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Full case studies

lll. Debt restructuring outside the G20 Common Framework

Third group of countries: Countries that have had to restructure their debt after the COVID-
19 pandemic, but do not qualify for the G20 Common Framework due to their per capita
income.

Examples: Sri Lanka, Suriname and Ukraine

Sri Lanka: caught between creditors’ pressure and people’s suffering?

Since April 2022, Sri Lanka has been in default and undergoing debt restructuring
negotiations.? Though the country does not have access to the G20 Common

Framework, the debt restructuring process is organised similarly (more generally

on the procedure of debt restructuring negotiations, see ‘The new (old) debt architecture’).
In 2023, France and Japan, representing the Paris Club, together with India as a non-Paris
Club creditor, convened an official creditor committee to improve coordination of bilateral
official creditors, mirroring the approach used in the G20 Common Framework. The People’s
Republic of China, however, only participated as an observer.

At the time of publication, Sri Lanka had concluded debt restructuring agreements with the
majority of its bilateral official creditors® and with almost all bondholders. In addition, initial
overall agreements were reached with individual commercial creditors such as the HSBC
Bank. One particularly uncooperative minority creditor, the Hamilton Reserve Bank, however,
refused to participate in any debt restructuring negotiations from the beginning and still tries
to legally enforce the full repayment of its claims. To date, agreements with other
commercial (bank) creditors are not known to the public. Among others, civil society in Sri
Lanka voices the following criticisms regarding the agreements:

Calculations based on publicly available information on the agreements concluded with
bondholders and bilateral official creditors show that bondholders are placed on a better
footing than official creditors, meaning that it was not possible to enforce comparable debt
relief from all creditors involved.*

"The two Sri Lankan economists Yathursha Ulakentheran and Shafiya Rafaithu contributed to this article.
Please also refer to the position paper on Sri Lanka’s debt crisis in the context of the reform of the
international financial architecture by Dr Ahilan Kadirgamar, University of Jaffna, and Kristina Rehbein,
erlassjahr.de.

2The process and the impact of the debt restructuring negotiations has been discussed in different formats,
including the ‘Global Sovereign Debt Monitor 2024’ and the blog series: ‘Capital wins — democracy at risk” by
Malina Stutz.

3 Sri Lanka is still defaulting on claims held by Saudi Arabia, Kuwait, Iran and Pakistan.

4 See Debt Justice UK (2024): ‘Analysing outcomes from debt restructurings’.



https://erlassjahr.de/wordpress/wp-content/uploads/2025/08/GSDM2025-Art.3-The_new_old_debt_architecture.pdf
https://erlassjahr.de/wordpress/wp-content/uploads/2025/03/Position-Paper-Sri-Lanka.pdf
https://erlassjahr.de/wordpress/wp-content/uploads/2024/04/GSDM24-online.pdf
https://erlassjahr.de/en/news/capital-wins-democracy-at-risk-part-i-sri-lankas-newly-elected-left-wing-president-backs-away-from-his-debt-agenda/
https://debtjustice.org.uk/wp-content/uploads/2024/10/Restructurings-comparison_15.10.24.pdf
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Both before the debt restructuring negotiations and after the finalisation of the
restructurings, it became apparent that the necessary debt relief calculated by the
International Monetary Fund (IMF) which served as the basis for the debt restructuring
negotiations is not sufficient to resolve the debt crisis. Since the beginning of the debt
restructuring negotiations, the IMF has continuously pointed out in its debt sustainability
analyses that ‘even after a successful [IMF] program and debt restructuring, [Sri Lanka’s] debt
risks will remain high for many years'. Hence, the debt relief calculated by the IMF is not
sufficient to reduce Sri Lanka’s foreign debt to a sustainable level. Compared to other
countries having to negotiate debt restructurings (particularly those with similar
characteristics to Sri Lanka), the IMF target thresholds for achieving debt sustainability are
extraordinarily high.> As a result, the level of debt relief is lower than what private investors
had anticipated and expected for some time. Due to the insufficient debt restructuring
agreements, Sri Lanka will remain among the countries with the highest debt service
payments to foreign creditors globally. Estimates suggest the country will have to use an
average of 33.7% of government revenues for debt service payments in the years 2025-
2027.% Even conservative players close to the IMF criticise the debt relief planned as being
too little” and foresee that Sri Lanka will have to suspend its payments again in future.®

Sri Lanka’s bonds were originally issued with an interest rate ranging between around 6% and
8%. The reason given to justify such high interest rates is normally that bondholders have to
assume a high default risk when the bonds are issued. The interest rate then is a protection
against this risk.

