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SOVEREIGN DEBT RESTRUCTURING MECHANISMS: TRENDS, TOOLS, AND
GLOBAL CASE STUDIES

Introduction. In Ukraine, the debt crisis has intensified, manifested in the growth of public liabilities, an
expanding budget deficit, and increasing pressure on public finances. Limited domestic funding sources compel
the state to actively borrow on the debt market, exceeding safe limits and heightening insolvency risks. Under
these conditions, debt restructuring emerges as a key tool to prevent financial destabilization. Global experience
provides insights into effective mechanisms that can be adapted to Ukraine’s realities to restore debt sustainability.

The purpose of the study is to outline the key principles for implementing sovereign debt restructuring
mechanisms, with a focus on global experience, to develop recommendations for their successful application in
Ukraine.

Methods. The study is based on official statistical data from Ukraine and international financial institutions,
scientific publications, analytical reports, and examples of global debt restructuring cases. Methods of analysis
and synthesis, comparative and statistical analysis, graphical methods, and the case study approach were
employed to identify trends and assess the effectiveness of debt mechanisms.

Results. The necessity of restructuring as a key tool for stabilizing public finances has been substantiated.
The effectiveness of restructuring mechanisms has been shown to depend on the depth of changes to debt conditions
and coordination with creditors. Emphasis has been placed on the role of comprehensive reforms and fiscal
consolidation. A comparison of global cases of successful and unsuccessful restructurings has been conducted.
The main tools and approaches to their implementation have been systematized. The conclusion has been drawn
on the advisability of adapting the best international practices to Ukraine’s conditions.

Conclusions. Sovereign debt restructuring is a crucial tool for reducing debt burden and restoring financial
stability, but its effectiveness depends on a comprehensive approach, coordination with creditors, and
accompanying economic reforms. Global experience highlights the advisability of combining various mechanisms
and implementing innovative tools. For Ukraine, the key lies in adapting the best international practices to
national conditions and maintaining systematic dialogue with creditors to enhance debt sustainability.

Keywords: restructuring, sovereign debt, financial instruments, government borrowings, debt sustainability,
debt security, debt crisis.
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HAYAJIbHHUK Binginy ¢piHaHCOBOI MOTITHKH,
JlepxaBHU HAYKOBO-I0CTiTHMIT IHCTUTYT
iHgopmaTuzauii Ta MoAeIOBAHHA EKOHOMIKH,
M. KuiB, Ykpaina

MEXAHI3MH PECTPYKTYPU3AILIII CYBEPEHHOI'O BOPI'Y: TEHJEHIIII,
IHCTPYMEHTH TA CBITOBI KEHCH

Bcemyn. B Ykpaini sacocmpunacs 6opeoea kpusa, wjo nposasiscmovcs y 3p0CMaHHI 0epicagHux 30008 s3aHb,
po3wupenHi 6100xcemnozo Odediyumy ma nocuneHHi mucky Ha ¢hinancu. Obmedceni enympiwiHi Odcepena
Qinancysans smywyomes 0epicasy aKmuHiuie 3aryHamu KOWmu Ha puHKy 60pay, nepesuyyiodu besneuHi Mexci
ma niosuwyIouy pusuKu HenIamoCHpPOMONICHOCHI. 3a MAaKkux yMo8 pecmpyKkmypuzayis bopzy cmae Kuo4o8um
incmpymenmom 3anobicanus @inancosiu decmabinizayii. Ceimosuti 00cgio 0ac 3Mo2y SUSHAYUMU epeKmUeHi
Mexanizmu ma adanmyeamu ix 00 YKpaiHCcoKux peaniii 05 6i0H08IeHHs 60P2080i CIILIKOCHI.

Memoro 00cnioxiceHHA € OKpecaeHMs KIOHO8UX 3acdd peanizayii Mexauizmie pecmpykmypusayii
cysepeHHo20 bopey 3 OKycom Ha c8imosuti 00c8io 0/ pO3POOKU PeKOMeHOayill ix YCHIWHO20 3aCMOCY8AHHS 8
Yxpaini.



