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��������������"�����:��)�� ������ "#��������������<#�������"���� ,��1�����1� � ������#��� ��1�
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�:�� "�� ��1����""7���������������1� � �����������"��������,� ,����%���"������, "-�	��������
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��>#"��� ��� �������������������!�����!���������#� �������� ����1������ �"������������ ��

"#"��� �����,��!��-�D�����"�����# ������ ,��� �"���� ���� �����������"�#�"��� ���1�

1� � �����"#������1���������11����������# ����� ��"������������������"�, ����� ��� � ,�����

<#�������1������#��������"=��������1����!��%)���"��� ��������������"�� ��1��:������ ���

1� � �� ,0�1����"��������� ���� ��1����"�� ���11������������������������"-�
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�� ��� � ,�������#�="��������")�������#��")�� ���������� "�?!!!-��#�������"-��,@-�	��"��"�

��%�������� ����"��������������"�����="�# ���"�� �� ,��1�������#�="��������� "-�

0�� �������� ���!��������&��� ����1������ �"�� #��)���1��������� )�����������:������ ���

1� � �� ,��"�#"�������� ����� ������ ,��� �"���������������� ����1������ �"�1� � �� ,)�������
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?���!���"�� �� ,�����,� �������<#����� ����������,���"����1#����1� � ���)��������� �����"�� �

���������������1��������# �������������������"#������1�����������="���>#"��� ���11���"�������

�1��,����� ��!��������������������"�� �����"��#��#�� ,����F�� �� ,�� ���������")G��"�!�"��� ��
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(medium-term trade credits extended by banks and suppliers). In the cases of Ecuador and 
Ukraine, the private restructurings were completed ahead of the Paris Club agreements.9 

 
III.   DEVELOPMENTS IN CAPITAL MARKETS SINCE THE RESOLUTION OF THE 1980S 

DEBT CRISIS 
 
21. During the early phase of 1980s debt crisis, it was relatively straightforward to 
arrange for comparability of treatment between the restructuring of Paris Club claims and the 
claims of private creditors. The structure of private financing to emerging market economies 
in the 1970s and 1980s—primarily syndicated bank credits and short-term trade finance—
facilitated restructurings by both creditor groups using broadly parallel structures. Both 
creditor groups were able to restructure principal maturing over a defined period and to 
restructure current interest (or in the case of banks, extend new financing broadly equivalent 
to current interest). Toward the end of the 1980s debt crisis, however, banks became 
increasingly reluctant to provide repeated flow reschedulings. Under the Brady initiative, 
banks restructured the stock of the claims in the form of bonds and in many cases sold their 
claims in the secondary market. (Banks exchanged their loans for a range of possible 
instruments selected from a menu that differed, inter alia, with regard to the extent of debt 
and debt-service reduction, and supporting principal and interest collateral.) The process of 
negotiating Brady deals was in many cases protracted, and Paris Club creditors provided flow 
reschedulings while some members were in sustained arrears to their private creditors.  

22. The subsequent change in the operation of capital markets and the composition of 
private capital flows has substantially complicated the task of assessing and achieving 
comparability. In particular, investors in emerging market debt are no longer heavily 
concentrated among relatively homogeneous international banks, but instead consist of an 
increasingly diverse group of investors, including dedicated investors in the asset class, 
so-called crossover investors,10 pension funds, hedge funds, other investment companies, and 
the retail sector. At the same time, there has been a pronounced shift in the composition of 
private market financing for sovereigns—away from syndicated loans and toward 
internationally-traded bonds. (Such bonds may include both international and domestic 
issues.) Nevertheless, commercial banks remain an important source of financing,  

                                                 
9 See Involving the Private Sector in Resolving Financial Crises—Restructuring International 
Sovereign Bonds available at http://www.imf.org/external/pubs/ft/series/03/index.htm. 

