
economies while promoting long-term growth.

4.1 Definition and Purpose of Debt Restructuring

Debt restructuring refers to the process by which a borrower renegotiates the terms of its
existing debt obligations with creditors. The primary purpose of this process is to make the
debt more manageable, allowing the borrower to avoid default and continue operations.
This can involve extending repayment periods, reducing interest rates, or even forgiving a
portion of the debt.

e Flexibility in Repayment: By restructuring debt, countries can gain flexibility in their
repayment schedules, which is crucial during times of economic hardship. This
flexibility allows governments to allocate resources toward essential services and
development projects rather than solely servicing their debts.

4.2 Mechanisms of Debt Restructuring

Debt restructuring can take several forms, each with its own implications for both creditors
and borrowers:

e Debt Extension: Creditors may agree to extend the repayment period for the
borrower, allowing them more time to meet their obligations without immediate
financial pressure. This approach often involves temporarily suspending interest
and principal repayments.

e Debt-for-Equity Swaps: In some cases, creditors may agree to convert a portion of
the debt into equity in the borrowing entity. This arrangement allows creditors to



take an ownership stake in exchange for forgiving part of the debt, which can
provide much-needed liquidity for the borrower while giving creditors a vested
interest in the entity's success.

Compositions: This mechanism involves an agreement where creditors accept less
than the full amount owed in exchange for immediate payment. Such arrangements
can help stabilize a debtor's financial situation while ensuring that creditors recover
some portion of their investment.

Debt Swaps: Governments may engage in debt swaps, where existing debt is
exchanged for new bonds with revised terms. These swaps can infuse liquidity into
struggling economies and reduce external vulnerabilities by allowing countries to
buy back existing debt at discounted rates.

4.3 Benefits of Debt Restructuring

The benefits of effective debt restructuring are manifold:

Economic Stabilization: By alleviating immediate financial pressures, debt
restructuring can help stabilize economies that are on the brink of crisis. This
stabilization is essential for fostering an environment conducive to growth and
investment.

Investment in Development: With reduced debt servicing costs, governments can
redirect funds toward critical areas such as healthcare, education, and
infrastructure development. This shift not only promotes economic recovery but
also supports long-term development goals.

Enhanced Creditor Relationships: Successful restructuring efforts can improve
relationships between borrowers and creditors. When creditors see that a country
is committed to addressing its financial challenges through constructive
negotiations, they may be more willing to offer favorable terms in future dealings.

4.4 Challenges in Debt Restructuring

Despite its potential benefits, debt restructuring is fraught with challenges:

Complex Negotiations: The process often involves multiple stakeholders, including
various creditor groups (bilateral, multilateral, and private). Coordinating these
interests can be complex and time-consuming.

Conditionalities Imposed by Creditors: Creditors may impose strict conditions on
restructuring agreements that could limit a country’s fiscal autonomy or require
austerity measures that exacerbate social issues.



Risk of Future Indebtedness: If not managed carefully, restructured debts can lead
to future indebtedness if countries do not implement sound fiscal policies alongside
restructuring efforts.

4.5 Case Studies

Several countries have successfully navigated debt restructuring processes:

Zambia's Debt Restructuring Efforts: Zambia has engaged with its creditors to
restructure its significant external debts amid economic challenges exacerbated by
the pandemic. The government has sought extensions on repayment deadlines and
negotiated terms that allow for greater fiscal space.

Sri Lanka's Approach: Sri Lanka has faced severe economic turmoil due to high
levels of foreign debt. The government has initiated discussions with international
creditors to restructure its obligations while implementing reforms aimed at
stabilizing its economy.

5. Strategies for Debt Relief and Restructuring

Debt relief and restructuring strategies are essential for developing countries facing
unsustainable debt levels. These strategies aim to provide immediate financial relief while
promoting long-term economic stability and growth. This section outlines various
approaches to debt relief and restructuring, including specific mechanisms, their
implementation, and the challenges associated with them.

5.1 Types of Debt Relief Mechanisms

Debt relief can take several forms, each designed to address the specific needs of debtor
countries while balancing the interests of creditors. The following are common
mechanisms used in debt relief efforts:

Debt Forgiveness: This involves creditors agreeing to cancel a portion of the
outstanding debt. Debt forgiveness can significantly reduce the financial burden on
a country, allowing it to redirect resources toward development projects and
essential services.

Maturity Extensions: Creditors may agree to extend the repayment period for
existing debts. This gives countries more time to stabilize their economies and
generate revenue before resuming full debt payments.



Grace Periods: A grace period allows countries to delay payments on principal or
interest for a specified time. This temporary relief can provide critical breathing
space for governments to implement economic reforms or recover from crises.
Concessional Financing: This involves providing loans at lower interest rates or with
more favorable repayment terms than those available in the market. Concessional
loans can help countries finance development projects without exacerbating their
debt burdens.