Memoou. Jlocnioscenns IpyHmyemovcs Ha OQIYIUHUX CIMAMUCMUYHUX OaHux YKpainu ma midicHapoOHux
Qinancosux IHcmumyyit, HAyKoGUX NYONIKAYIAX, AHATIMUYHUX 36IMAX I NPUKIA0ax CeIMmosux Kelicie
pecmpykmypusayii. Buxopucmano memoou auanizy U cunme3y, NOPIGHANbHUL | CMAMUCUYHUL AHALL3,
epagiunuii memoo ma Kelc-memoo 01 8UABLeHHs MeHOeHYil | OYIHKU eqheKMUBHOCMI BOP2OBUX MEXAHIZMIE.

Pezynomamu. O61pyHmosano HeobXiOHiCmb peCmpyKmypusayii ik KIu068020 IHempymenmy cmaoinizayil
Oeparcasrux ghinancis. JJoeedeno 3zanedicHicmv eghekmusHOCmI Mexauizmie 8i0 nuOuHu 3MIH yMos Oopey ma
KoopOuHayii 3 kpeoumopamu. AKYeHmosaro Ha poili KOMNJIEKCHUX peghopm i gpickanvroi konconioayii. [lopigHsano
c6imosi Keticu ycniwHux i Heycniunux pecmpykmypuzayii. Cucmemamu3o8ano OCHOBHI IHCMpPYMeHmu ma
nioxoou ix peanizayii. 3pobieHo 6UCHOBOK NPo OOYLIbHICIL A0ANMAYLl KPAWUX MINCHAPOOHUX NPAKMUK 00
VKPAIHCOKUX YMOS8.

Bucnoeku. Pecmpyxkmypusayisi cysepennozo 00pzy € aniCIusUuM iHCMPYMEHmMOM 3HUICEHHS O0p208020
HABAHMANCEHHS Ma BIOHOGAEHH (PIHaHCO80i cmabinbHocmi, npome i epeKmueHicmy 3a1edcums  6i0
KOMRIIEKCHO20 NIOX00QY, KOOPOUHAYii 3 Kpeoumopamu ma Cynposooy ekoHomiunumu pegopmamu. Ceimosutl
00C8I0 C8I0HUMb NPO OOYLILHICIb NOCOHAHHS PIZHUX MEXAHIZMIG | 6NPOBAONCEHHSL ITHHOBAYIIHUX IHCIMPYMEHMIE.
s Yrpainu kmovosum € adanmayis Kpawux MidCHaApOOHUX NPAKMUK 00 HAYiOHAILHUX YMO8 | cucmemnuil dianoe
i3 Kpedumopamu 3a0Jis NiO8UWeHHs BOP2060I CMIUKOCHII.

Knrouosi cnosa: pecmpyxmypusayis, depaicasuti Oope, iHAHCO8I IHCMPYMEHMU, 0ePHCABHE 3aN03UUEHHS,
bopeosa cmitikicms, 6op2oea besneka, bopeosa Kpusd.
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Introduction. In the context of an intensifying debt crisis in Ukraine, evidenced by both absolute
and relative indicators of growing public liabilities, persistent expansion of the budget deficit, and
increasing debt pressure on public finances, there arises an objective need to identify effective tools for
stabilizing debt dynamics. The situation is compounded by heightened financial demands of the state in
the absence of adequate domestic funding sources, necessitating further borrowing on the public debt
market. The scale of such borrowing already exceeds scientifically established safe thresholds defined
in economic theory and international practice, leading to heightened risks of insolvency. Under these
conditions, sovereign debt restructuring emerges as the primary tool capable of preventing further
financial instability. An analysis of global experiences with successful restructurings, taking into
account the specifics of Ukraine’s economic environment and institutional constraints, enables the
identification of a range of available methods, tools, and principles for their implementation aimed at
restoring debt sustainability and ensuring the state’s financial stability.

