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ISSUES IN RESTRUCTURING OF SOVEREIGN DOMESTIC
DEBT

EXECUTIVE SUMMARY

Restructurings of sovereign debt issued under domestic law—domestic debt for
short—may become more frequent in the future. Prior to the mid-1990s, with
underdeveloped financial markets and widespread capital controls, emerging market
and developing economies (EMDE) debt distress was often dealt with via inflation,
financial repression and, when necessary, an external debt restructuring (EDR). Since
then, the share of domestic debt in EMDEs has been rising, most recently as a result of
the COVID-19 pandemic. With a high number of countries at risk of debt distress as a
result of the pandemic, domestic debt restructurings (DDR) may be needed more often
to restore sustainability.

Domestic debt restructurings avoid some of the costs of external debt
restructuring, but also pose unique challenges. Sovereigns have considerable
flexibility in restructuring domestic debt, including through changes in domestic laws. A
DDR can also potentially limit the external reputational costs of a restructuring,
supporting efforts to retain access to external financial markets. At the same time,
domestic banks and pension funds disproportionally hold domestic rather than external
debt. As a result, sovereign stress can easily spread to other parts of the economy, with
potentially serious adverse effects on financial stability and economic activity.

The design of a DDR can play an important role in achieving the required debt
reduction target while minimizing risks to the domestic financial system and
broader economy. Casting the net wide across claims when identifying the perimeter
can support participation in the restructuring by lowering the relief sought from each
creditor group. Financial stability considerations play an important role in the design of
a DDR. Stress tests prior to the restructuring can provide critical information that
informs the design of and need for policy support. Depending on the severity of the
spillovers of the DDR to the financial system, the policy response may need to include
liquidity support, regulatory measures, recapitalization, and the establishment of a
financial sector stability fund.
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Figure 1. EMDEs: Public Debt, 2000s
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(public debt) covers 153 EMDEs (86 EMs and 67 LICs), and the center and right panels (domestic public debt) cover 117 EMDEs (69

EMs and 48 LICs).

3. The purpose of this paper is to assess the trade-offs between domestic and external
debt restructurings and explain how debtor countries can mitigate the economic costs of
domestic debt restructurings. The starting point of the discussion is a situation where a sovereign
faces unsustainable debt, and wishes to address it through a debt restructuring. In this setting, the
paper answers three questions. First, what may be relevant considerations for a debtor that needs to
decide whether to restructure domestic debt, external debt, or both? Second, what practical, legal,
and procedural issues need to be addressed in the context of a domestic debt restructuring? Third,
how can the adverse spillovers of domestic debt restructurings on the domestic economy and the
domestic financial system be mitigated?

4. This paper does not discuss alternatives to debt restructuring, such as eroding the real
value of debt through inflation or financial repression. While such strategies can reduce debt
burdens if they are employed over longer periods, they typically take too long to be of relevance to
countries in crisis. Furthermore, they are likely to be costly in terms of the economic dislocation. For
both reasons, these strategies are not discussed in this paper except to provide historical context.

5. The paper draws on ongoing analytical work on sovereign debt at the Fund and on
recent country experiences and is structured as follows. Section Il reviews the evidence of recent
domestic debt restructurings and the macrofinancial patterns surrounding those events, drawing on
the accompanying background paper. Section lll discusses policy and operational aspects of the
design and implementation of a domestic debt restructuring that mitigates costs for financial
stability and the economy. It aims to provide a framework of considerations relevant to a domestic
debt restructuring, including when to undertake it, what types of debt could be restructured, and
how the restructuring tools could be employed to help achieve high participation and restore public
debt sustainability. Section IV explores the possible spillovers and macro-financial effects from a
domestic debt restructuring that the authorities should aim to mitigate. Section V concludes. The
accompanying background paper provides an in-depth analysis of the past domestic public debt
restructuring episodes in EMDEs using historical data and case studies to inform the assessment of
the key considerations for restructuring domestic public debt.

INTERNATIONAL MONETARY FUND 5












ISSUES IN RESTRUCTURING OF SOVEREIGN DOMESTIC DEBT

restructuring), and hence the domestic output costs of the restructuring are relatively small

(Figure 4.4).

