


Debt resolution: political economy

● Lender cartels: Paris Club, London Club (syndicated loans), Bondholder 

Groups, IIF

● Lenders’ law: London, New York 



Debt resolution: too little, too late



Debtor coordination

● Political economy

○ Need borrower 

coordination

○ For example: OSC CLUB



Debt resolution: too little, too late

● Common Framework is Paris Club +

○ Small haircuts and incomplete participation (eg DSSI)

○ Failure to include private finance, failure to include MDBs

● Global Sustainable Development Roundtable

○ Does not take into account Sustainable Development Goals

○ UNCTAD $3 trillion SDG financing gap for EMDEs ignored



SDRs for debt relief



SDRs for debt relief



SDRs for debt relief

● Improve external position (reduce need for FX debt)

● Improve fiscal position (reduce need for public debt)

○ Legal and accounting arrangements for fiscal use of SDRs

● Can be used to directly settle obligations with the IMF

○ Thus are a form of debt relief

● If used, principal need not be paid

● Accounting controversy (equity vs liability)

○ Only net interest should be counted as liability, but present value of 

net interest would be zero or negative due to the fact that the 

discount rate of discounted cash flows is higher than the SDR rate.



SDR allocation accounting controversy



SDRs for debt relief

● Donation of 25% of rich countries’ unused SDRs is enough 

to strike out 100% of the world’s debts to IMF ($135 bn)

○ CCRT procedure

○ If drawdown at SDRD ledger, net interest can be paid 

with recurrent allocations of SDR worth five years of 

interest

● Rich countries’ unused SDRs can subsidize interest rate 

caps for variable rate MDB loans

● SDR lending via is more conditionality (+ too little, too late)

● We need a new issuance of SDR



Debt relief:

Eliminate surcharges



Secondary market

● Bond contracts must be crafted to allow secondary market 

operations

● Debt buybacks

○ Use new liquidity (eg SDRs)

○ Management of rational expectations

○ Participate in CDS auctions



Secondary market

● Default is an option: bondholders internalize this risk

○ Plurilateral coordination is key

○ Especially against

■ vulture-friendly legal frameworks

■ illegitimate debt

■ offshore round-tripping and conflict of interest

○ Also against ISDS awards

■ New forms of (contingent) debt



Beneficial owner transparency

● Beneficial bondholders are behind many veils of secrecy

● Central Security Depositories, Custodians, Trust Funds, 

Hedge Funds, Managed Portfolios, Offshore Legal 

Personhood

● Intentional opacity that hides conflicts of interest and 

insider trading

● Credit default swap market usually outside of purview of 

national policymakers

● Need strong beneficial owner transparency in any debt 

restructuring process



A comment on IMF DSA and ESA

● IMF External Sector Assessment is very weak at projecting 

BOP financial account flows and international investment 

position stocks

● FX debt is mainly driven by external (ie balance of 

payments) position and not by fiscal position

○ Fiscal consolidation without fixing balance of 

payments imbalances does not fix the debt problem: 

development, trade and industrial policy once again 



Conclusions

● Set up debtors’ club

● Debt relief

○ Fix SDR allocation accounting

○ More SDRs

○ Eliminate surcharges 

● Secondary market operations 

● Beneficial owner transaprency of bondholders

● ESA (EBA) methodology needs to take into account capital 

(financial) flows


