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Foreword

This report by the Group of Thirty (G30), Sovereign 
Debt and Financing for Recovery after the COVID-19 
Shock: Next Steps to Build a Better Architecture, lays 

out the continuing challenges in seeking to ensure eco-
nomic stability and prosperity as countries emerge from 
the pandemic. 

It builds on a preliminary study that was released in 
October 2020. The recommendations from that study 
added meaningfully to calls for increased resources and 
greater urgency of action to deter a lasting economic and 
debt crisis in many developing countries.

There is no scope for policy complacency. The G30 
report lays out a series of concrete recommendations aimed 

at strengthening the multilateral Common Framework for 
debt treatment. It makes clear that now is the time to build 
a more inclusive, comprehensive, comparable, transparent, 
and better understood architecture. 

On behalf of the G30, we extend our thanks to 
Guillermo Ortiz and Lawrence Summers for their astute 
leadership of the Working Group behind the report, to the 
extremely capable Project Director, Anna Gelpern, and to 
Project Advisor, Joseph Gagnon, for their carefully con-
sidered construction of the report. We also thank those 
who participated in the study as Steering Committee and 
Working Group Members.

Jacob A. Frenkel     Tharman Shanmugaratnam
Chairman, Board of Trustees    Chairman
Group of Thirty      Group of Thirty
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Introduction and Executive Summary

COVID-19 did not trigger a wave of sovereign debt 
defaults in 2020. It killed millions, disrupted eco-
nomic activity on an unprecedented scale, and undid 

decades of progress in poverty reduction. The extraordinary 
domestic policy response across mature markets inciden-
tally benefited emerging and frontier market economies: 
the prospect of perpetually low interest rates sent inves-
tors scouring the world for risk assets. Dramatic capital 
outflows subsided within months, commodities markets 
recovered faster than expected, and some higher rated bor-
rowers continued to tap foreign markets. Spillovers from 
advanced economy stimulus partly made up for the 
halting international response to the pandemic. 

Relative to projections from last fall, economic growth 
has been revised up in 2020 and 2021 across all major 
regions. But cumulative output losses relative to pre-pan-
demic projections are very large in low- and middle-income 
countries (Figure 1) and the risks to future global growth 
are severe. It would be wrong to conflate recent good 
economic news with an adequate policy framework at 
the global level, disregarding major risks ahead. 

In the near term, low- and middle-income countries 
confront a COVID-19 resurgence with more contagious, 
more deadly, and possibly vaccine-resistant variants. 
Wealthy economies have secured the bulk of the world’s 
vaccine supply. It may take two to three years to inoculate a 
majority of the population in most low- and middle-income 
countries. The latest wave of infections in India, South Africa, 
South America, and Southeast Asia is ravaging younger 
populations, overwhelming public health capacity, and 
suppressing economic activity. It appears increasingly likely 

that vaccinations for COVID will become a recurring event 
with boosters for new variants, similar to and more urgent 
than seasonal influenza vaccinations. Countries with fewer 
resources will see worse health and economic outcomes, and 
have a harder time containing the virus within their borders.

Over the next several years, the emerging and 
frontier markets face a heightened risk of market dis-
ruptions in response to local resurgences of COVID-19 
or to tightening financial conditions that might arise 
from higher inflation in advanced economies. Most 
borrowed significantly in 2020 to respond to the pandemic 
and now face somewhat higher interest rates and volatile 
market conditions. A spike in ten-year U.S. Treasury 
yields prompted new outflows from these economies in 
February of 2021, drawing comparisons with the 2013 
Taper Tantrum. Disruptions in supply chains and other 
pandemic-related bottlenecks are driving price increases 
in some key countries, raising the danger that higher infla-
tion and the monetary policy response it calls for would 
hamper economic recovery. A successful new round of U.S. 
fiscal stimulus and faster growth in advanced economies 
could benefit countries with commodity and manufactured 
exports to them, but further increases in U.S. interest rates 
could raise borrowing costs and disrupt market access for 
emerging and frontier economies. Countries that borrow 
mostly in local currencies are less vulnerable to these 
pressures but still may face a worsened tradeoff between 
monetary and fiscal support in the continuing pandemic 
and temporarily higher inflation.

Low- and middle-income countries risk a lost 
decade of growth; for some of them, fallout from the 
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pandemic risks a lost generation. The convergence of 
low-income economies toward upper income levels has 
been set back several years and poverty rates have increased. 
The risk of more entrenched inequality among and within 
countries raises the potential for increased social strife 
and political turbulence. Other long-term risks include an 
increase in protectionism, rising international tensions, and 
a higher probability of financial crises in the years ahead as 
countries struggle with higher debt and other legacies of 
the pandemic.

If these risks materialize, the damage would spread 
beyond the most vulnerable countries, and threaten 
growth in many parts of the world. A powerful, 
creative, and coordinated international response 
is in order. More than a year into the pandemic, the 
response remains unfocused and underfunded. While we 
welcome expected agreement on a record US$650 billion 
International Monetary Fund (IMF) Special Drawing 
Rights (SDR) allocation and on advancing the next 
International Development Association (IDA) replenish-
ment by a year, these and other constructive steps fall far 
short of the minimum necessary. 

Most pressing is the need to produce and distribute 
more vaccines for low- and middle-income countries. 
The global Access to COVID-19 Tools (ACT) Accelerator 
Initiative at the World Health Organization (WHO) has 
less than half of the resources it needs to develop and dis-
tribute COVID-19 tests, treatments, and vaccines just in 
2021. Even from the narrow perspective of the advanced 
economies, the benefits to reaching herd immunity glob-
ally and thus preventing the emergence of dangerous new 
variants of SARS-CoV2 far exceed the cost. 

The preliminary report of this Working Group 
in October 2020 called for new funding on an 
unprecedented scale, for transforming multilateral 
concessional surge capacity, and for a fundamental 
overhaul of sovereign debt crisis management archi-
tecture. The need is more acute now. By the IMF’s latest 
estimates, low-income countries alone need US$200 
billion through 2025 for pandemic response and recovery, 
in addition to US$250 billion for investment to acceler-
ate convergence. The three largest credit rating agencies 
issued more than 50 sovereign downgrades and hardly any 
upgrades for low- and middle-income countries since the 

FIGURE 1 
Cumulative Projected Gross Domestic Product Losses for 2020-2024
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start of 2020. Downgrades continue at a slower pace in 
2021, but average ratings for African and Latin American 
sovereigns remain the lowest on record.1 At the start of 
2021, foreign investment had fallen to its lowest since 
2007. With slower growth, more debt, and debt denomi-
nated in foreign currencies, countries in Latin America 
and Sub-Saharan Africa are especially exposed. Island and 
coastal economies that lost all tourism revenues to the pan-
demic are left to fight climate disasters with empty coffers. 
Upwards of two-thirds of the new SDR will sit idle in the 
IMF accounts of countries that do not need to use them, 
which will reduce the impact of the historic US$650 billion 
allocation and send a troubling signal for multilateralism, 
unless these countries step forward to recycle their SDRs.

Collective aversion to crisis planning—ostensibly 
for fear of triggering a self-fulfilling prophecy of debt 
default—is irresponsible when much of the world is 
one unforeseen shock away from a lost decade. It is well 
established that sovereign debt crises are associated with 
financial instability and protracted periods of lost growth 
in the emerging markets. A financial shock on the heels of 
a public health crisis would exacerbate and entrench long-
term damage from COVID-19. Knowing the consequences 
of failure, fear of planning to fail cannot excuse repeated 
failure to plan.