Figure 4. Conditions Prior to Public Debt Restructuring Episodes, 1980-2020
(all values are recorded one year before the debt restructuring events)

Compared to other types of debt restructurings, the DDR-countries had relatively higher share of domestic debt, very
low share of external public debt to private creditors and relatively low domestic bank credit to the private sector
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and staff calculations.

Notes: Based on the full sample (Figure 2). EDR= external debt restructuring events; DDR= domestic restructuring events;
EDR/DDR=external debt restructuring accompanied by domestic debt restructuring.

C. Macro-financial Patterns Around Sovereign Debt Restructurings

10. Most sovereign debt
restructurings were preceded by
economic and fiscal pressures triggered
or exacerbated by shocks. On average,
roughly 70 percent of all debt
restructuring events in EMDEs during
1980-2020 were preceded or
accompanied by either real, external, or
banking crises, with the rest likely
triggered by political upheavals or fiscal
pressures (Figure 5). DDRs were often
preceded by recessions and/or external
shocks, and very rarely by banking crises.
In contrast, over half of all comprehensive
restructurings were preceded or
accompanied by banking crises and about
a third were associated with triple (real,
external, and banking) crisis events.

Figure 5. Types of Shocks that Preceded Public
Debt Restructurings, 1980-2020
(number of events in percent of total)
The most common DDR triggers were external and real shocks,
and banking crises for EDR/DDRs

"1 No real, external or banking crises
M Real crisis only
O External (no banking) crisis

M Banking crisis
o V % A
80%

60%

N

N

40%
20%

0%

DDR EDR EDR/DDR

Sources: Reinhart and Rogoff (2011), Asonuma and Trebesch (2016),
IMF staff reports, credit rating agencies, country authorities and staff
calculations.

Notes: Based on the full sample (Figure 2). A debt restructuring (DR)
event is preceded or accompanied by a crisis if a crisis occurs at time
t, t-1, t-2, or t-3 where tis the first year of a DR event.
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time to complete, involved restructuring of a lower share of total debt, and were less costly for
creditors than other forms of public debt restructuring.

Figure 6. Macro-Financial Patterns Around Public Debt Restructuring Events

(tis the start of a debt restructuring episode)
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Notes: A debt restructuring (DR) event is preceded or accompanied by a crisis if a crisis occursattime t, t-1, t-2, or t-3 wheret is
the first year of a DR event. In Figure 6.1a, DDRs preceded or accompanied by banking crises include only 3 cases —Ghana (1982),
Nicaragua (2003), Cyprus (2013); In Figures 2a-2c, all country specific series were detrended and cumulative changes averaged
across different types of restructurings.

14. The evidence presented in this section is consistent with the view that the economic
costs of DDRs and EDRs arise through different channels:

e  First, stand-alone DDRs were more likely to be chosen when privately held external debt was
small and the financial system was either shallow or fairly resilient. This is consistent with the
view that governments would opt for a DDR when it is either unavoidable or its likely impact on
the domestic financing channel is manageable. This is also consistent with governments’ trying
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Figure 8. Public Marketable Debt Restructuring Episodes, 1998-2020

Pre-emptive debt exchanges were more prevalent for The share of restructured debt was typically higher in
DDRs and EDRs than for comprehensive restructurings comprehensive restructurings than in EDRs or DDRs
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Sources: Asonuma and Trebesch (2016); IMF (2015b); IMF (2020b); Moody's (2020); IMF country reports; and country authorities'
websites.

Notes: FC=Foreign currency; LC=Local currency; Both=Foreign and local currency denominated debt involved in the debt
restructuring episode. DDR=Domestic Debt Restructuring; EDR=External Debt Restructuring; DDR + EDR= Both Domestic and
External Debt Restructuring. Restructurings are defined as "pre-emptive" if (i) no payments are missed (no legal default) or (ii)
some payments are missed, but only temporarily and after the start of formal or informal negotiations with creditor
representatives (no unilateral default). "Post-default" restructurings are all other cases, in which payments are missed unilaterally
and without the agreement of creditor representatives.
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“restructurable debt”.

Figure 9. An lllustrative Decision Framework

Step 1: Estimate the debt relief target (DRT)" necessary to restore public debt sustainability.