Despite the already low concessions, private bondholders in Sri Lanka — as well as in other
countries — are not willing to participate in debt restructurings without economic
incentives.® In contrast to the cases of Suriname, Zambia and Ukraine, a mechanism was
built in for Sri Lanka that stipulates slightly higher debt relief in the case of slower economic
growth than expected. While this may be welcome in principle, both conservative
international and progressive domestic economists have criticised the approach as mere
window dressing, or rather a strategic exploitation of weaknesses in the IMF analyses.®

5> The IMF established that Sri Lanka is able to deal with a public debt ratio of 95% of GDP and a foreign
currency denominated debt service ratio of 4.5% of GDP. Apart from the lack of specific indicators focused
exclusively on external debt, other countries assessed under a different debt sustainability framework are
subject to different - and notably lower - target thresholds. These values are criticised by conservative expert
Brad Setser among others; see: Setser, B. (2024): ‘The IMF needs to focus on setting good targets for external
debt sustainability’.

®In Sri Lanka’s case, however, the IMF did not use the “debt service-to-government revenues” ratio as one of
the parameters for assessing debt sustainability, although the IMF uses this ratio for countries with relatively
comparable characteristics, such as Zambia.

7 See Brad Setser on X on 09/10/2024.

8 See ‘Debt deal could lead to future defaults: Expert’ in 'The Morning, dated 09/10/2024.

° The agreement provides for “macro-linked bonds”. If Sri Lanka’s GDP turns out to be higher than estimated in
the 2025 to 2027 IMF programme projections, debt service payments to bondholders will rise as of 2028 in three
possible stages, depending on how much higher the real GDP is over this time period.

© The US economist Brad Setser criticises that the IMF has significantly underestimated GDP; a circumstance
which was used by investors to include relevant clauses so that, under the guise of the instrument, they would
make a better deal from the beginning (see Setser on X on 16/12/2024). Sri Lankan experts also criticise that
GDP was calculated in US dollars. This means that investors are guaranteed higher returns not only when the
economy grows, that is, when the real production in the country actually increases - and in turn also the
repayment capacity, which is the real purpose of such macro-linked instruments - but already when the dollar
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https://www.cfr.org/blog/imf-needs-focus-setting-good-targets-external-debt-sustainability
https://www.cfr.org/blog/imf-needs-focus-setting-good-targets-external-debt-sustainability
https://x.com/Brad_Setser/status/1843806632842846437
https://www.themorning.lk/articles/7u3ga9ZGswjCRuvw1R1J
https://www.themorning.lk/articles/7u3ga9ZGswjCRuvw1R1J
https://x.com/Brad_Setser/status/1868474004950192418

GLOBAL SOYEREIGH
DEBT MONITOR 2025

Full case studies: debt restructuring outside the Common Framework

Sri Lanka, Suriname and Ukraine

The people in Sri Lanka have to bear the consequences of the creditors’ refusal to grant
concessions. Urged by the bondholders, domestic debt restructuring was made an explicit
condition for further negotiations, although Sri Lanka did not have a domestic debt problem.
While a domestic debt restructuring has only limited impact on improving the sustainability
of external debt, it entails additional hardships for the population who have already paid
dearly for the crisis, including through a significant depreciation of their income and savings
dictated by the increase in inflation.

With its target indicators, the IMF sets incentives to keep debt relief to a low level, while at
the same time demanding a provisional primary surplus of 2.3% from Sri Lanka. This goal is
neither justified by Sri Lanka’s history nor by experiences with similar countries. In its
“realism checks”, even the IMF has conceded that the expected fiscal consolidation is too
optimistic. Nonetheless, the targets were not adjusted during the programme reviews that
followed.

