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Technical Study Group Report: Sovereign Debt Restructuring:
Further Improvements in the Market Based Approach:

Introduction

In the absence of an insolvency regime for sovereign obligors, debt crises are primarily dealt with on
an individual case-by-case basis. Debtor countries seeking to normalize their financial position at such
times are typically compelled to seek debt relief from their creditors in the form of an extension of the
maturity of the claim, a reduction in the value of the claim and/or relief on interest payments.
However, debt restructurings are often “too little too late”? and especially problematic pre-default and
vulnerable to holdout creditors. The underlying motivation to develop a better framework for the
timely, orderly restructuring of sovereign debt is the perception that the status quo increases costs on
all stakeholders. Any delay to a necessary debt restructuring reduces the size of the pie and is
detrimental to both the debtor country and its creditors, with the apt adage of “too much pain for too
little gain.” Protracted negotiations adversely affect the debtor and limits continued market access and
foreign investment, often taking place in scenarios of economic recession, high unemployment and
public expenditure challenges. Creditors are also harmed, as continuing uncertainty at a time of
competing policy challenges for countries can lead to asset values being dissipated and balance sheets
vulnerabilities persisting for longer periods; In addition, the IMF’s credibility and effectiveness in
assisting its members to strike a judicious balance between financing and adjustment can be impaired.
















































