COVID-19 exposed big gaps in the sovereign debt 
restructuring architecture. The Debt Service Suspension 
Initiative (DSSI), extended through the end of 2021, has 
suffered from design flaws, muddled messaging, and anemic 
participation. When participation hinges on debtor ini-
tiative, sovereigns' fear of stigma—fueled by ratings and 
market commentary, and lumped with lack of demand—
makes inaction the default option. Some debtors and 
creditors explicitly distanced themselves from DSSI. The 
initiative has freed up US$5.7 billion so far, or less than 
half of the projected total, mostly because eligible coun-
tries applied later and in smaller numbers than expected, 
and received less cash flow relief than expected. With the 
flagship debt initiative limited to payment postponement, 
deeper sovereign debt restructuring happened outside 
DSSI in 2020. More than a third of vulnerable countries 
are ineligible for DSSI and, by extension, for the Common 
Framework for Debt Treatments beyond DSSI (Common 

1 Goel & Papagiorgiou 2021 

2 Jensen 2021

Framework), according to United Nations Development 
Programme (UNDP) staff estimates.2

The G-20 Common Framework remains a work in 
progress. Chad, Ethiopia, and Zambia have applied; Chad 
has started negotiations with an official bilateral creditor 
committee comprising members and non-members of the 
Paris Club. Engaging non-Paris Club creditors in a more 
structured coordination process is an essential step for debt 
architecture reform, but the terms of engagement are too 
vague to shape a new regime or ground market expectations.

New creditors and new kinds of debt compound 
already-vexing coordination problems in sovereign 
debt restructuring. Inter-creditor competition has already 
delayed debt restructuring, disrupted payments, and threat-
ened recovery in a handful of countries. Official bilateral 
and multilateral creditors, commercial banks and asset 
managers, hybrid financial institutions, and non-financial 
firms from China, Europe, the Middle East, and North 
America must agree on loss distribution with limited infor-
mation about one another’s claims, few shared norms, and 
no central authority to bind them. Substantive burden-
sharing negotiations devolve into arcane arguments over 
nomenclature. IMF and Paris Club involvement do not 
guarantee sustainable outcomes or fair burden sharing, 
despite public professions of commitment to both. Lack 
of visible private sector involvement in DSSI and the 
Common Framework so far adds to pressure for legislative 
solutions, most recently in New York State, and motivates 
calls for the United Nations (UN) Security Council to 
shield governments’ assets from their creditors.

Existing contracts can interfere with debt 
restructuring. Blanket promises of confidentiality, lender-
controlled revenue accounts, and clauses that link debt 
contracts to a web of bilateral interests, appear often in 
sovereign debt contracts with Chinese lenders, but are not 
limited to them. Revenue-backed sovereign borrowing is on 
the rise, sometimes unconnected with revenue-generating 
investment projects. Promises of preferential treatment 
made behind closed doors undermine debt legitimacy in 
the eyes of the public, sow distrust among creditors and 
donors, and undercut recovery programs supported by the 
International Financial Institutions (IFIs).

Messier and more damaging sovereign debt crises lie 
ahead unless the international community acts promptly 
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to bring debt architecture into the 21st century. We 
emphasize, as we have in our preliminary report, that there 
is no silver bullet for sovereign debt problems. Nonetheless, 
it is essential to reform the institutional framework in which 
increasingly diverse debtors and creditors make decisions to 
borrow, lend, and restructure. Mindful of countries’ differ-
ent circumstances, we recommend:

 
1. Boosting concessional surge capacity at Multilateral 

Development Banks (MDBs) must be a priority for the 
international community. While we welcome the deci-
sion to advance the next IDA replenishment by a year, 
we recognize that such one-off exceptional measures 
are not a sustainable way to meet multi-year recovery 
needs and respond to future shocks without pushing 
countries into debt distress. The World Bank Group 
and Regional Development Banks (RDBs) should 
use more fast-disbursing loans and grants and more 
flexible and contingent instruments to support sound 
policies against exogenous shocks. Maintaining current 
levels of support for IDA grant and loan recipients 
alone through 2024 would require increasing the next 
donor replenishment by a third. More than doubling 
IDA’s market borrowing to US$35 billion in today’s 
low interest rate environment would free resources for 
a substantial increase in grants, as recommended in 
the preliminary report of this Working Group, with no 
damage to its creditworthiness.3 

2. The IMF should establish an augmented pandemic 
support window for longer-term financing to manage 
prolonged structural disruptions from COVID-19 and 
future public health shocks. A new window would help 
mobilize some of the IMF’s under-utilized non-conces-
sional lending capacity, which now exceeds a trillion 
U.S. dollars, to fund well-designed public health crisis 
response measures at the current low interest rates. We 
also reiterate the view expressed in our preliminary 
report, that transparent and replicable procedures for 
recycling IMF SDR voluntarily among IMF members 
would amplify the impact of the US$650 billion SDR 
allocation and bolster the global safety net for the 
public health, climate, and financial crises to come. It 
would not eliminate the need for emergency balance 

3 S&P Global Ratings 2021

of payments financing, donor funds to support conces-
sional lending, or debt relief. 

3. The G-20 should make all countries with pressing debt 
vulnerabilities, regardless of national income, eligible 
for the Common Framework, and should take further 
steps to reduce uncertainty and stigma associated with 
seeking necessary debt relief. Even in this initial phase, 
there is no policy reason to limit Common Framework 
participation to low-income DSSI countries, many of 
which have scarcely any eligible debt, and most of which 
badly need net new financing.

4. Common Framework creditors should continue to 
reaffirm and elaborate the comparability of treatment 
principle, adopted from the Paris Club, to cover all 
material categories of creditors and instruments. The 
IMF should use its policies to complement a more robust 
approach to comparability, so that distressed countries 
would not be held hostage to inter-creditor conflicts.

5. The G-20 should establish a standing consultative mech-
anism in conjunction with the Common Framework, 
with a mandate to promote consistency, equity, and 
transparency in the framework’s case-by-case approach. 
Such a mechanism should help gather and distribute 
information, advise the parties on methodological and 
process questions in real time, and promote the devel-
opment of contractual and other tools to streamline 
negotiations and implement debt restructuring agree-
ments. It should include representation from all major 
stakeholders, have the authority to entertain questions 
regarding substantially all material external claims 
against the sovereign, have access to information con-
cerning such claims, and speak publicly on matters 
within its remit.

6. National law in major financial markets should shield 
payment systems and payment intermediaries from 
disruptive sovereign debt collection, including, if nec-
essary, legislation modeled on Belgium’s law shielding 
Euroclear. Because national governments’ assets abroad 
are normally immune from seizure, direct sovereign 
debt enforcement is a perennial challenge. Recent cases 
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of enforcement targeting payments to other creditors 
have been fraught with externalities. Commandeering 
payment systems for sovereign debt enforcement is not 
in the public interest. 

7. The G-20 should publicly disavow the use of contract 
terms that impair debtors’ or creditors’ participation in 
international debt negotiations, and should commit 
not to enforce them in their existing bilateral debt 
contracts, as well as those of their agencies and state-
owned lenders. Such terms stand in tension with the 
Common Framework and with international norms, 
and should be understood as contrary to public policy 
in each participating country. As the largest bilateral 
creditor, China should lead the way by removing prior 
constraints on its lenders’ participation in international 
debt restructuring initiatives.

8. Private sector, official, and multilateral lenders should 
encourage sovereign borrowers to adopt robust domestic 
debt disclosure requirements as part of clear domestic 
debt authorization frameworks. Hidden debt does eco-
nomic and political damage to the borrowing country, 
fuels mistrust among creditors, and deprives public 
institutions, including the IFIs, of vital information 
they need to devise reform and recovery programs. 
The G-20, the IFIs, and the Institute of International 
Finance (IIF), working with the Organisation for 
Economic Co-operation and Development (OECD), 
have all launched new work streams to promote mean-
ingful debt transparency, but have very limited tools 
to enforce it. A strong shared norm that hidden debt is 
not merely undesirable, but presumptively unauthor-
ized and should not be enforced, would fortify existing 
barriers to enforcement in major financial jurisdictions 
and bolster incentives to disclose. 