The burden of the crisis and the consequences of the false “solutions” are
disproportionally passed on to Sri Lankan households. Women in particular bear a double
burden, as they have to generate income and bear the brunt of responsibility for care work.
Even before concluding the agreement with the IMF, the long-serving authoritarian president
Ranil Wickremesinghe started to impose strict austerity measures. These included the
introduction of energy market prices and the increase in indirect taxes, which raise the costs
of living and health care services. However, they do not provide for an effective increase and
redistribution of social expenditures to cushion the impact on households.

The increased cost of living, or rather the difficulty to raise money for food, forces many
women and young girls to forgo sufficient meals and education. Especially the high market
prices for cooking gas mean that women have to resort to time-consuming and labour-
intensive cooking methods, further increasing their care burden. In addition, transportation
costs and high prices for school supplies have made it difficult for most families to afford
sending their children to school. Many boys drop out of school to seek informal work in
urban areas,*! while girls stay at home to look after younger siblings, enabling other family
members to generate income.

In September 2024, presidential elections were carried out for the first time after the
protests in 2022. The winner was the leftist candidate Anura Kumara Dissanayake. In his
election campaign, he promised to renegotiate the IMF lending programme and the debt
restructuring. However, after less than two weeks in office, the government had to back-
pedal and announce that it would abide by the agreement with the IMF and would not seek
debt restructuring renegotiations, especially not with the bondholders.*?

value of GDP increases. This can also happen when the local currency, the Sri Lankan rupee, appreciates
without there being an actual increase in production. See Kadirgamar, A. (2025): ‘Finance Capital, GDP Growth
and Sri Lanka’'s Economic Depression’.

" See Dropouts on the rise’, the Sunday Times, 07/01/2024.

2 See, Stutz, M. (2024): ,Capital wins — democracy at risk part 11*



https://www.dailymirror.lk/opinion/Finance-Capital-GDP-Growth-and-Sri-Lankas-Economic-Depression/231-300448
https://www.dailymirror.lk/opinion/Finance-Capital-GDP-Growth-and-Sri-Lankas-Economic-Depression/231-300448
https://www.sundaytimes.lk/240107/news/economic-crisis-throws-book-at-education-dropouts-on-the-rise-544434.html.
https://erlassjahr.de/en/news/capital-wins-democracy-at-risk-part-ii-interwoven-power-structures-in-international-debt-restructurings/
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In light of a debt restructuring that favours creditors’ interests and the continuation of the
policies pursued by the IMF, aimed at again granting Sri Lanka access to international capital
markets as soon as possible, there seems to be little room for manoeuvre for the centre-left
government to relieve the distress of the working population by increasing social spending
and strengthening government services. The elections, however, would have been a good
opportunity for the IMF and official creditors to adapt the programme and thus the debt
restructuring to realistic targets and to support Sri Lanka’s political, social and economic
stability by leaving the new government more room for manoeuvre.
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Suriname: Private creditors plunder while official creditors stand idly by

In late 2020, shortly after the establishment of the G20 Common Framework,
Suriname had to suspend its payments to external creditors. Due to its “high”
per capita income, however, the country was ineligible for negotiations under
the Common Framework and thus negotiated debt restructurings with its
creditors separately.

In its debt sustainability analysis from December 2021, the International Monetary Fund
(IMF) calculated the debt cancellations necessary for Suriname to reach the demanded debt
sustainability targets. Paris Club creditor governments normally adhere to the IMF’s
stipulations; accordingly, an agreement with the Paris Club was reached as early as June
2022. According to the IMF, by and large comparable agreements were negotiated with the
bilateral official creditors India and China by mid 2024.13

The IMF recommended private creditors — almost all of them international bond investors —
to grant a necessary haircut (i.e. a cancellation of nominal claims) of 40% to ensure a
treatment comparable to that of official bilateral creditors. For this, the IMF assumed that an
agreement would be reached by the end of 2022 at the latest. However, the negotiations
were protracted, as the investors resisted the restructuring offer. In particular, they insisted
on including possible revenues from (not yet exploited) oil and gas finds in the Guyana Basin
off the coast of Suriname in the analyses. From the perspective of civil society, this is a
presumptuous claim, given that the original lending was not based on future income from oil
production, a fact reflected in the high interest rates attached to the bonds. Suriname had to
pay a high risk premium to account for the possibility of default — which occurred in 2020.
Possible investment risks for lending were accordingly described in detail in the offer
documents for the bonds and were thus known to the investors from the beginning.