Step 2: Identify the perimeter of claims (i.e. instrument type) and categories of creditors holding

Step 3: For each category of creditors determine the potential contribution to DRT:

Types of Claims

Types of creditors

DOMESTIC LAW PUBLIC DEBT

FOREIGN LAW PUBLIC DEBT

Domestic Banks

Domestic NBFls

Public Sector Entities

Other Domestic Non-
Financial Institutions

Estimate the net contribution to DRT as the difference between gross
debt relief and fiscal costs associated with the restructuring (e.g.
recapitalization, subsidies, etc.)

Foreign private creditors

Determine potential contribution to DRT in negotiations

Step 4: Assess the economic costs associated with obtaining relief:

Types of Claims

Types of creditors

DOMESTIC LAW PUBLIC DEBT

| FOREIGN LAW PUBLIC DEBT

Domestic Banks

Domestic NBFls

Public Sector Entities

Other Domestic Non-
Financial Institutions

Assess potential costs of mitigating:

1. macro-financial implications

2. adverse effects on market access

3. creditor coordination and holdout risks
4. political economy considerations

Foreign private creditors

Assess potential costs of:

1. capital outflows, exchange rate pressures

2. macro-financial disruptions

3. adverse external reputational effects on market access

4. creditor holdouts and collective action issues/litigation risk
5. spillovers from unresolved debt

Step 5: Central Bank: Ensure the normal operation, including of the payments system and assess the
need for any immediate (or future) recapitalization(s) needs.

Step 6: Determine which claims to restructure in order to minimize overall costs while also achieving
the DRT and supporting broader macroeconomic reforms.

" Anchored in a comprehensive, medium-term macroeconomic adjustment plan, and under plausible assumptions, the DRT is the
amount of debt relief required to shift from the current debt profile to a path for which financing sources are expected to be
available and that is expected to be sustainable with a high probability.
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Box 3. Potential Benefits and Issues of Including CACs in Domestic Bonds

Since 2003, the Fund has promoted the inclusion of CACs in international sovereign bonds given the
greater legal leverage of holdouts. When the Fund reviewed the potential reform to address the collective
action problems in sovereign debt restructuring in 2014, Fund staff held extensive consultations on whether
bonds governed by domestic law should also be covered by enhanced CACs. During this consultation, some
investors noted that “relying on the contractual approach for the restructuring of all forms of debt would
help better protect creditors’ rights and support the attractiveness of sovereign debt as an asset class.”
However, some other investors were “worried that aggregating foreign and domestic law bonds could give
the issuer the ability to use its influence over local investors to force an undesirable outcome on the holders
of the foreign law bonds”, underlying the key concern of the sovereign issuer’s control and influence over
domestic creditors’ voting. At the end, the Fund decided to endorse key features of enhanced CACs for
inclusion in international sovereign bonds given the greater legal leverage possessed by holdouts under
such bonds, while there is usually much less of a holdout problem involving the restructuring of domestic
bonds (IMF, 2014b, paragraph 39).

Following the same approach for enhanced CACs in 2014 for international sovereign bonds,
sovereigns’ decision on introducing CACsinto domestic bonds could be informed by the following
considerations:

e Market acceptability: The decision on whether to include CACs in domestic bonds would warrant
discussion with a sovereign’s creditor base as to implications for pricing and investor demand. Such
considerations would depend on many factors, including the composition and expected evolution of the
sovereign domestic debt portfolio, impact on borrowing costs, attractiveness to creditors, the risks of
holdout behaviorin its potential DDR, design of such clauses and currently available legal mechanisms
for restructuring. The design, in particular, would presumably need to address investors’ concern about
the sovereign's influence over creditors’ voting under the terms of domestic bonds.

e Potentialchanges to domestic legal framework and bond issuance practice: A sovereign would need to
carefully analyze its applicablelegal and regulatory framework. A sovereign’s inclusion of CACs in its
domestic bonds may likely require changes to its legal framework and bond issuance practice. For
example, the sovereign’s public debt management law may need to be rewritten to allow CACs in
domestic bonds. Further, the inclusion of CACs in domestic bonds would need to overcome the current
practice of limited documentation and disclosure relating to domestic bond issuance. In that regard, the
model enhanced CACs in international sovereign bonds contain not only voting procedures, but also key
investor protection features such as information covenants, disenfranchisement provisions, and minority
protections (e.g., “uniform applicability” in the single-limb voting procedure).