Sovereign Debt and Financing for Recovery AFTER THE COVID-19 SHOCK6

I. Economic and Policy Developments

COVID-19 has killed over three million people world-
wide, and threatens to push 100 million people into 
extreme poverty. At the start of the pandemic, many 

governments—including those of the United States, the 
United Kingdom, Brazil, and Chile—based their strate-
gies on the most optimistic and politically expedient of 
the early pandemic models. April 2020 predictions of U.S. 
deaths peaking below 70,000 missed by a factor of eight. 
The pandemic and the associated lockdowns have had a far 
more devastating humanitarian impact than most officials 
were willing to admit in public a year ago. On the other 
hand, economic growth has continued to surprise on the 
upside in advanced, emerging, and developing economies. 
Large-scale sovereign debt defaults forecast in IMF, World 
Bank, and United Nations Conference on Trade and 
Development (UNCTAD) reports last year failed to mate-
rialize. Emerging and frontier market countries benefited 
from foreign investors’ search for yield and willingness to 
hold risk assets in response to extraordinary policy mea-
sures in the advanced economies. 

Governments in low- and middle-income countries face 
three broad categories of risk: 

(i) the risk of greater pandemic resurgence, 
which would affect these countries dispropor-
tionately, 
(ii) the risk of reduced capital inflows because 
of the perceived economic effects of pandemic 
resurgence in these countries or because of 
stronger performance and thus higher interest 
rates in mature market economies, and 
(iii) the risk of lasting economic damage 
from the pandemic, exacerbating poverty and 
inequality among and within countries.

All of these risks pose difficult choices for domestic 
policy in low- and middle-income countries. Some have 
moved quickly to raise policy interest rates faced with price 
increases from pandemic-related supply chain disruptions. 
The COVID-19 resurgence, more business closures and 
reduced capital inflows may force policymakers to accept 
a combination of temporarily higher inflation and higher 
fiscal deficits to keep economies operating at their (pos-
sibly temporarily lower) level of potential while protecting 
those households most severely affected. Countries with 
significant debt in foreign currencies are especially vulner-
able to higher interest rates and rising exchange rates in 
advanced economies. Each scenario presents a substantial 
risk to regional and global growth.

The international economic response to COVID-19 
continues to be modest in scope and uneven in its execution. 
It has exposed flaws and gaps in the international financial 
architecture for crisis management and debt restructuring. 
The international community has moved through a suc-
cession of stopgap measures that fall short of an ambitious 
vision and the decisive steps needed to reform the system.

ECONOMIC DEVELOPMENTS
The impact of the public health shock on output has varied 
widely: the world economy contracted by 3.3 percent in 
2020, while Latin America and the Caribbean, the region 
most severely affected, fell by 7.0 percent, more than double 
the global decline. Long-term economic damage from the 
pandemic is projected to be much greater in low- and mid-
dle-income countries (excluding China) than in advanced 
economies. Relative to pre-pandemic projections, the latest 
IMF projections for real gross domestic product (GDP) in 
the year 2024 are down less than 1 percent for advanced 
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economies, but nearly 8 percent for developing economies 
in Asia (excluding China), more than 6 percent in Latin 
America, and more than 5 percent in Sub-Saharan Africa.

The start of the pandemic froze trade, investment, and 
remittances, and prompted dramatic capital outflows from 
developing countries (Figure 2). However, large-scale asset 
purchases and other extraordinary domestic measures in 
the advanced economies prompted investors to search for 
higher returns in the emerging markets. Spillovers from 
mature market stimulus helped avoid more severe sov-
ereign debt market disruptions in emerging and frontier 
markets. Portfolio capital flows began to recover over the 
summer, as governments borrowed on an unprecedented 
scale. General government debt rose by 16 percent of GDP 
in mature market economies, and 10 and 5 percent of GDP, 
respectively, in middle- and low-income countries.

The IFIs had sounded the alarm about emerging market 
debt on the eve of the pandemic, against the background 
of historically low interest rates expected to last for a long 
time. The start of mass vaccination and a new round of fiscal 
stimulus in the United States bolstered recovery hopes and 
shifted interest rate expectations in early 2021. A sharp 
increase in U.S. Treasury yields in February prompted 

capital outflows from the emerging markets. Outflows have 
since subsided, but countries remain vulnerable to rapid 
changes in market sentiment. They face higher interest rates 
with larger debt stocks and new financing needs, against the 
background of higher expected global growth. The prospect 
of positive spillovers from higher global growth could help 
mitigate the fragility, but the situation for many emerging 
and frontier economies remains precarious on balance. 

The risk of permanent damage is high, with greater 
and more entrenched inequality among and within coun-
tries, years of lost growth, more poverty and social strife. 
Lockdowns at home and abroad hit the hardest in countries 
with younger and more low-skilled workers, poor digital 
infrastructure, and those that rely on tourism. They saw 
the steepest declines in output, productivity, and labor force 
participation. Children in low-income countries missed 
nearly five times more school days—and those in emerging 
market countries missed three times more—than children 
in advanced economies. The potential damage to a new gen-
eration of workers raises the risks of political turbulence, 
trade protectionism and other international tensions, and 
future financial crises as countries struggle with higher debt 
burdens and other legacies of the pandemic. Mitigating the 
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FIGURE 2 
Capital Flows to the Emerging Markets
Daily cross-border portfolio flows, six-week moving average, US$ billion

Source: Institute of International Finance
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damage and preventing structural changes from setting in 
will take substantial investment.

Market access and borrowing costs have varied widely 
among developing countries. Six countries have defaulted 
since the start of the pandemic,4 but only two defaults—Belize 
and Ecuador—were directly attributable to it. In November 
2020, Zambia became the first and so far the only African 
sovereign to default on its Eurobonds. In February 2021, it 
joined Chad and Ethiopia in seeking debt relief under the 
Common Framework. After nine months of no market bor-
rowing by a Sub-Saharan African sovereign, Côte d’Ivoire 
sold new Eurobonds in November 2020 in an oversubscribed 
offering. Benin followed in January 2021; however, borrow-
ing in the region remains below pre-pandemic levels (Figure 
3). In late March 2021, secondary market spreads for Côte 
d’Ivoire and Benin were just under 600 basis points, indicat-
ing market perceptions of continuing vulnerability. Credit 
ratings for emerging and frontier market economies tell 
a similar story: after a flood of downgrades in 2020, their 
pace has slowed in 2021, but the trend has not reversed. The 
first quarter of 2021 brought just two upgrades (Benin and 
Serbia) against fifteen downgrades, while average ratings 
for Africa and Latin America have sunken to historic lows. 
Public debt in Brazil and South Africa was on track to top 
100 percent of GDP, even before Brazil had suffered the latest 
devastating wave of COVID-19. Six months after their high-
profile debt restructurings, Argentina’s and Ecuador’s foreign 
bonds traded at spreads above 1500 and 1200, respectively, 

4 Argentina, Belize, Ecuador, Lebanon, Suriname, and Zambia.

5 COVAX, the COVID-19 Vaccines Global Access, is a global initiative aimed at equitable access to COVID-19 vaccines led by UNICEF, Gavi, the Vaccine 
Alliance, the World Health Organization, the Coalition for Epidemic Preparedness Innovations, and others.

indicating persistent distress and a high risk of default. Some 
officials in Argentina have advocated for rescheduling the 
country’s payments to the IMF. Argentina was the largest 
user of IMF credit at the start of 2021, followed by Egypt, 
Pakistan, Ukraine, and Ecuador. 