10 Crossover investors invest in a wide range of financial assets and are not dedicated to 
emerging market instruments. Nevertheless, they may move in and out of these investments 
in response to changing market conditions. 
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particularly for trade credit and projects. As a result of these changes, it is generally no longer 
possible to arrange the parallel flow restructurings by Paris Club creditors and foreign private 
sector creditors. In a nutshell: 

• Recent experience suggests that bonds must be restructured through debt exchanges.11 
These are stock-of-debt operations, rather than flow reschedulings.12 Securing high 
participation in the exchange requires the credible threat that bondholders who do not 
participate in the exchange will not be paid. At the same time, the success of debt 
exchanges requires an expectation that the new instruments would not be re-
restructured, at least in the context of the then current crisis.13 (Such an expectation 
provides investors with incentives to participate in debt reorganizations and to eschew 
litigation, as well as avoiding the debtor having to pay the fees and commissions 
associated with repeated restructurings.) 

• In an environment of high capital mobility, the distinction between resident and 
nonresident investors, and domestic and international instruments, has in some cases 
become progressively less relevant.  

• The focus of the Paris Club is on resolving external financing difficulties of the 
sovereign. Accordingly, Paris Club creditors’ concerns relating to intercreditor equity 
tend to focus on other creditors with external claims. (In most cases, this will limit the 
need for a restructuring to international bonds. In some cases, however, nonresidents 
may have substantial holdings of domestic instruments, which could raise a question 
concerning their treatment in a concerted financing package.) Private creditors, in 

                                                 
11 In principle, bonds that include collective action clauses could be restructured through the 
use of the contractual provisions allowing for the modification of repayment terms by 
creditors holding a qualified majority of principal. In practice, however, a debt exchange may 
be considered preferable to the use of collective action clauses, as occurred in Pakistan. For 
further details see Involving the Private Sector in the Resolution of Financial Crises—
Restructuring International Sovereign Bonds. 

12 Contacts with private creditors and market commentaries indicate that to date, there has 
been no market appetite for coupon-only restructurings that would provide flow relief. 
Investors have indicated that stock-of-debt operations would tend to enhance the secondary 
market value of their claims, compared to a restructuring of the flow of coupons that leave 
the underlying instrument intact. Creditors have indicated that following a restructuring of 
coupons, the underlying instrument would be considered to be particularly vulnerable to 
further rescheduling, and would therefore trade at a discount. 

13 This would preclude trying to replicate successive Paris Club flow reschedulings by 
successive private sector stock-of-debt operations. 
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"�����"#��)��������

����������� ��"���"��:�� ���� �!�������")���������#����������� � ���:�������� "���������� �!�

�����"�!�#����������������1��������"��#��#�� ,)�� �������!�#����������� ��������

������� ,��-''��

.0-� ��,���� ,������������ ���1���"�7�#��11�����������1��������#���"�"��1��""�""� ,�

�������������)�������!�#�����������������!����� ����������� "-��

• 	���1��"��!�#�����������"�7�#��11����������"���#��������"�"� ����������������������"��1�

�11����������������� ������������������"-�� �������"���������)������������!�#������

��<#��������"��%������������������!�� ���"��#��#��������"���#�������"�� ��������������

����-��������)�������!�#��������<#�"��� �# �������"�������� ���1�������%����������� ��1�

�������������������%��"�� ��"����1������)�!��������������	����"#����� ���� ��1���������

�����"����������"�7�#��11�����������"��1��11������������������������"�!�#����� ��������"��

������"��� �����#�������<#� ������1� �!���������1� � �� ,-�

�������������������������������������������������
''�� ��������� ����"���1���#����)�1����!� ,�������1�#���� �����&������� �")������#��������"�

� ��������� ��������������� �� ��� � ��������"��#��#��������#���� �"-�� �������� �)���!����)�

� ��"���"�� "�"����������#���� �"�������#,���!���� �����"������1�������"��#��#�� ,-�



� 7�+(�7�

• 
�"��� �����������!�#�����������"�7�#��11������������"�� �� ���7����"���#�����������

�""#�-�� �������"���������)����������!�#���"��%������������������!�� ������������ ��

�1��������������"�� �����������,��������� ��,��� �������7�� ����"�7�#��11�����������"�

�1�����"���#����������"-�	��"�!�#����� ���������#��������������������� ,�1�����

���!�� � �!��11������������"�� �� �!���������"������������"-�

• 
����������������!�#������������������������������ �����#������������������1�

��"����#�� ,�1��������:�������"� ��������1��������� ����# ���1���"�7�#��11���������"������

����)���#"��������� ,����� ������"���"��1����""7��1�#���� �����""7����������� ����#"�"�
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