35. In addition, sovereigns should adopt robust public debt management legal and
regulatory frameworks to ensure due authorization, accurate recording and reporting of its
public debt (Awadzi, 2015). A key challenge for a sovereign in a restructuring of its domestic (or
external) debt is to verify the amount of total public sector debtincluding arrears owed to suppliers
and debt of those public entities outside the central government. Such laws and regulations should,
for example, stipulate a clear and comprehensive definition and coverage of public debtand
government guaranteed debt, and appropriate reporting requirements (i.e., who needs to report
data, to whom and how frequently). Robust securities holding laws that ensure the dematerialized
circulation of the debt instruments are also helpful in this regard (Bossu et al., 2020)
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to deciding whether to undertake a domestic debt restructuring is its net—rather than gross—
benefit, after taking into account the fiscal costs (in particular, related to bank recapitalization
needs), as well as broader economic costs. A wide definition of the perimeter of the claims to be
included in the restructuring supports participation by lowering the debt relief sought from each
creditor group. A fair and transparent process that encourages participation, accommodates creditor
preferences to the extent possible can reduce the costs of the operation. Sovereigns should only use
legislative or executive acts to change the terms of domestic debt contracts when it is absolutely
necessary and with strict limits to avoid potential legal risks and negative consequences on the
domestic debt market. Safeguarding financial stability may include liquidity and solvency support to
financial institutions affected by the restructuring, as well as temporary capital flow management
measures and other central bank interventions to support orderly market functioning. Further, the
implications of a restructuring for the central bank’s balance sheet and non-bank financial
institutions need to be considered and mitigated through tailored policies.

63. While these policy conclusions are likely robust, further experience with domestic debt
restructurings and continued efforts to improve the availability and quality of debt data
would help to gain a more granular understanding and inform relevant policy advice. The
current analysis is constrained by the small sample size and lack of granular data (such as, net
present value losses, debt relief, amount of restructured debt, holders of the debt, etc.). At present,
the population sample of standalone DDRs is largely made up of LICs and small economies, with
very shallow or non-existent domestic debt markets. Consequently, it is difficult to extrapolate the
experiences of these restructurings to larger, more diversified economies, especially those with
relatively large foreign participation in their domestic markets. While the experiences of Greece and
Cyprus shed some light on these areas, they were also influenced the EU and Euro Area membership
of these countries. The analysis is also hampered by a lack of data classifying debt along all three
dimensions (e.g., governing law, residency, and currency). As domestic debt will likely continue to be
a source of vulnerability, additional cases and improvements in data quality would allow more
granular analysis and improve the assessment of debt fragilities and policy advice, including by the
IMF.
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Annex . Public Marketable Debt Restructurings -
Selected Episodes, 1998-2020