The IMF also recommended excluding the oil reserves which had not been sufficiently
verified at the time of the negotiations.

In the summer of 2021, Suriname remained unconcerned with respect to its investors’
claims.? The investors, however, were able to wait out the controversy. A mere five investors
held three quarters of all outstanding private claims.> During the payment suspension, huge
default interest accrued on the outstanding claims. As a result, Suriname had almost no
bargaining power and there was no legal or political support from official creditors to ensure
the required equal treatment.

3 See Paris Club (2022): ‘The Paris Club provides a debt treatment to the Republic of Suriname’ and IMF (2024):
‘Suriname: Seventh Review Under the Extended Arrangement Under the Extended Fund Facility’, IMF Country
Report 2024/315, p. 57.

™ ‘We have offered our proposals. They have responded that they do not agree with that, is that the end of the
world? No. We are showing leadership, and we are continuing to negotiate' See Ellsworth, B.: 'Suriname slams
creditors for “confrontational” attitude', Reuters, 23/06/2021.

See Maret, T. (2023): ‘Suriname's sovereign restructuring on the move’.



https://clubdeparis.org/en/communications/press-release/the-paris-club-provides-a-debt-treatment-to-the-republic-of-suriname-24
https://www.imf.org/en/Publications/CR/Issues/2024/10/29/Suriname-Seventh-Review-Under-the-Extended-Arrangement-Under-the-Extended-Fund-Facility-556954
https://www.imf.org/en/Publications/CR/Issues/2024/10/29/Suriname-Seventh-Review-Under-the-Extended-Arrangement-Under-the-Extended-Fund-Facility-556954
https://www.reuters.com/business/suriname-slams-creditors-confrontational-attitude-2021-06-15/
https://www.reuters.com/business/suriname-slams-creditors-confrontational-attitude-2021-06-15/
https://www.sovdebtoddities.com/p/surinames-sovereign-restructuring
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As waiting became more and more expensive, the Surinamese government reached an
agreement with its bondholders in late 2023. The agreed debt cancellation was far below the
level calculated to be necessary by the IMF.2® Nevertheless, the IMF accepted the deal and
declared Suriname’s debt levels sustainable under the agreement in order avoid further
delays in the restructuring process and avoid additional default interest. The IMF called the
debt level sustainable and the deal sufficient although the country will continue to have to
use more than 20% of its government revenues to repay external debt over the next five
years.’

Particularly scandalous is that the investors also managed to include a clause in the debt
restructuring agreement granting them up to 30% of revenues or USD 787 million in the
event of future oil production from the “Block 58” oil field. If this is disbursed, they would be
more than compensated for their “concessions”; effectively resulting in no debt cancellations
at all. In this context, Suriname was forced by its investors to pilot a legislative amendment
through parliament by the end of 2024 to govern public oil and gas reserves. According to
this law, which came into force on 30 December 2024, corresponding license fees from the
“Block 58” oil field are deposited on an off-shore bank account to which a trustee of the
bondholders has access. The Surinamese civil society criticises this as a new form of
colonialism, 50 years after the country became independent from the Netherlands.*®

In this context, it is important to highlight that such agreements with minimal relief on the
one hand and lavish compensations for private creditors on the other are concluded because
the large majority of creditors demand them. In the case of Suriname, the unsatisfactory deal
was concluded under pressure from the bondholder committee, whose members hold
roughly 75% of outstanding bonds. Between 92% and 97% of private creditors agreed to the
final deal. In the political debate, it is often said that particularly uncooperative creditors,
known as “vulture funds”, impede sustainable debt restructurings, but that the involvement
of private creditors does not prompt further action.

Some experts argue that the inclusion of such a value recovery instrument (VRI) would only
have made sense for Suriname if it had led to investors granting a significantly higher haircut
overall.'? As the opposite is true, the establishment of the VRI can be attributed solely to the
unequal balance of power at the negotiating table and the powerlessness of the Western
Paris Club member states and the IMF to enforce the debt relief they demand in a binding
manner.