The ongoing resurgence of COVID-19, with more 
contagious, deadly, and vaccine-resistant new variants, 
disproportionately harms low- and middle-income coun-
tries, where most people are not expected to be vaccinated 
before 2022. The new variant that emerged in Brazil is 
now widespread in South America. It is infecting younger 
people, straining the public health infrastructure, and dis-
rupting the region’s economy anew. Infections and deaths 
have since surged in India, rapidly overwhelming the 
health system. The difference in pandemic intensity across 
regions is driving much of the difference in the outlook for 
growth, with Latin America initially suffering the most on 
both dimensions among the emerging markets, but more 
recently eclipsed by the surge in South and Southeast Asia. 
Countries with fewer resources will continue to suffer 
enormous damage and will have more trouble containing 
the disease. Vaccine distribution has been uneven within 
and among countries, fueling public health and political 
risks. Wealthy economies have secured most of the early 
vaccine supply; low- and middle-income countries are 
months behind in gaining access to vaccines and standing 
up vaccine administration systems. COVAX5 vaccine deliv-
ery and multilateral development bank (MDB) lending are 

FIGURE 3 
Sub-Saharan African Bond Issuance, as of April 2, 2021
US$ billion

Sources: J.P Morgan, Bloomberg, IIF
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only beginning to have an impact (Figure 4). Worries about 
supply disruptions and potential export bans persist. 

Vaccination delays and inequities harm everyone. They 
create conditions for new and dangerous virus variants to 
mutate and spread, triggering new lockdowns, more trade 

and financial market shocks, and deeper, longer-lasting 
humanitarian and economic harm.

A widespread resurgence of the pandemic presents 
governments in low- and middle-income countries with 
unappealing policy choices. A temporary rise in inflation 

FIGURE 4A 
Projected Vaccine Rollout Times
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may be unavoidable if policymakers want to keep as many 
workers employed as possible while protecting those whose 
jobs are destroyed by pandemic business closures. Central 
banks have already raised policy rates in response to rising 
bond yields in advanced economies and to rising domestic 
inflation that is driven in part by supply chain disruptions 
and other pandemic-related bottlenecks. Limited fiscal space 
has to focus on addressing the public health shock and mea-
sures to protect workers and businesses. Pandemic-induced 
cuts in education, infrastructure, and climate resilience 
expenditures threaten to inflict lasting damage and exacer-
bate inequality. The strong global support we are proposing 
would also help to avoid excessive near-term austerity.

It is possible that successful vaccination programs in 
advanced economies will boost demand for exports from 
low- and middle-income countries without sparking signifi-
cant inflation and higher interest rates that would reduce 
capital inflows. More likely is a combination of stronger 
growth in advanced economies along with somewhat 
higher interest rates. Countries with strong trade links to 
the United States should benefit from a strong U.S. recov-
ery, but other countries may suffer from reduced access to 
capital, especially if they rely on foreign-currency financing. 

Debt stocks have grown sharply for countries across the 
income spectrum, but especially for middle-income coun-
tries. Many face spikes in scheduled debt repayments in 
the next five years (Figure 5). Those that borrowed in local 
currency in their domestic markets to manage the impact of 
the pandemic tried to reduce borrowing costs by shrinking 
maturities and issuing floating-rate debt. Domestic banks 
in the emerging markets absorbed 60 percent of all new 
sovereign issuance in 2020, according to the IMF, raising 
concerns about inflation. Many emerging market sovereigns 

also have foreign currency bonds coming due, issued before 
and during the pandemic. African governments alone must 
refinance or repay US$100 billion over the next decade. 
In Brazil, shrinking maturities and rollover pressures 
potentially complicate the recovery: the government had 
to repay or refinance an unprecedented 3.7 percent of GDP 
in domestic government debt that was due in April alone. 
Fifteen countries have debt payments between 25% and 
60% of their revenues due in 2021, according to Moody’s.

For countries with limited market access, China had 
offered an alternative to multilateral development funding 
(largely via the Belt and Road Initiative). However, financ-
ing from China peaked in the middle of the last decade, 
and has fallen by more than three-quarters since. Loss of 
funding from China, without a replacement on the horizon, 
would be especially damaging for low-income countries, 
where it is already a large creditor (Figure 6).

DEBT POLICY DEVELOPMENTS
DSSI has delivered far less relief than projected, with major 
creditors and debtors refusing to participate, and a number 
of vulnerable countries ineligible. The initiative, now 
extended through the end of 2021, allowed 46 out of 73 
eligible low-income countries to postpone US$5.7 billion 
in official bilateral debt payments due in 2020 and 2021, 
compared to US$12 billion projected at the outset. Most of 
the shortfall is attributable to fewer governments applying 
for relief, applying later than expected, and receiving less 
cash flow relief than expected. No private creditors have 
participated in DSSI, although some Chinese lenders have 
rescheduled their claims bilaterally. The current debtor 
participation level (Figure 7) is likely the ceiling for DSSI. 

FIGURE 4B 
Vaccine Purchases by National Income Category
Confirmed number of vaccine doses purchased by countries in income group, as of March 4, 2021 (billions)

Source: Duke Global Health Innovation Center

0.00 0.50 1.00 1.50 2.00 2.50 3.00 3.50 4.00 4.50 5.00

4.58High income

1.26Upper middle income

0.60Lower middle income

0.67Low income

1.12COVAX



11G R O U P O F  T H I R T Y

FIGURE 5 
Debt Repayment Profiles for Selected Sovereigns
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Several countries that participated in DSSI in 2020 have 
decided not to renew participation in 2021.

DSSI suffers from design flaws that may also hobble 
the G-20 Common Framework as it takes off the ground. 
DSSI does not have any mechanism for distressed sovereign 
debtors to seek comparable relief from non-participating 
creditors. Without a bankruptcy court, statutes, or trea-
ties to compel it, all creditor participation in sovereign 
restructuring is generally voluntary. As DSSI is a G-20 
commitment and formally covers all their official bilateral 
lending, it has no mechanism for coordinating non-G-20 
creditors. The statement launching DSSI took the extra step 
of emphasizing the voluntary character of private sector 
involvement and committed not to inflict present value 
losses on participating creditors. This shaped the perception 
that private sector involvement in debt relief efforts was 
optional, reinforced in DSSI implementation.

DSSI design made it costly for sovereigns to approach 
private creditors, despite repeated communique pleas for 
private sector involvement. The marginal DSSI debtor is 

likely to be a lower-middle-income frontier market govern-
ment preoccupied with maintaining its newly won market 
access. The slightest prospect of a credit downgrade or 
reputational fallout is often enough to dissuade such a gov-
ernment from seeking the temporary relief on offer under 
DSSI if there is any way it could still make the next debt 
payment. An extra effort to pay in a global pandemic can be 
justified for a government with no liquidity or sustainabil-
ity concerns, but DSSI design does not distinguish between 
such a government and a deeply troubled one unwilling 
to deal with its debt overhang. Both are eligible based on 
national income, neither is bound by an IMF debt sustain-
ability analysis, and both are free to use the funds saved 
from official creditors participating in DSSI to pay non-
participants. It is entirely up to them—their reputations are 
on the line. Nigeria and Senegal are among the large eligible 
borrowers to rule out debt suspension, publicly character-
izing recourse to DSSI as a sign of weakness and a threat 
to market access. Some academic studies have suggested 
that DSSI could reduce borrowing costs for participating 

FIGURE 6 
Public and Publicly Guaranteed Debt Stock for DSSI-eligible Countries 
US$ billion

Source: World Bank International Debt Statistics
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debtors6; however, it is hard to interpret the findings in light 
of limited debtor and creditor participation so far.