Start of defa_ult or End of_ Length of Preemptive/ FC, LC or

Country restructuring restructuring process EDR /DDR® ‘ 5

process1 processz (in months) Post-default Both
Ukraine Aug-1998 Sep-1998 2 DDR Preemptive Both
Russia Aug-1998 Aug-2000 26 DDR + EDR Post-default Both
Pakistan Jan-1999 Dec-1999 12 EDR Preemptive FC
Ecuador Jan-1999 Aug-2000 20 DDR + EDR Post-default Both
Ukraine Feb-2000 Apr-2000 3 EDR Preemptive FC
Cobte d’lvoire Mar-2000 Apr-2010 124 EDR Post-default FC
Argentina Nov-2001 Jun-2005 45 DDR + EDR Post-default Both
Moldova Jun-2002 Oct-2002 6 EDR Preemptive FC
Paraguay Dec-2002 Nov-2003 12 DDR Post-default Both
Uruguay Mar-2003 May-2003 4 DDR + EDR Preemptive FC
Nicaragua Jul-2003 Jul-2003 1 DDR Preemptive LC
Dominica Jul-2003 Jun-2004 13 EDR Post-default Both
Dominican Republic Apr-2004 May-2005 15 EDR Preemptive FC*
Dominican Republic Aug-2004 Oct-2005 16 EDR Post-default FC
Cameroon Sep-2004 Apr-2005 8 DDR Post-default LC
Grenada Oct-2004 Nov-2005 15 DDR + EDR Preemptive Both
Iraq Jul-2005 Jul-2006 13 EDR Post-default FC
Belize Aug-2006 Feb-2007 8 EDR Preemptive FC
Nicaragua Jun-2008 Jul-2008 2 DDR Preemptive LC
Seychelles Jul-2008 Feb-2010 21 EDR Post-default FC
Ecuador Nov-2008 Jun-2009 8 EDR Post-default FC
Jamaica Jan-2010 Feb-2010 2 DDR Preemptive Both
Cobte d’lvoire Jan-2011 Nov-2012 23 EDR Post-default Both
St. Kitts and Nevis Jun-2011 Apr-2012 11 DDR + EDR Preemptive Both
Greece Jul-2011 Mar-2012 10 DDR + EDR Preemptive Both
Belize Aug-2012 Mar-2013 7 EDR Preemptive FC
Jamaica Feb-2013 Mar-2013 2 DDR Preemptive Both
Grenada Mar-2013 Nov-2015 34 DDR + EDR Post-default Both
Cyprus Jun-2013 Jul-2013 2 DDR Preemptive LC
Argentina Jul-2014 Jun-2016 24 DDR + EDR Post-default FC
Chad Sep-2014 Dec-2015 16 EDR Preemptive FC
Ukraine Jan-2015 Apr-2016 16 EDR Preemptive FC
Mozambique Jun-2015 Apr-2016 11 EDR Preemptive FC
Belize Nov-2016 Mar-2017 5 EDR Preemptive FC
Mongolia Feb-2017 Mar-2017 2 EDR Preemptive FC
Chad Feb-2017 Jun-2018 17 EDR Preemptive FC
Barbados Jun-2018 Dec-2019 20 DDR + EDR Post-default Both
Argentina Dec-2019 Sep-2020 10 DDR + EDR Post-default Both
Ecuador Mar-2020 Aug-2020 6 EDR Preemptive FC

Sources: Asonuma and Trebesch (2016); IMF (2015b); IMF (2020b); Moody's (2020); IMF country reports; and country authorities'
websites.

Note: Ongoing cases as of March-2021 have been excluded.

' The start of a default/restructuring processis defined as the default month or the month in which a distressed restructuring
was announced. When both a default and an announcement take place, the earliest date is used.

2The end of a restructuring is defined as the month of the final agreement or the implementation of the debt exchange.

® DDR=Domestic Debt Restructuring; EDR=External Debt Restructuring; DDR + EDR= Both Domestic and External Debt
Restructuring. The classification of domestic and external is based on the governing law under which the public debt liabilities
were issued.

4Restructurings are defined as "pre-emptive" if (i) no payments are missed (no legal default) or (ii) some payments are missed,
but only temporarily and after the start of formal or informal negotiations with creditor representatives (no unilateral default).
"Post-default" restructurings are all other cases, in which payments are missed unilaterally and without the agreement of
creditor representatives.

> FC=Foreign currency; LC=Local currency; Both=Foreign and local currency denominated debtinvolved in the debt
restructuring episode.
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ISSUES IN RESTRUCTURING OF DOMESTIC SOVEREIGN
DEBT—BACKGROUND PAPER

EXECUTIVE SUMMARY

Restructuring of domestically issued debt is likely to play a role in the resolution of
future debt crises. In the wake of COVID-19, emerging market and developing economies
(EMDEs) with heightened debt vulnerabilities tend to have sizable stocks of domestic debt,
increasing the potential for domestic debt to be part of future public debt restructurings.

This background paper provides an in-depth analysis of domestic public debt
restructuring episodes since 1980. Restructuring of domestic-law public debt differs from
external debt restructuring in several important respects — while sovereigns have greater
control over the terms of domestic-law debt and supervisory leverage over their domestic
creditors, domestic-law debt is disproportionally held in the domestic financial sector. As a
result, domestic debt restructuring can affect financial stability. This paper aims to offer
insights based on empirical analysis of all public debt restructuring episodes during 1980-
2020 and qualitative analysis of 12 country case studies.

The paper shows that restructurings of domestic debt have become more frequent
relative to external debt restructurings since the mid-1990s and tend to occur in
different settings. Much like external debt restructurings, recent domestic debt
restructuring operations were typically carried out through negotiations with creditors,
rather than through inflation and financial repression as was often the case in the 1980-90s.
Domestic debt is likely to be part of a public debt restructuring in two settings: (i) as a
stand-alone operation, in countries with low external debt to private creditors and/or
shallow financial systems, (ii) as part of a comprehensive debt restructuring (of both
domestic and external debt) in countries with larger financial systems, often triggered or
accompanied by severe crises (including banking crises).