This “powerlessness” can also be seen in the way the Paris Club deals with the private
creditors’ VRI, as the Paris Club did not include such an instrument in its debt restructuring
agreement with Suriname. If the VRl is paid to the investors, they will profit even more

6 See detailed discussion in Stutz, M. (2024): ‘Creditors worldwide: An analysis of the creditor landscape,
current restructuring negotiations and political responsibility for debt cancellation’, and in this article: ‘Box 1:
How private creditors profit from Suriname’s debt crisis’, p. 26

7 The IMF did not disclose which adjustments were made to enable this assessment.

'8 See Ganga, S.; Phelps, J. (2024): ‘Suriname’s Debt Crisis Shows Us How Global Capitalism Works', .

9 See Panizza, U. (2024): ‘The Pitfalls of Value Recovery Instruments in Sovereign Debt Restructuring Theory and
Practice’, Finance for Development Lab. Policy Note 17, p. 13.



https://erlassjahr.de/wordpress/wp-content/uploads/2024/04/GSDM24-online.pdf
https://erlassjahr.de/wordpress/wp-content/uploads/2024/04/GSDM24-online.pdf
https://erlassjahr.de/wordpress/wp-content/uploads/2024/04/GSDM24-online.pdf
https://jacobin.com/2024/11/suriname-imf-debt-neocolonialism-oil
https://findevlab.org/wp-content/uploads/2024/09/FDL-_Policy-Note-17_The-Pitfalls-of-Value-Recovery-Instruments-in-Sovereign-Debt-Restructuring_-Sept24_Ugo-Panizza_Final.pdf
https://findevlab.org/wp-content/uploads/2024/09/FDL-_Policy-Note-17_The-Pitfalls-of-Value-Recovery-Instruments-in-Sovereign-Debt-Restructuring_-Sept24_Ugo-Panizza_Final.pdf
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compared to official creditor governments. As the negotiations with private creditors
dragged on, the Paris Club adopted a two-step approach in June 2022. At first, Suriname
received the agreed debt restructuring for the period of the IMF programme only. It was
planned to re-assess the situation in 2024. It was stipulated that, should Suriname manage to
negotiate the same debt relief levels with other creditors as with the Paris Club by 2024, the
country would be able to enjoy debt relief from Paris Club creditors beyond that time.

In October 2024, the Paris Club concluded that Suriname had fulfilled all of its obligations,
including the negotiation of comparable debt relief with other creditors, meaning that Paris
Club creditors will also grant debt relief beyond 2024. Nevertheless, the Paris Club creditors
have not disclosed to what extent they consider the deal with bondholders to be equivalent
to their own concessions — or how this assessment can be justified. The Paris Club creditors
have, however, included a clause in the October agreement that stipulates that the equal
treatment of all creditors is to be re-assessed as soon as private creditors receive payments
under the VRI. In this case, the debt restructuring conditions of Paris Club creditors involved
are to be re-adjusted.?° In concrete terms, this means that the Paris Club, as well, might
reduce its concessions retrospectively. This is a bitter result for Suriname; especially as the
country is equally powerless in the face of its official bilateral creditors.

20 See Paris Club (2024): ‘Suriname - Implementation of the second phase of the debt treatment by the Paris
Club’ and post by expert Theo Maret on X on 14/10/202% on the Paris Club agreement.



https://clubdeparis.org/en/communications/press-release/suriname-implementation-of-the-second-phase-of-the-debt-treatment-by
https://clubdeparis.org/en/communications/press-release/suriname-implementation-of-the-second-phase-of-the-debt-treatment-by
https://x.com/TheoMaret/status/1845826896266674379
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Ukraine: official creditors help private creditors on the road to profit

Ukraine negotiated a restructuring of its pre-war bonds amounting to USD 24 billion with its
pre-war bondholders in 2024. Two years earlier, with the start of
the Russian invasion in 2022, the country had received a debt
moratorium from both its pre-war bondholders and its Paris Club
official bilateral creditors (organised in the Group of Creditors of
Ukraine, GCU?%). This means that Ukraine does not have to service
its debts. The private creditors’” moratorium ended on 1 August 2024, while the GCU
extended the moratorium until March 2027. In the framework of its lending programme, the
International Monetary Fund (IMF) required Ukraine to restructure part of its debt, including
the claims held by the GCU and pre-war bondholders, as the ongoing war situation made the
country’s debt level unsustainable.