DSSI eligibility criteria have not expanded beyond the 
poorest IDA borrowers, and continue to exclude countries 
like Sri Lanka, which remains among the most vulner-
able sovereign borrowers, but narrowly misses the income 
threshold. The Common Framework inherits DSSI eligibil-
ity criteria and March 2020 cut-off date. A study published 
by the UNDP estimates that these criteria exclude 23 vul-
nerable countries with US$387 billion in sovereign debt 
payments through 2025—or nearly one-third of all vulner-
able countries and two-thirds of the debt service due.7 

The G-20 Common Framework, announced in 
November of 2020, goes beyond DSSI in several respects, 
and could become a platform for more durable institutional 
reform. It contemplates debt reduction for countries with 
unsustainable debt (describing it as a last resort), based on 
IMF and World Bank analysis, and expands the Paris Club 
process to include non-Paris Club creditors, with express 
commitment to extend the debtor’s comparability of 
treatment undertaking to creditors beyond the Common 
Framework. The scope and extent of relief would be nego-
tiated case-by-case between the debtor and an official 

6 Lang, Presbitero, and Mihalyi 2020

7 Jensen 2021

creditor committee, based on input from the IMF and the 
World Bank. 

The principal near-term benefit of the framework is a 
coordination process among Paris Club and non-Paris Club 
creditors, notably China as the largest bilateral official cred-
itor in many vulnerable countries. Countries that apply for 
debt treatment under the Common Framework must enter 
into a non-binding memorandum of understanding that 
would effectively extend Paris Club procedures to all their 
medium-term official bilateral debt contracted before the 
March 24, 2020, cut-off date (Figure 8). On April 15, 2021, 
Chad’s Common Framework creditors officially met for the 
first time, revealing the outlines of a process taking shape. A 
creditor committee co-chaired by France and Saudi Arabia 
was formed to support the negotiation process, but has 
no authority to impose terms on any creditor or to make 
concessions on their behalf. The post-meeting statement 
includes commitments to participate by China and India, 
which hold some of the larger official claims on Chad. Libya 
and China are Chad’s largest official creditors, followed by 
France and India. The Paris Club holds less than five percent 
of Chad’s debt. Chad owes almost half of its external debt 
to one creditor, the commodities firm Glencore, which also 

FIGURE 7 
DSSI Participation

Source: Paris Club, World Bank DSSI annual and biannual data
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accounts for nearly all of the government’s external com-
mercial debt. Some of the debt to Glencore is syndicated; 
some is backed by oil and would have a priority claim on 
part of the country’s oil revenues. Chad had restructured 
Glencore debt once before, in 2018. 

G-20 statements since the launch of the framework, reit-
erated after the first meeting of Chad’s creditor committee, 
insist that Common Framework beneficiaries are expected 
“to seek from all ... other bilateral creditors and private 
creditors a treatment at least as favorable as the one agreed” 
with its creditors. If properly implemented, such statements 
would extend the Paris Club comparability principle to the 
Common Framework, and minimize differences between 
official and private debt treatment. However, official pro-
nouncements on comparability are replete with broadly 
drawn carve-outs and deference to the creditors’ domestic 
legal constraints. Such tentative commitment may be justi-
fied by the novelty of the Common Framework; however, 
the record of official exhortations under DSSI also feeds 
growing skepticism about the Official Sector's ability to 
enforce comparability. The depth and breadth of each credi-
tor’s participation and the compliance pull of the creditor 
committee process will emerge in practice over time.

8 If it had gone forward, the agreement would have been the first and only private sector debt restructuring under the DSSI.

Inter-creditor conflicts have threatened to disrupt DSSI 
and Common Framework treatment in other vulnerable 
low-income countries. Zambia negotiated a six-month inter-
est payment holiday with the China Export-Import Bank 
and China Development Bank in late 2020, deferring up to 
US$800 million in payments, although agreement details 
have not been disclosed, and reports that Zambia had to 
clear arrears to the same lenders muddle relief estimates. 
Zambia then defaulted on a US$43 million Eurobond 
payment in November after bondholders demanded to 
know more about its debt to China as a condition to defer-
ring US$120 million.8 Zambia’s sovereign debt to Chinese 
lenders slightly exceeds its outstanding Eurobond stock 
(Figure 9). While Zambia’s government negotiated its IMF 
program in January 2021, its state-owned mining company 
took over a 73 percent stake in Mopani Copper Mines from 
Glencore, to save mining jobs. It promised to pay Glencore 
US$1.5 billion at LIBOR+3%, with Glencore retaining 
the right to buy the mine’s copper output and receiving an 
escalating share of mine revenues until the loan is repaid.

Unlike Zambia, Angola has pledged to continue 
paying its bondholders while negotiating with the China 
Development Bank and the China Export-Import Bank, 

FIGURE 8 
Debt eligible for the DSSI and Common Framework (US$ million)

Source: World Bank DSSI annual and biannual data; debt eligibility cut-off date of March 24, 2020
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estimated to hold US$15 billion and US$5 billion in claims 
on the government, respectively. Angola’s Paris Club credi-
tors agreed in January 2021 to suspend its debt payments 
under DSSI, with total potential savings of US$3 billion 
through June 2021. 

Ethiopia was among the first to seek debt relief under 
the Common Framework and stands to benefit dispropor-
tionately from the initiative’s extension of bilateral official 
creditor coordination beyond the Paris Club: its top three 
creditors, China, India, and Turkey are all non-Paris Club 
bilateral lenders. It reached a staff-level agreement with the 
IMF in late February that contemplates debt reprofiling. 
Ethiopia’s bond prices plunged on the announcement of 
its Common Framework application; Fitch9 and S&P10 
downgraded its debt, citing expectations of comparability 
far ahead of external vulnerabilities and military conflict. 

Reports that formally and informally collateralized 
sovereign debt has grown, particularly among low-income 
countries, raise policy concerns. A joint IMF-World Bank 
report for the G-20, issued on the eve of the pandemic, 
highlighted the risks associated with collateral pledges 
outside the context of revenue-generating projects, and the 

9 Fitch Ratings 2021

10 Reuters 2021

11 Gelpern et al. 2021

challenge posed by undisclosed collateralized lending for 
policy formulation and credit assessment. Arrangements 
such as Zambia’s “equity-for-debt swap” and Chad’s and 
Zambia’s export revenue commitments to Glencore, 
described above, are more common than previously recog-
nized. A recent study of contracts between Chinese lenders 
and governments in developing countries found more loans 
effectively secured by revenue accounts, some unrelated to 
the underlying project, than in comparable contracts with 
other official or commercial lenders. A large portion of the 
loan sample also included expansive promises of confiden-
tiality, except where disclosure is required by law.11

U.S. court orders in New York and Washington, D.C. 
blocked Guatemala’s US$16 million bond coupon payment 
in November to enforce an International Centre for 
Settlement of Investment Disputes (ICSID) arbitration 
award. Investors had initiated arbitration over electrical 
rates in 2009 and secured the US$37 million award in 2020. 
In November, U.S. courts agreed to bar Guatemala’s fiscal 
agent bank in New York from transferring the government’s 
funds to its bondholders. The enforcement strategy follows 
the path of earlier successful lawsuits against Argentina in 

FIGURE 9 
External Sovereign Debt Stock Composition, Selected Commodities Exporters

Source: World Bank International Debt Statistics, data to 2019
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New York and London, and against Peru and Nicaragua in 
Brussels, all of which froze bond payment flows. To avoid 
bond default in the middle of a pandemic, Guatemala paid 
the arbitration award in full. Beyond the successful enforce-
ment strategy, the incident highlights the importance of 
investment claims in some sovereign debt stocks. Investors 
in Venezuela began to enforce the arbitration awards against 
the government long before there could be a bond restruc-
turing. Holders of arbitration awards compete for the same 
assets, and are likely to use the same enforcement tactics as 
sovereign debt investors and judgment holders. Regardless 
of the merits of the underlying claim, commandeering 
payment intermediaries to enforce sovereign debt is disrup-
tive for the payment system, and damaging for the country. 