Compared to domestic debt-only restructurings, combined domestic and external
restructurings typically entailed larger losses for creditors and deeper post-
restructuring economic and credit contractions. Although data limitations do not allow
to fully disentangle the effects of the restructuring modalities per se from those of the
shocks triggering a particular type of restructuring, the evidence suggests that post-
restructuring economic outcomes tend to be worse when both domestic and external
financial channels become impaired. The case studies show that the depth of restructuring
would generally depend on the extent of the debt problem, the loss absorption capacity of
domestic financial institutions and the effectiveness of accompanying policies (including
fiscal adjustment). As elaborated in the main paper, “Issues in Restructuring of Domestic
Sovereign Debt”, a domestic debt restructuring should hence be designed to anticipate,
minimize and manage its impact on the domestic financial system.
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Figure 9. Post-Restructuring Macro-Financial Patterns: Domestic and External Channels
(cumulative changes, percentage points, t is the start of a debt restructuring episode)
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Sources: Reinhart and Rogoff (2011), Asonuma and Trebesch (2016), IMF staff reports, credit rating agencies, country authorities
and staff calculations.

Notes: All country specific series were detrended and cumulative changes averaged across different types of restructurings. A
debt restructuring (DR) event is preceded/ accompanied by a crisis if a crisis occurs at time t, t-1, t-2, or t-3 where t is the first

year of a DR event.
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because involving external private creditors would not have significantly reduced the debt
burden (while imposing additional costs, as discussed in Section II.B).

Figure 12. Pre-Restructuring Public Debt Levels and Composition, 1980-2020
(all values recorded one year before debt restructuring; medians and interquartile ranges)

Countries that experienced DDRs tended to have relatively high share of domestic debt, but very low share of
external public debt to private creditors

1. Public debt 2. Domestic public debt 3. Domestic public debt 4. External public debt to
(percent of GDP) (percent of GDP) (percent of public debt) private creditors
(percentof public debt)
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Sources: Reinhart and Rogoff (2011), Asonuma and Trebesch (2016), IMF staff reports, credit rating agencies, country authorities
and staff calculations.

Notes: Based on the full sample (Figure 6). EDR= external debt restructuring events; DDR=domestic-law debt restructuring
events; EDR/DDR=external debt restructuring accompanied by domestic-law debt restructuring.

20. The size of the domestic financial system, its capacity to absorb potential losses, and
available financing options for the domestic non-financial private sector may have influenced
the public debt restructuring choices as well. Figures 13 shows the medians and interquartile
ranges of the financial variables (recorded a year before the restructuring event) for DDRs, EDRs and
EDR/DDRs:

e Banking system: In countries that experienced DDRs, the domestic financial systems tended to
be relatively shallow, with the median domestic bank credit to the private sector notably lower
for DDRs (15 percent of GDP) than for EDR/DDRs (38 percent of GDP) (Figure 13, panel 1). At the
same time, the pre-DDR median profitability of domestic banks was stronger (Figure 13, panel
2), and bank holdings of sovereign bonds were somewhat larger than in EDRs (Figure 13, panel
3). Taken together, these stylized facts seem to suggest that sovereigns were likely to opt for
DDRs when the capacity of the banking system to transmit shocks to the rest of the economy (if
it were to bear losses due to restructuring), was relatively limited.

e  Private sector reliance on external financing: The extent of the nonfinancial private sector reliance
on external financing may have played a role as well. Because a sovereign debt restructuring
would typically lead to a credit rating downgrade, it would also affect the private sector access
to and cost of funding. Figure 13, panel 4 shows gross capital inflows scaled by the level of
domestic credit to the private sector, which is meant to capture the importance of external
financing relative to domestic financing. The private sector reliance on foreign financing tended
to be lower in countries that experienced DDRs or EDR/DDRs compared to those that had EDRs.
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Table 1. DDR and EDR/DDR Case Studies: Key Characteristics