The GCU committed to providing debt relief by 2027 at the latest, while clarifying at the
same time that concessions from other creditors — in particular private investors — must be
comparable, as is customary in Paris Club debt restructuring agreements. For several
reasons, the IMF made the restructuring of pre-war bonds a condition as early as 2024, i.e.
before the debt restructuring by the GCU. An extension of the debt moratorium similar to
that of the official bilateral creditors was not considered. These circumstances led to an
unusual situation, as official creditors call for comparable concessions, but will only
restructure their own outstanding claims at a later point in time. It can be assumed, however,
that the GCU has already made commitments regarding potential (high) debt relief levels vis-
a-vis the IMF and that these were also communicated to the bondholders, meaning that all
parties involved were aware of the expected level of relief from official bilateral creditors.
However, such information has not been made public.

Based on the IMF debt sustainability analysis from December 2023, private sector actors
expected a nominal haircut of 75%. In addition to the destruction caused by the war of
aggression, another reason that makes a comparably high haircut necessary is that due to
the increasing proportion of multilateral lending to support Ukraine, the “restructurable”
proportion of debt (see ‘The new (old) debt architecture’), including pre-war bonds,
continues to shrink.

Based on a new IMF analysis from March 2024, bondholders revised their expectations,
estimating the nominal haircut at only 30% to 50%.22 In early summer 2024, Ukraine then
presented an offer to its bondholders involving nominal debt cancellations of 60%, which had
already been coordinated with the IMF (based on the most recent IMF debt sustainability
analysis from June 2024) and the Paris Club. Against the backdrop of an ongoing war
situation, this offer can already be understood to be a concession to creditors’ interests.

2 The Group of Creditors of Ukraine consists of Canada, France, Germany, Japan, the United Kingdom and the
USA. Further observers are Australia, Austria, Belgium, Brazil, Denmark, Finland, Ireland, Israel, Italy, South
Korea, the Netherlands, Norway, Spain, Sweden and Switzerland.

2 See for example Strohecker, K. (2024): ‘Explainer: Ukraine races against the clock to secure debt restructuring’.
See also publicly not available note by Dragon Capital ‘Ukrainian sovereign Eurobonds - Revised IMF DSA
allows for smaller nominal haircut’, dated 25/3/2024.



https://erlassjahr.de/produkt/schuldenreport-2025/
https://www.reuters.com/markets/europe/ukraine-races-against-clock-secure-debt-restructuring-2024-05-08/
https://www.reuters.com/markets/europe/ukraine-races-against-clock-secure-debt-restructuring-2024-05-08/
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Nevertheless, the bondholders rejected the offer, although Ukrainian bonds traded for a
price of only 28 to 31 cents on the dollar at the time. As Ukraine cannot expect to regain
market access as long as the war continues and is solely financed through official lending, the
country could have gone into default with official support. The IMF pursues a policy allowing
it to continue supporting countries in default if the default cannot be ascribed to misconduct
on the debtor country’s side and the debtor country has tried to negotiate with its creditors
in good faith. As this is the case with Ukraine, the country should have met all preconditions
for continued support from the IMF despite being in default.

Instead, Ukraine made further concessions to the bondholders’ interests. On 22 July 2024,
the country reached an agreement with its international bondholders’ steering committee.
This agreement, however, is strongly tailored towards the investors’ interests. The haircut of
60% which had been accepted by the IMF was reduced to only 37%. In practical terms, the
debt relief was even lower. Of the USD 24 billion of claims, USD 3.7 billion consisted of
capitalised interest accrued during the moratorium period. This interest is controversial, as it
comes from the time after the invasion when Ukraine was understood to be insolvent. This
money was not productively invested at any time. Without this interest, the actual haircut
amounts to only 25% of the original capital claims.

Despite the agreement, Ukraine’s financial burden is still substantial. By 2027 alone —i.e.
during the implementation period of the IMF programme — Ukraine has to pay more than
USD 1 billion in interest to its private creditors. This specific scenario, however, had been
ruled out by official creditors before. The reason for this was that, as Ukraine cannot raise
the money itself, it can be assumed that part of the official aid funds that will flow into
Ukraine in the coming years will not benefit Ukraine’s economy, but will have to be used for
interest payments. Nevertheless, Ukraine's official creditors gave the government the green
light to proceed with the agreement.