Literature review. An analysis of scientific publications indicates an insufficient level of
exploration of sovereign debt restructuring issues within the context of the Ukrainian economy.
Questions regarding the feasibility and applicability of restructuring remain only partially addressed,
largely due to the influence of political cycles. Within these cycles, ruling political forces typically seek
to present the macroeconomic situation in a more favorable light than it actually is, as restructuring de
facto implies an acknowledgment of the state’s limited financial capacity. Consequently, systematic
research on this topic has long lacked adequate attention. However, in recent years, the economic
situation has become increasingly complex, necessitating deeper scientific inquiry, particularly in
adapting global restructuring experiences to Ukraine’s realities. Within the scope of this study, the works
of the following scholars were of particular interest: S. Ando [10], T. Asonuma [10], J. Amann [4],
C. Checherita-Westphal [5], C. Henning [8], A. Kutan [3], S. Law [3], Z. Law [3], P. Middleditch [4],
P. Mishra [10], C. Ng [3], P. Rother [5], A. Sollaci [10], O. Stashchuk [12], Y. Verheliuk [7].

The purpose of this study is to outline the key principles for implementing sovereign debt
restructuring mechanisms, focusing on global experience, to develop recommendations for their
successful application in Ukraine.

Materials and methods of research. The informational foundation of the study comprises official
statistical data from the Ministry of Finance of Ukraine, the State Statistics Service of Ukraine, the
International Monetary Fund, and other international financial organizations. The research employed
scientific publications, analytical reports, regulatory and legal acts, as well as examples of global
sovereign debt restructuring cases. The methodological framework includes general scientific and
specialized research methods: analysis and synthesis methods to generalize theoretical approaches and
practical restructuring experiences; comparative analysis to identify common and distinctive features of
mechanisms across different countries; statistical methods to assess the dynamics of Ukraine’s debt
indicators; graphical methods to visually represent trends and structural changes; and the case study
method to examine successful and unsuccessful examples of restructuring on a global scale.



Research results. When difficulties arise in servicing sovereign debt, the state as a borrower may
face insolvency and an inability to properly manage its debt obligations. Such a situation may stem from
objective economic problems, political and social factors, or miscalculations in credit policy. Improper
sovereign debt servicing refers to delays in the payment of interest or principal, or the complete or partial
non-payment of interest or principal. In cases of improper sovereign debt servicing, a default may occur,
which can be considered a form of macroeconomic insolvency.

The state of default entails a range of negative consequences, necessitating that the state, as a
borrower, pursue a rational sovereign borrowing policy and strive to avoid default by addressing
improperly serviced sovereign debt. In other words, the primary objective of sovereign debt
management is to prevent a default. Based on assessments of the dynamics of Ukraine’s sovereign and
state-guaranteed debt indicators, as well as their ratio to GDP during the analyzed period (Fig. 1), a
sharp deterioration in Ukraine’s debt position is observed.
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Fig. 1. Dynamics of absolute and relative indicators of Ukraine’s sovereign debt in 2014—2025
*As of 30.06.2025
Source: compiled by the author based on [1; 2].

A number of studies demonstrate that exceeding certain thresholds of sovereign debt relative to
GDP leads to significant challenges in debt servicing and raises issues related to the state’s solvency:

51.65% of sovereign debt to GDP (based on a study of 71 developing countries) [3];

60.90% of sovereign debt to GDP (based on a study of 44 countries worldwide) [4];

82.91% of sovereign debt to GDP (based on a study of 12 Eurozone countries) [5].

The dynamics of the ratio of sovereign and state-guaranteed debt to GDP in Ukraine from 2014 to
2025 are particularly revealing. In 2024, this ratio reached an absolute historical maximum of 91.15%.
According to IMF experts’ projections, 2025 will be marked by crossing a critical threshold, with the
ratio reaching 100% and rising to 110% of GDP [6].

The above confirms the inevitability of negative consequences from the growing size of sovereign
debt in Ukraine, which has exceeded justified thresholds in terms of the debt-to-GDP ratio. Under these
conditions, it is imperative to objectively approach the development and implementation of further
policies for raising financial resources in the sovereign debt market. However, the already accumulated
level of sovereign debt necessitates urgent management, primarily to avoid default.