Debt Swaps: Debt-for-equity swaps involve exchanging a portion of a country's debt
for equity stakes in local projects or companies. This arrangement can infuse much-
needed liquidity into the economy while reducing overall debt levels.

5.2 Frameworks for Implementation

Implementing effective debt relief and restructuring strategies requires coordinated efforts
among various stakeholders, including multilateral institutions, creditor nations, and

debtor countries. Key frameworks include:

The Common Framework for Debt Treatments: Introduced by the G20 in response
to the COVID-19 pandemic, this framework aims to facilitate coordinated debt
restructuring efforts among public and private creditors. It emphasizes equitable
treatment of all creditors and encourages timely negotiations to address debt
distress.

The Heavily Indebted Poor Countries (HIPC) Initiative: As previously mentioned,
this initiative provides comprehensive debt relief to eligible low-income countries
that demonstrate a commitment to sound economic policies and poverty reduction
strategies.

Paris Club Agreements: The Paris Club is an informal group of creditor nations that
coordinate efforts to provide debt relief to developing countries. Through bilateral
negotiations, member countries can agree on terms that alleviate financial pressures
while ensuring that debtor nations remain committed to economic reforms.

5.3 Challenges in Debt Relief Efforts

Despite the availability of various mechanisms for debt relief and restructuring, several
challenges persist:

Complex Negotiations: Coordinating negotiations among multiple stakeholders—
such as bilateral creditors, multilateral institutions, and private lenders—can be



complex and time-consuming. Disparate interests may lead to delays in reaching
agreements.

e (Conditionalities Imposed by Creditors: Creditors often impose strict conditions on
debt relief agreements, which may include austerity measures or structural reforms.
While these conditions are intended to ensure fiscal responsibility, they can
exacerbate social issues and hinder economic recovery.

e Limited Participation from Private Creditors: Many developing countries owe
significant portions of their debts to private creditors who may be less willing to
participate in restructuring negotiations compared to public creditors. This
reluctance can complicate efforts to achieve comprehensive solutions.

5.4 Innovative Approaches

In light of ongoing challenges, innovative approaches are being explored to enhance debt
relief efforts:

e Debt-for-Nature Swaps: These arrangements involve canceling a portion of a
country's debt in exchange for commitments to invest in environmental
conservation projects. Such swaps align financial relief with sustainable
development goals, addressing both economic and environmental challenges.

¢ C(Climate Resilience Financing: As many developing countries face climate-related
risks, integrating climate resilience into debt restructuring discussions is
increasingly important. By linking debt relief with climate action, countries can
enhance their resilience while addressing their financial burdens.

Conclusion and Final Thoughts

As we conclude this background guide on debt relief and restructuring for developing
countries, it is evident that the challenges posed by unsustainable debt levels are both
complex and urgent. The interplay of economic pressures, structural weaknesses, and
external influences has led many nations to a critical juncture, where immediate action is
necessary to avert deeper financial crises.Multilateral institutions, creditor nations, and
debtor countries all have pivotal roles to play in addressing these challenges. By
implementing effective debt relief strategies and fostering collaborative frameworks, we
can create pathways for sustainable economic recovery and development. The importance
of innovative approaches—such as debt-for-nature swaps and climate resilience
financing—cannot be overstated, as they align financial relief with broader developmental
and environmental goals.Delegates at the PCD-Forum 2024 are encouraged to engage in
meaningful discussions that prioritize comprehensive solutions tailored to the unique
needs of each country. By advocating for equitable treatment among creditors and



promoting policies that support long-term growth, we can work together to build a more
resilient global economy.In summary, addressing the issue of debt relief and restructuring
is not merely a financial imperative; it is a moral obligation that impacts millions of lives. As
we move forward, let us remain committed to fostering dialogue, collaboration, and
actionable strategies that ensure a brighter future for developing nations facing the
burdens of debt.Thank you for your attention and dedication to this critical issue.

Editor's Remarks

This conclusion effectively encapsulates the key themes discussed throughout the
background guide while emphasizing the importance of collaborative action among
stakeholders. It encourages delegates to engage actively in discussions at the PCD-Forum
2024, highlighting both the urgency of the situation and the potential for innovative
solutions.

Note:

Reiterating, kindly do not limit your research only to these points and feel free to broaden
your horizons. This is just a list of topics you should cover and is a reflection of the
direction in which we intend to see the flow of debate in the committee.

For any further queries kindly feel free to mail the us at the email ID given below

Noordeep Kaur
Mail ID:- deepnoor928@gmail.com

We wish you a fruitful conference and look forward to the dynamic discussions that will
unfold.
GOOD LUCK!


mailto:deepnoor928@gmail.com
mailto:deepnoor928@gmail.com
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