In addition, a “compensation” mechanism was also included in the case of Ukraine. Should
Ukraine’s economy develop more favourably than expected, bondholders could receive
additional payments, making the haircut shrink to merely 11%. As in the case of Zambia,
however, this is a one-way mechanism: no additional debt relief is granted if Ukraine’s
economic performance falls short of projections. A war of aggression like the one that
Ukraine is experiencing represents one of the most severe external shocks and is distinctly
not self-inflicted. In the context of climate finance, there has long been discussion about how
countries affected by natural disasters can be supported through forms of “debtor
protection.” For Ukraine's fiscal recovery and sustainable reconstruction, such protection —
specifically an automatic adjustment of debt relief or debt service payments in response to
deteriorating economic developments — is essential.

By accommodating its creditors’ interests, Ukraine’s government hopes to regain access to
the international capital market as soon as possible. However, it is unlikely that investors will
invest in Ukrainian bonds at an acceptable interest rate during an insecure war situation —
whether or not Ukraine accommodates bondholders’ interests. On the contrary, the high
levels of old debt could even deter potential investors. The IMF anticipates that capital
market access will only be established again in 2029; clearly after the end of its programme.

9
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There had been no miraculous upswing in the short period of time between the debt
sustainability analysis in June and the agreement in July 2024 that would have made
significantly lower debt relief levels sufficient and could thus explain why official creditors
accepted the deal in July 2024 as “compatible”. The restructuring deal was still based on the
IMF’s analysis from June, which had previously been the basis for the offer of a nominal
haircut of 60%.23

It can rather be assumed that the whole matter will be postponed, as the debt relief levels
could not be enforced. The IMF’s analysis from October 2024 expects that the same
Eurobonds will have to be restructured again by 2027 at the latest.?* This means that
affected bondholders must assume that Ukraine might not (be able to) adhere to the
agreement concluded. This would damage the image of the “reliable debtor nation” that has
“earned” its capital market access through generous and reliable treatment of its
bondholders instead of supporting it; an image that Ukraine wants to keep at all costs (and
against the interests of its population in a war situation). Furthermore, the question arises as
to why official creditors such as the Paris Club should have more options to enforce a
necessary level of debt relief vis-a-vis private creditors in 2027. Ultimately, this was the very
reason for ruling out any extension of the bondholder moratorium until 2027 from the
outset, and for making debt restructuring a requirement for 2024.

Even if a second restructuring can be agreed upon with the pre-war bondholders at a later
point in time, the bondholders involved will have managed to gain USD 1 billion by 2027; a
good result compared to the projections before the deal.

One reason for the IMF to accept the agreement is that the G7 nations had guaranteed the
IMF full compensation at the beginning of the lending programme,?* independent of
Ukraine’s solvency status at its end. This means that the G7 nations will take over Ukraine’s
debt service payments to the IMF if the country cannot pay them itself.

In addition, it remains unclear how the GCU will navigate the situation when it restructures
its own claims while needing to ensure that private creditors provide comparable terms. The
developments in Suriname offer little cause for optimism.

2 |n this context, see also erlassjahr.de-NEWS (11/10/2024): ‘Hamburg Sustainability Conference: Diskussion
zum Einbezug privater Glaubiger bei Schuldenstreichungen durch nationale Gesetzgebung'.

24 See IMF (2024): ‘Ukraine: Fifth Review under the Extended Arrangement under the Extended Fund Facility’, IMF
Country Report 2024/314, p. 15.

5 See ‘A significant group of Fund shareholders reaffirm their recognition of the Fund's preferred creditor
status in respect of the amounts currently outstanding to the Fund by Ukraine, plus any purchases under the
extended arrangement. These shareholders comprise the G7 and the following countries: Belgium, Lithuania,
the Netherlands, Poland, Slovak Republic, and Spain. They further undertake to provide adequate financial
support to secure Ukraine’s ability to service all of its obligations to the Fund, in accordance with the Fund's
preferred creditor status and complementing the Fund’s multilayered risk management framework" In: ‘IMF
Executive Board approves USS$ 15.6 Billion under a New Extended Fund Facility (EFF) Arrangement for Ukraine as
part of a US$115 Billion Overall Support Package’, 31/03/2023.
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