Default is regarded as the refusal of a borrowing state to fulfill its financial obligations, either in
whole or in part. Default is disadvantageous to both creditors and the borrower, as the modern
architecture of credit relations, particularly in the international context, is structured in a way that poses
the risk of complete financial isolation and loss of access to external borrowing markets for the
borrowing country. Given Ukraine’s current situation, such a scenario is unacceptable. For creditors,
default entails greater financial losses compared to restructuring. However, neither default nor
restructuring implies the complete write-off of all obligations.

Restructuring is the process of revising the terms of a credit agreement, which alters the
characteristics of the debt itself and aims to enhance the borrower’s ability to meet its obligations by
either reducing the debt burden or improving the terms of obligation fulfillment. Its primary goal is to



simultaneously minimize creditors’ losses and create conditions for the resumption of economic growth
in the borrowing country.

In essence, restructuring mechanisms constitute a set of tools, procedures, and approaches through
which a country and its creditors modify the terms of debt servicing or repayment to make it more
manageable and avoid default. The objective of restructuring is to alleviate debt pressure, reduce
budgetary strain, and stabilize public finances to restore the borrowing state’s solvency. The application
of restructuring impacts the country’s economic system, particularly its financial component. This
impact varies across short-term and long-term perspectives, as illustrated in the diagram (Fig. 2).
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Fig. 2. Logic of the Impact of Sovereign Debt Restructuring on the Economy
Source: compiled by the author.

The logic of the impact of sovereign debt restructuring on the economy can be represented as a
sequence of interconnected stages. The first stage — debt accumulation — is characterized by an increase
in the volume of public liabilities driven by internal and external factors, including a structural budget
deficit and rising borrowing costs. A similar dynamic was observed in Greece in the early 2000s, when
increased borrowing financed social programs and infrastructure projects.

Reaching the crisis threshold — exceeding safe debt levels, as defined by scientifically justified
limits and international standards — creates risks of losing access to external financing sources and
deteriorating credit ratings, undermining the development of a successful strategy for managing
financial resilience in the context of growing debt dependency, as seen in Ukraine [7]. For instance, in
2012, Greece effectively lost the ability to refinance its debts on international markets, and a similar
situation occurred in Argentina in 2001.

Under such conditions, restructuring is applied, which involves modifying the parameters of debt
obligations to reduce the debt burden and enhance the state’s solvency. Several typical mechanisms for
conducting sovereign debt restructuring exist:

1. Refinancing — obtaining new loans to repay existing ones on more favorable terms;

2. Maturity extension — prolonging the duration of debt obligations;

3. Reduction of interest rates or deferral of interest payments;

4. Debt write-off (haircut) — creditors agree to receive less than originally planned;

5. Debt swap — for instance, exchanging bonds for other financial assets or even environmental
commitments (debt-for-nature swaps);

6. Collective Action Clauses (CACs) — mechanisms enabling the majority of creditors to make
decisions binding for all.

Restructuring leads to short-term consequences, including stabilization of budgetary pressures,
partial restoration of creditor confidence, and a reduced risk of default. A similar effect was observed in
Iceland following the 2008 crisis, where agreements with creditors helped avoid an uncontrolled default.
In the long term, restructuring can facilitate the restoration of economic dynamics, enhance debt
sustainability, and create conditions for sustainable economic growth, as seen in Costa Rica after the
restructuring measures of the 1980s, which laid the foundation for stable development over subsequent
decades. However, conducting sovereign debt restructuring does not guarantee a swift resolution of
existing debt problems. Moreover, restructuring entails not only positive consequences for the economy
(Table 1).



Table 1
Positive and Negative Effects of Conducting Sovereign Debt Restructuring

Positive effects Negative effects
Reduction of debt pressure on the budget; Temporary loss of access to capital
Stabilization of the debtor country's | markets;
economy; Downgrading of credit rating;
Restoration of investment confidence Possible outflow of investments and
(especially after a creditor-approved | capital,
restructuring); Slowness and complexity of the
Lowering of interest rates on new | restructuring process;
borrowings; Emergence of problems in coordinating
Prevention of default; creditors;
Possibility of attracting new resources. Possibility of breach of obligations after
implementing IMF programs.

Source: compiled by the author.