In February 2021, New York State legislators announced 
plans to introduce a bill12 that would replicate certain 

12 Gladstone 2021

features of statutory sovereign bankruptcy to compel 
private sector involvement in sovereign debt restructur-
ing. The bill would allow sovereign debtors to modify debt 
contracts governed by New York law by a supermajority 
vote. It would also grant priority to new borrowing, require 
a debt audit before restructuring, limit speculative inves-
tors’ litigation recovery, and empower financial regulators 
in New York State to oversee aspects of debt renegotiation. 
Civil society groups have separately proposed measures to 
limit creditor recovery and insulate sovereign debtors from 
enforcement, modeled after similar legislation in the U.K. 
Regardless of the bill’s prospects, the impetus to legislate 
is likely to persist and evolve; lack of visible private sector 
participation in DSSI and the Common Framework fuels 
this and similar initiatives.
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II. Multilateral Financing Must Be 
Bold and Creative to Support an 
Equitable Recovery and Prepare 
for Future Shocks

13 Morris, Sandefur, and Yang 2021

1. Boosting concessional surge capacity at Multilateral 
Development Banks (MDBs) must be a priority for the 
international community. While we welcome the deci-
sion to advance the next IDA replenishment by a year, 
we recognize that such one-off exceptional measures 
are not a sustainable way to meet multi-year recovery 
needs and respond to future shocks without pushing 
countries into debt distress. The World Bank Group 
and Regional Development Banks (RDBs) should use 
more fast-disbursing loans and grants and more flexible 
and contingent instruments to support sound policies 
against exogenous shocks.

Despite advancing the IDA replenishment, front-
loading commitments and disbursements, and market 
borrowing, multilateral financing falls short of pro-
jected needs. The IMF identified pandemic recovery 
and development financing needs upwards of US$450 
billion through 2025 for low-income countries alone. 
Slower global growth would expand the gap by another 
US$100 billion to give these countries a fighting chance 
at convergence. These projections do not cover funding 
needs to mitigate large-scale damage to middle-income 
economies. In some regions, an entire generation could be 
trapped in a future of stalled growth, rising poverty, and 
scant development opportunities. Recovery and conver-
gence in low-income countries are essential for global public 
health, security, and growth everywhere, but multilateral 
financing has not kept pace—notwithstanding recent 

positive developments. Lower-middle-income countries 
saw output contraction of nearly ten percent on average, 
but got less than one tenth of one percent of GDP in 
new disbursements from the World Bank. IDA and the 
International Bank for Reconstruction and Development 
(IBRD) combined are on track to disburse 60 percent of 
the total the World Bank had set as its fiscal year target for 
2020.13 Especially in a more volatile market environment, 
it is unreasonable and undesirable to expect vulnerable 
countries to fill most of the pandemic and post-pandemic 
financing gap with borrowing on market terms. It follows 
that tens of billions of dollars in welcome new resources for 
vulnerable countries, from advancing the next IDA replen-
ishment to augmenting existing trust funds, still amount to 
a fraction of the minimum needed to fill multiple urgent 
gaps as part of a focused strategy.

Coordination and monitoring in vaccine supply 
and administration are not robust enough to meet the 
challenge of COVID resurgence in low- and middle-
income countries. As the virus continues to mutate, new 
waves of the pandemic strike younger people and over-
whelm public health capacity in parts of the developing 
world. The multilateral ACT Accelerator initiative at the 
WHO is still short more than half of its immediate funding 
need for testing, treatment, and vaccines. The IBRD, the 
International Finance Corporation (IFC), the IDB, and the 
Asian Development Bank (ADB) have committed US$12, 
US$4, US$1, and US$9 billion, respectively, for various 
vaccine and related healthcare infrastructure spending—not 
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always coordinated among themselves or with COVAX, the 
vaccine pillar of ACT Accelerator. The Asian Infrastructure 
Investment Bank has pledged additional vaccine financing 
in 2021. Lebanon was among the first to receive vaccines 
with support from the World Bank, with loan conditions 
tied to equitable vaccine distribution and third-party 
compliance monitoring. Elsewhere, media reports of phar-
maceutical firms demanding collateral from governments 
to secure vaccine supplies highlight the need for public 
financing and multilateral coordination, and point to pos-
sible pandemic-related shifts in sovereign debt composition. 

For the G-20 governments, the next IDA replenish-
ment is an important opportunity to signal continuing 
commitment to multilateral development finance on a 
global scale to address global threats. IDA donors have 
agreed to advance its IDA-20 replenishment by one year, 
to December of 2021, which would make it possible to 
continue front-loading support for low-income countries. 
Even with IDA’s conservative approach to market bor-
rowing, it was able to generate US$82 billion with US$23 
billion in donor resources from IDA-19. Advancing 
IDA-20 allows IDA to spend these funds in two years, 
instead of three. Front-loading disbursements for low-
income countries at this time would help prevent deeper 
economic scarring from the pandemic, saving money over 
time; it should not reduce IDA’s own creditworthiness.14 
Maintaining current levels of support for IDA grant and 
loan recipients through 2024 would require increasing 
IDA-20 by a third from IDA-19. 

More than doubling IDA’s market borrowing from 
to US$35 billion in today’s low interest rate environ-
ment would free resources for a substantial increase 
in grants, as recommended in the preliminary report of 
this Working Group. After doubling its debt stock, IDA 
would still have by far the most conservative balance sheet 
among the AAA-rated multilateral lenders. Credit rating 
agency reports highlight IDA’s strong capital position: it 
has more than three times the risk-adjusted capital ratio 
of the World Bank, the African Development Bank, and 
the Inter-American Development Bank, and approximately 
double the ratio of the Asian Development Bank.15 It has 
ample capacity to borrow without jeopardizing its standing 
in the financial markets. 

14 Landers 2021

15 S&P Global Ratings 2021

16 Ahmed, Hicklin and Brown 2021; Hicklin and Brown 2021; Fisher and Mazerei 2020

2. The IMF should establish an augmented pandemic 
support window for longer-term financing to manage 
prolonged structural disruptions from COVID-19 and 
future public health shocks. A new window would help 
mobilize some of the IMF’s under-utilized non-conces-
sional lending capacity, which now exceeds a trillion 
U.S. dollars, to fund well-designed public health crisis 
response measures at the current low interest rates. 
We welcome IMF shareholders’ support for a historic 
SDR allocation, and reiterate the view expressed in our 
preliminary report, that transparent and replicable 
procedures for recycling IMF SDR voluntarily among 
IMF members would amplify the impact of the alloca-
tion for recovery from COVID-19 and bolster the global 
safety net for the public health, climate, and financial 
crises to come. It would not eliminate the need for emer-
gency balance of payments financing, donor funds to 
support concessional lending, or debt relief.

An augmented pandemic support window at the IMF 
would help mobilize its under-utilized non-concessional 
resources for a well-designed public health response, 
economic stabilization and recovery.16 Through the 
current public health crisis, concessional and fast-disbursing 
financing with minimal conditionality were in high demand, 
justified by the global character of the exogenous shock. On 
the other hand, the IMF disbursed less than a quarter of its 
non-concessional lending capacity using more traditional 
program instruments, and has more than a trillion U.S. 
dollars in lending capacity remaining. Eighty out of the 85 
IMF members that sought its financial support since the 
start of the pandemic took advantage of fast-disbursing facil-
ities with minimal conditionality. However, even at current 
low interest rates, many governments would need more time 
to implement essential pandemic response and structural 
public health reform measures, and still more time to gener-
ate revenues to repay. Yet others associate conventional IMF 
programs with market stigma, and may be reluctant to seek 
help for fear of signaling economic weakness. 