(all values recorded one year before restructuring)
 Exante Restruc- Face NPV  |Public  Domestic Domestic —p.
Preemptive " . public bank credit Bank
Dates Type of  vs Post- crisis tyred debt value _ Igsses debt (in debt (in  to private gssets ROA
Restructuring default 1/ shocks  (in % of rfeductlon (in %) (% of % of sector (in % (in % of (percent)
2/ total debt) (in %) 3/ 4/ GDP) GDP) of GDP) GDP)
Russia 1998-2000 EDR/DDR D R, E,B 216 0-73.9  46-90 |52 16 . 19 23
Ukraine 1998-2000 EDR/DDR P R, E 43.8 5-8 18-59 |29 10 . 9 3.3
Argentina 2001-2005 EDR/DDR D R, B 79.6 66 71 41 14 24 31 0.8
Uruguay 5/ 2003 EDR/DDR P R,E,B 56.8 0 34 92 . 71 72 -14.4
Greece 2011-12  EDR/DDR P R, E,B 552 53.5 65-78 |147 45 112 125 -0.5
St. Kitts & Nevis 2011-12  EDR/DDR P R, E 43.1 32 62 142 89 65 123 1.5
Grenada 2013-15  EDR/DDR D R . 50 50 103 36 83 92 1.0
Barbados 2018-19 EDR/DDR D no . 0 30 159 97 82 106 2.3
Nicaragua 2008 DDR P no 5.9 0 25 31 20 33 30 2.2
Cyprus 2013 DDR P R,E,B 47 0 36 79 . 250 30 -0.5
Jamaica 2010 DDR P R E 56.5 0 10-15 |145 68 29 45 34
Jamaica 2013 DDR P R E 53.8 0 8.6 147 62 29 42 1.4

Source: Asonuma and others. (2018, 2021), Sturzenegger and Zettelmeyer (2006), WEO, WB database, Moody's, IMF staff reports.

Notes: 1/ Restructurings are defined as “pre-emptive” if (i) no payments are missed (no legal default) or (i) some payments are
missed but only temporarily and after the start of formal or informal negotiations with creditors (no unilateral default); “post-
default” restructurings are all other cases.

2/ "R" stands for real crisis, “E” stands for exteral crisis and “B" denotes the banking crisis (see Annex | for definitions).

3/ Face value reduction is defined as 1 - face value of new debt / face value of old debt (including arrears) (on external and domestic
debt for EDR/DDRs and on domestic debt for DDRs).

4/ The NPV losses are defined as 1 - present value of new debt / present value of old debt (including arrears). Both present value of
new and old debt is discounted by exit yields of new debt, as in Struzenegger and Zettelmeyer (2006). For Russia, Ukraine, Uruguay,
St. Kitts & Nevis estimates are based on NPV of cash flows bases; for other cases, the estimates come from the IMF staff reports.

5/ Central governmentdebt is used instead of public debt.

e Shocks. History shows that sovereign debt crises come in waves, with fiscal imbalances often
amplified by policy responses to earlier shocks and the debt rollover difficulties precipitated by
external shocks. Several of the debt restructuring episodes occurred in the aftermath of the
global financial crisis — Greece (2011-2012), Cyprus (2013), Jamaica (2010, 2013), St. Kitts and
Nevis (2011), and Grenada (2013). In all these cases, the authorities had to use the counter-
cyclical fiscal policies to cushion the impact of the crisis on their economies adding to their
public debt burdens. In some cases, additional aggravating circumstances included (i) persistent
balance of payment pressures (e.g., due to slow recovery in the tourism flows post GFC in the
case of St. Kitts and Nevis, Grenada and Jamaica), (ii) financial spillovers from neighboring
countries experiencing severe financial and sovereign debt crises (e.g., Cyprus was affected by
contagion from the Greek debt crisis; Russia — by contagion from the Asian financial crises,
Ukraine — by spillovers from the Russian crisis; Uruguay — by contagion from the Argentine
crisis), or (iii) natural disasters (Grenada and Jamaica).

e Pre-existing vulnerabilities. Typically, macro-financial imbalances and fiscal vulnerabilities had
been building up for years in the run up to debt restructurings, often in the context of fixed
exchange rate regimes, and with public debt rising well beyond the prudent levels (Table 1).
Several restructurings were preceded by dramatic currency devaluations (Russia, Ukraine,
Argentina, Uruguay). For example, in Argentina, a prolonged economic slowdown along with
currency mismatches in the sovereign and banking sectors culminated in severe liquidity
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