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NEW SOLUTION
A resolution currently being discussed is the cancellation of debt for the poorest countries as they are unable to repay their loans. The problem with this is that it penalises other countries that have struggled to repay debt. There is no guarantee that removal of debt will benefit the majority of citizens as some governments may choose to use the extra spending on goods and services that benefit the elite, or on armaments.
A compromise to this solution could be to write off debt on condition that the country takes specific actions. This could include the idea of debt being swapped for environmental controls such as reducing deforestation or protecting a wild habit. Protection of human rights is another issue that could be controlled in exchange for writing off debt. Countries must demonstrate a commitment to poverty relief, education and health programmes rather than arms or bureaucracy. The IMF sold off some of their gold reserves to fund US$2 billion of debt in an attempt to provide some capital for debt relief. Countries must meet strict IMF conditions which may not be easy or even their best interest
CONSEQUENCES OF CANCELLING DEBT
Total cancellation of third work debt owed to the bands could have a dramatic effect upon the international banking system. The liquidity of the high street banks would decrease if debt were cancelled. This would lead to a reduction in the amount available for lending to UK residents and commerce. The knock on effect for businesses would be reduced profitability and slower expansion, as they would not have sufficient funds for investment. This has serious implications for the levels of growth in the western economy.
Another consequence might be an increase in interest rate as banks look to recover some of the lost capital. Higher interest encourages savers to save but discourage spending. This could lead to a slow down in the western world’s economies and recession with the loss of jobs and firms downsizing and closing due to falling demand.

A further consequence of debt cancellation on the way that banks operate would be the introduction of tougher penalties towards those defaulting on new and existing loans. The commercial banks would also seek to reduce their costs to restore profit margins. As a result redundancies could occur in the financial and banking sectors.

In the worst scenario, western governments could be forced to subsidise banks just to keep them in existence and to prevent widespread panic. If investors attempt to withdraw funds and reserves are drastically reduced, the solvency of the commercial banks is placed in jeopardy. If interest rate were to rise, debtors such as mortgage holders may find themselves unable to pay back their debt, so contributing to the problem. The capitalist society could be forced into anarchy as western economies collapse.

Cancellation of debt would impact taxes. Tax levels would have to rise to support the capitalist system as we know it. For example the government in the UK have agreed to write off all bilateral debts which will cost the taxpayer £640 million over the next 20 years. This amounts to a £1 a year for each of us which when put in context is a small price. However writing off all third world would be far more costly to the western world with taxpayers having to contribute hundreds, if not thousands of pounds a year towards debt relief. Is this a price we would be willing to pay for the benefit of poorer countries and would our governments be able to persuade us to do so?
If debts were cancelled, it is not clear how extra government income in developing countries would be spent. There is no guarantee that money would be spent on health, education and poverty reduction. Debt relief must have a multiplier effect on the local economies in terms of income and employment or the developing country will find itself no better off in terms of growth or development. It seems important to impose conditions on debt relief to prevent foolish wasting of resources or cancellation of debt may little more than allow a corrupt dictator to amass a great fortune or build military arsenals, which could pose a threat  to the western world.

By releasing debt, the west would throw away any bargaining power it currently has to encourage economic reforms and to influence the choice of government. In the past, developing countries have negotiated debt rescheduling with help of the IMF whilst some banks have written off part of the debt. In exchange these countries economies have adopted structural adjustment programmes. If we are able to control developing countries economies and their actions, we can protect ourselves from job losses and the transferral of industry to countries where labour costs are cheaper. This may seem slightly selfish, but protecting out own interests in important. However a gradual progression towards great equality might be a compromise.
Cancellation of debt could lead to less developed countries taking actions which worsen their problems. If a country does not have to pay off debt then it may think further borrowing is a possibility. So reducing debt now may lead to a larger debt crisis in the future. The West must consider all loans to third worlds countries in the future or the same mistake will be made once again. Bilateral aid in moderation seems to be repayable but multilateral loans are easily available and can mount rapidly if the situation is not kept track of.
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