A lending window for pandemic and pandemic-
related response could be based on the Extended 
Fund Facility (EFF), supporting programs of up to 
four years, with repayment extended for up to ten. 
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A relatively narrow subject focus would support more 
streamlined conditionality and more prompt disbursement. 
It may also help diffuse concerns about stigma where the 
country’s policies did not cause the public health crisis, but 
structural adaptation is required. Lastly, IMF financing 
and surveillance can also serve a coordinating role: unlike 
other lenders to distressed countries, the IMF operates 
in the context of a macroeconomic stabilization program 
and takes a comprehensive view of the member’s finances. 
Co-financing with other official, multilateral, regional, and 
even private donors may play a more formal and prominent 
role in future pandemic crises.

Many middle-income economies dependent on 
tourism are vulnerable to increasingly damaging 
climate events are not well-served by the multilateral 
financing architecture organized by sticky national 
income groups and split into long-term lending and 
emergency balance of payments support. They are dis-
proportionately exposed to shocks, but often ineligible for 
concessional emergency financing owing to their national 
income status before the country was reduced to rubble. 
Countries in this group have been at the forefront of experi-
ments with state-contingent debt, such as hurricane bonds, 
but design has been a challenge and market acceptance lags. 
The Working Group’s preliminary report in October of 
2020 highlighted the problem of ill-fitting qualification cri-
teria for countries such as this. New IMF lending windows 
in response to large-scale exogenous shocks—including but 
not limited to pandemics—would make a meaningful con-
tribution to resilience in this group of countries. They are 
also the prime candidates for (and have some experience 
with) state-contingent debt instruments issued by official 
creditors or with official enhancement.  

We welcome the historic US$650 billion IMF SDR 
allocation, which could deliver up to a US$150 billion 
liquidity boost to low- and middle-income countries. 
IMF shareholders gave the green light for the Managing 
Director formally to pursue an SDR allocation of US$650 
billion, to boost global liquidity and help finance recovery 
from COVID-19. IMF executive board approval is expected 
in June, leading to SDR allocation in August. At more than 

twice the size of the last record-breaking allocation in 2009, 
this agreement on SDR is an important and welcome step, 
with potential to deliver more than US$150 billion to vul-
nerable countries. The preliminary report of this Working 
Group recommended two successive allocations of this size 
and outlined a possible reallocation (recycling) mechanism. 
An SDR allocation of US$650 billion or less does not 
require approval from the U.S. Congress; however, recy-
cling allocated SDR does. Both are politically controversial 
in the United States because countries subject to U.S. and 
international sanctions could benefit; other large IMF 
shareholders also balked at lending their newly allocated 
SDR. Nonetheless, the last G-20 statement called on the 
IMF to propose designs for a reallocation mechanism.

Agreement on a mechanism to pool and recycle 
SDR to direct liquidity where it is needed the most, 
as recommended in the Working Group’s preliminary 
report, would demonstrate the effectiveness of SDR 
recycling as a tool for future shocks of pandemic scale 
and intensity. More than two-thirds of all allocated SDR 
would sit idle in the accounts of countries that do not plan 
to use them. Reallocation or recycling these SDR could 
deliver a significant funding boost to the neediest. An 
agreement on SDR recycling would have to address two 
threshold matters. The first is whether the funds should 
be administered as part of the IMF’s general resource 
account, a trust fund (most likely, the Poverty Reduction 
and Growth Trust Fund, which makes interest-free loans to 
low-income countries), or another international institution 
with specialized expertise that may also hold SDR. Second 
and related, the agreement would have to settle on the terms 
and conditions of the lending, including policy conditional-
ity. Conditionality is minimal under the rapid disbursement 
facilities used heavily throughout the pandemic; however, 
longer-term lending may require a different approach. 

In sum, redeploying idle SDR through an IMF trust 
fund or, in some cases, through another international orga-
nization with an appropriate mandate and expertise, would 
enable the international community to act effectively and 
efficiently in an emergency. However, it would not obviate 
the need for more concessional resources or debt relief. 
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III. Implementing the Common 
Framework: Comparability of 
Treatment and Beyond

17 For the three DSSI-eligible countries in Fig. 9—Zambia, Angola, and the Republic of Congo—high estimates of Paris Club debt stock range from one-tenth 
to one-fifth of their debt to Chinese lenders. Comparisons to bonded debt in the same countries yield similar results.

The G-20 and the broader international com-
munity should invest in making the Common 
Framework a success. The Common Framework is 

part of the international response to COVID-19, as well as 
an institutional experiment in coordinating new and diverse 
creditors, a central challenge for sovereign debt restructur-
ing today. The existing restructuring regime suffers from 
fragmentation, information barriers, and severe creditor 
coordination problems. Some of these problems are a func-
tion of different institutional practices, yet others reflect 
statutory and contractual constraints on debtors and credi-
tors. Earlier reform proposals, including Collective Action 
Clauses (CACs) and treaty-based sovereign bankruptcy, 
addressed discrete parts of the sovereign debt stock and 
relied on customary sequencing and cross-conditionality to 
achieve a comprehensive, collective solution to a country’s 
debt problems. Such customs become increasingly difficult 
to sustain as debtors and creditors become more diverse. 
Several pragmatic steps can help the G-20 manage emerg-
ing coordination challenges and begin framing a new debt 
restructuring architecture.

3. The G-20 should expand eligibility for the Common 
Framework to include low- and middle-income coun-
tries with pressing debt vulnerabilities. 

DSSI has suffered from slow take-up by the debtors, 
and from limited creditor participation. No private 
creditors took part in DSSI. With fewer debtors applying, 
the initiative delivered under half of the projected relief. 

The outcome so far reflects a mix of design and communica-
tion problems. Although it included all G-20 governments, 
DSSI design initially hinged on a short-term payment 
suspension to Paris Club creditors to attract low- and 
lower-middle-income borrowers and catalyze meaning-
ful concessions from other public and private creditors. 
Because for many countries, the Paris Club is a relatively 
small and shrinking part of the creditor pool,17 postponing 
payments to Paris Club creditors is not enough by itself to 
meet their crisis liquidity needs. Other participating G-20 
governments, most notably China, rescheduled payments 
bilaterally in parallel with the Paris Club, on terms that 
were not always made public or shared with other creditors. 

In traditional Paris Club negotiations, the sover-
eign debtor must seek comparable treatment from 
its other creditors or risk losing relief. With DSSI, the 
G-20 specifically refrained from requiring comparability, 
but did not supply an alternative creditor coordination 
mechanism. Potential beneficiaries bear the reputational 
risk of applying for relief, with no assurance that non-G-20 
creditors would join. To make matters worse, the official 
sector had not communicated its expectations and plans 
for enforcing them with sufficient clarity; early on, the IMF 
and the World Bank observed substantial differences in 
interpretation and implementation of DSSI among G-20 
creditors. Rating agencies put a handful of countries on 
downgrade watch with explicit reference to the risk of 
comparability (see Box 1). By design, DSSI was limited to 
discrete payment postponement. Deeper sovereign debt 
restructurings in 2020, and all those involving the private 
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sector, happened outside DSSI. For DSSI-eligible countries 
with little G-20 debt—and for those with a small stock of 
performing debt to private creditors—the uncertainty asso-
ciated with asking for small-scale, short-term debt service 
relief made comparability too costly to try. 