The complexity of conducting debt restructuring in the global creditor market is evidenced by
changes in its landscape, notably the emergence of new participants in sovereign lending (China, India,
Saudi Arabia, etc.), which complicates negotiations due to their non-participation in traditional forums
such as the Paris Club [8]. Nevertheless, the role of the IMF remains decisive in the global debt
architecture as a key lender and coordinator in matters of debt resolution and management. The programs
currently offered by the IMF to countries facing solvency challenges help maintain a relatively stable
level of financial capacity even in difficult cases. The IMF has adapted its financial guarantee policies,
allowing restructuring programs to be approved even in the absence of full consent from all creditors.

The widespread practice of using innovative debt instruments such as SCDIs (State-Contingent
Debt Instruments) allows for reducing the pressure of a country’s debt burden during periods of
economic difficulty by automatically lowering debt payments in adverse economic periods and,
typically, increasing them during periods of economic growth. This enables aligning debt service with
the country’s repayment capacity, promoting a better distribution of risks between the debtor and
creditors. Such instruments involve linking debt obligations to a predetermined state variable, for
example, GDP level, commodity prices, tax revenues, or the occurrence of specific events such as
natural disasters [9].

The IMF’s debt restructuring policy plays an important role in maintaining the financial stability
of countries facing excessive debt burdens, contributing to the restoration of their medium-term
solvency. At the same time, current trends in the transformation of the IMF’s restructuring approaches
indicate a limited focus on significant reductions of debt obligations. Instead, these approaches often
concentrate on reorganizing debt flows, which can create the impression of a structure similar to a
financial pyramid, where debtors, finding themselves in difficult economic situations, are forced to rely
on new borrowings to meet previous obligations. While this approach provides temporary financial
support, it may complicate the long-term resolution of debt sustainability issues.

A sample of sovereign debt restructuring cases conducted in various countries around the world
demonstrated effectiveness in some instances and ineffectiveness in others (Table 2). The factors
determining the success of restructuring included: the depth of the restructuring carried out, initial debt
coordination, macroeconomic conditions, and subsequent debt policy.

In this context, the effect of restructuring should be analyzed. For example, such estimates are
provided by Ando et al. (2024) based on statistical evaluation using the Augmented Inverse Probability
Weighted (AIPW) estimator, utilizing data from 115 countries [10]:

sovereign debt restructuring has a positive effect in reducing the debt-to-gdp ratio. The greatest
effect is achieved when restructuring is carried out simultaneously with fiscal consolidation;

the effectiveness of restructuring also varies depending on its type: a) restructuring that includes
principal debt write-offs has a significant impact on the debt-to-gdp ratio; b) restructuring that involves
maturity extensions or interest rate reductions has a much smaller positive effect;

global experience shows a significantly stronger effect from restructuring when there is full
coordination among all creditors, rather than only a portion of them.

In this context, it can be concluded that restructuring alone as a tool for managing sovereign debt
will not be effective in significantly reducing the debt burden. It should be combined with other debt



resolution instruments and measures to stimulate the economy. Among current strategies for addressing
debt problems in the context of ensuring debt sustainability, fiscal consolidation, debt-for-environment
swaps, and the use of international debt relief programs should also be considered [11]. Given the urgent
need to improve the state's debt security, which has significantly worsened in recent years, maintaining
the state's solvency is critical. Despite the challenging economic environment, ensuring continued access
to capital markets to meet socio-economic financing needs remains a top priority [12].

Table 2

Global cases of sovereign debt restructuring

Country / Debt Volume / Mechanism Type Outcome and Factors
Year Write-off
Ukraine $18 billion (20% Partial debt write-off, Success / IMF support,
(2015, 2019) write-off = $3.6 maturity extension, swift negotiations,
billion) issuance of GDP avoidance of default

(2008-2011)

times GDP

creditors, capital controls

warrants
Poland $32 billion (50% Debt cancellation by the | Success / Political reforms,
(1991) external debt write- Paris Club macroeconomic
off) stabilization, Western
support
Iceland Banking debt several Negotiations with Success / Capital outflow

control, structural reforms

South Korea
(1997-1998)

$58 billion from IMF

Restructuring of banks’
short-term debt

Success / Government—
business coordination, rapid
reforms

Uruguay $5.3 billion (no write- | Extension of repayment Success / Creditor trust,
(2003) off) terms macroeconomic discipline
Greece $206 billion (write- Debt cancellation, Failure / Recession, high
(2012) off ~$130 billion) austerity measures social costs, renewed debt

growth
Argentina $82 billion (65% Write-off, bond Failure / Lawsuits,
(2001) haircut) exchange prolonged market isolation
Venezuela $60+ billion Attempts at restructuring Failure / Political crisis,
(2017- without results sanctions, economic
present) collapse

Jamaica Public debt >140% of | Extension of maturities, Failure / High debt

(2010) GDP coupon reduction remained, repeated

restructuring in 2013

Source: compiled by the author.

Apart from the 2015 restructuring experience that Ukraine underwent, which, by the way, is not
universally assessed as positive by all scholars and practitioners, the country currently exhibits an
unstable debt position with fragmented attempts at new restructuring programs. At first glance, the
seemingly successful case of issuing GDP-linked warrants has now turned into a deceptive statistical
trap: a significant GDP decline in 2022 and the gradual acceleration of its growth in subsequent years,
which did not at all indicate economic recovery or a return to “pre-war” levels, created the basis for
payments under these instruments, causing a substantial deficit of the state’s financial resources.
Agreements with creditors on the GDP-linked warrants have still not been reached. Systematic
sovereign debt restructuring within negotiations with the Paris and London Clubs of creditors remains
the most effective path for Ukraine to improve its debt sustainability.

Ukraine, as a participant in the global debt space, faces a set of unique domestic debt challenges,
which are exacerbated by global trends and dysfunctions in the international sovereign debt market. In
this context, adapting to these challenges is one of the priority tasks of national debt policy, aimed at
ensuring macroeconomic stability and achieving key economic objectives. To this end, it is necessary
to conduct in-depth studies of successful restructuring cases, relying not only on debt policy experience
but also on examples of comprehensive economic reforms that promote long-term financial
sustainability and economic growth.



Discussion. The results of the study emphasize that sovereign debt restructuring is a key tool for
managing debt burdens in countries facing financial difficulties; however, its effectiveness depends on
the proper choice of mechanisms and coordination with creditors. Global experience demonstrates that
successful restructuring requires combining instruments such as partial debt write-offs, maturity
extensions, or debt-for-debt swaps with comprehensive economic reforms and fiscal consolidation. At
the same time, shifts in the global sovereign debt market complicate coordination and negotiations. IMF
programs, while playing an important role in supporting countries with excessive debt burdens, often
focus on reorganizing debt flows rather than significantly reducing them, which can create long-term
risks to financial sustainability. The use of innovative instruments, such as state-contingent debt
instruments (SCDIs), which link payments to economic indicators, shows potential for better risk
sharing between debtors and creditors. However, analysis of global cases indicates that restructuring is
most effective when accompanied by full creditor coordination and synchronized with macroeconomic
reforms, highlighting the need to adapt mechanisms to the specific economic conditions of each country.

Conclusions and prospects for further research. The article emphasizes that in conditions of
increasing debt pressure and default risk, sovereign debt restructuring serves as one of the key tools for
stabilizing public finances. It helps reduce the debt burden, restore creditor confidence, and create
conditions for economic growth, but it is neither a universal nor an instant solution to the problem. The
effectiveness of restructuring largely depends on the depth of changes to debt terms, coordination among
all creditors, and the combination with fiscal consolidation and structural reforms. Global experience
shows that successful cases usually combine partial debt write-offs, extensions of repayment terms, the
introduction of innovative debt instruments, and coordinated actions between the government and
creditors. At the same time, in the absence of a comprehensive approach and macroeconomic discipline,
restructuring may only postpone a crisis without addressing its root causes. For Ukraine, which faces a
high level of debt and limited domestic financing options, an important task is to adapt the best
international practices to its own economic and political conditions. This involves systematic dialogue
with key creditors, active use of mechanisms of the Paris and London Clubs, implementation of
economic reforms, and the use of debt instruments linked to the real state of the economy. Such an
approach will enhance debt sustainability and lay the foundation for the country’s long-term financial
stability.
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