The Common Framework is an opportunity to 
address DSSI’s design defects and to build a foundation 
for more durable sovereign debt architecture reforms. 
Participating official creditors include non-Paris Club gov-
ernments, most importantly, China. Debt treatment options 
include debt reduction where the debt is unsustainable, 
albeit as a last resort. The Common Framework also goes 
beyond the DSSI to require the debtor to seek comparable 
treatment of all creditors outside the framework. It is as yet 
uncertain whether it will succeed in attracting a broad range 
of sovereign borrowers coordinating their diverse creditors 

to produce sustainable debt outcomes. Only three countries 
have applied in the first four months of the initiative, with 
only one (Chad) beginning negotiations.

Limiting Common Framework elgibility to DSSI-
eligible countries severely limits its potential benefit to 
distressed countries, as well as its utility as a scalable 
framework in reforming the international financial 
architecture. Most middle-income countries and small 
island states, countries with significant stocks of bonded 
debt, and those with the most debt owed to non-Paris 
Club creditors are ineligible for DSSI regardless of debt 
vulnerabilities. The Working Group’s preliminary report 
stressed that countries in need of new public health funds 
are not the same as countries with big debt payments due in 
the near- and medium-term. Limiting participation in the 
Common Framework to DSSI-eligible countries therefore 

BOX 1 
Credit Ratings and Restructuring Incentives
Rating agencies purport to assess borrowers’ 
medium-term prospects and overall debt sus-
tainability. Properly interpreted, ratings should 
create incentives for governments to deal with 
debt overhang, improving sustainability. However, 
when participation in coordinated debt restruc-
turing substantially increases the probability of 
nonpayment—for instance, with strict compa-
rability of treatment—the initial rating response 
is negative. An upgrade would follow only when 
the restructuring has achieved a sustainable 
debt profile, all else being equal. In some cases, 
upgrades have followed within weeks, but rarely 
to pre-restructuring levels.

Downgrade reports do not normally mention 
the likelihood of an upgrade: they do not know 
how negotiations will end, and have no incentive 
to go out on a limb. They do emphasize factors 
such as comparability of treatment, implying that 
comparability—not the underlying debt problem—
prompted the ratings action, and further implying 
that the rating can be avoided by avoiding compa-
rability, or freeriding on official sector debt relief. 
Frontier-market government officials report being 
told that downgrades linger for years and should 

be avoided at all cost, implying a reward for not 
dealing promptly with a debt overhang. 

As a result, when a country decides whether 
to seek restructuring in the Paris Club or as part 
of the Common Framework, it faces a certain and 
immediate downgrade and an uncertain upgrade 
at an unspecified time that may or may not return 
it to pre-default rating. Combined with the IMF 
and Paris Club policy of treating sustainability and 
comparability on an aggregate basis—creditors 
as a group must contribute enough, even if all the 
losses fall on a subset of creditors—this structure 
creates powerful disincentives to solving sover-
eign debt problems. 

A coordinated outreach strategy and techni-
cal assistance for countries new to the capital 
markets can help address some, but not all, of 
these distortions. A practice of publishing his-
torical data on post-restructuring upgrades, and 
a shift in communications to highlight medium-
term sustainability factors, rather than one-off 
comparability undertakings, would help move the 
process in a constructive direction. Ratings should 
not be a barrier to dealing with debt overhang. 
Regulation should be on the table if necessary to 
achieve this outcome.
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risks repeating its mistakes and delivering too little relief 
to a skewed sample of countries. Low-income countries’ 
heterogeneity and often non-traditional creditor composi-
tion could undermine the Common Framework’s utility 
as a durable creditor coordination platform. The frame-
work is already flexible enough to cover a broad range of 
restructuring terms, potentially attractive to larger middle-
income country borrowers like Ecuador, with a substantial 
stock of debt to China. Ecuador restructured its bonds 
and rescheduled its debt to China in the fall of 2020, but 
it remains vulnerable to debt distress. A broader range of 
participating borrowers and recurring participation by 
major creditors could help destigmatize the process and 
make it more effective.

4. Common Framework creditors should reaffirm and 
elaborate the comparability of treatment principle to 
ensure that all material categories of claims participate 
on comparable terms. The IMF should use its policies to 
provide financing for members engaged in debt restruc-
turing as part of the Common Framework and to ensure 
that they are not held hostage to inter-creditor conflicts.

Inter-creditor conflicts are more pronounced and 
more complex now than they were as recently as a 
decade ago. Debtors, creditors, and the debt instruments 
that bind them are more diverse, and change hands more 
often, than in the past. Creditor coordination challenges 
have flared up in Chad, Ethiopia, and Zambia, the three 
countries participating in the Common Framework. With 
almost half of its debt owed to Glencore, the success of 
Chad’s Common Framework treatment rests on Glencore’s 
willingness to restructure its claim on Chad for the second 
time in three years. Today’s frontier market restructur-
ing may implicate multilateral and bilateral official and 
hybrid creditors, suppliers and direct investors, banks 
holding loan and bond claims, asset managers, domestic 
and foreign residents—all at the same time. 

While the Common Framework is more prescriptive 
than DSSI, the established approach to enforcing com-
parability is largely hands-off. The Paris Club has never 
withdrawn a debt treatment on comparability grounds. No 
material creditor group is exempt from comparability under 
Paris Club principles, but the Paris Club would not force 
a debtor to inflict losses on a particular non-Paris Club 
creditor or instrument if the overall outcome is comparable 
to Paris Club terms. The IIF Principles for Stable Capital 

Flows and Fair Debt Restructuring stress the importance of 
debt transparency and timely debtor-creditor engagement 
to maximize participation in voluntary debt restructur-
ing. The Working Group’s preliminary report highlighted 
“the tension between commitments to voluntary debt 
restructuring and to inter-creditor equity, or comparabil-
ity of treatment,” and stressed that “[f]ailure to secure the 
participation of all creditors, including private, commercial, 
hybrid, and state-owned policy lenders, would undermine 
political support ... and diminish the appetite for official 
co-financing in the future.” The tension rises, along with 
incentives to freeride, in a diverse creditor group with no 
institutional coordination mechanism among them. 

In the Paris Club’s established approach, the 
debtor is responsible for creditor coordination. In 
theory, the sovereign stands to lose Paris Club terms if it 
fails to secure comparable treatment from its other credi-
tors. If official creditors evaluate the contribution of all 
non-Paris Club or non-Common Framework creditors as a 
whole, they create powerful incentives for any given credi-
tor to hold out and freeride. Distressed frontier market 
economies may not have the resources to manage today’s 
formidable coordination task on their own at the risk of 
losing vital debt relief.

In light of the acute coordination challenge, 
Common Framework creditors should jointly revisit 
the content and application of comparability to 
minimize incentives to hold out. All material credi-
tor groups—official, private, and hybrid—must share in 
the burden of debt restructuring, recognizing that differ-
ent kinds of creditors may contribute in different ways. 
Common Framework creditors, working with the IFIs, 
can shift some of the burden of monitoring and securing 
comparable treatment, along with some reputational cost, 
off the distressed sovereign debtor. Shifting responsibility 
in this way would also mitigate the incentive to free ride for 
other creditors. 

Ensuring that the sovereign has access to financing 
while it negotiates comparable terms is an essential and 
simple step to facilitate creditor coordination. The IMF’s 
policies relevant to sovereign debt, including lending into 
arrears, should promote robust engagement between sov-
ereigns and all their creditors. Debt transparency, discussed 
in detail below, and clear communication of expectations, 
are similarly critical to maximize the likelihood of a sustain-
able outcome, fair burden sharing, and broad-based political 
support for the sovereign debt crisis management strategy.



23G R O U P O F  T H I R T Y

5. The G-20 should establish a standing consultative mech-
anism in conjunction with the Common Framework, 
with a mandate to promote consistency, equity, and 
transparency in the framework’s case-by-case approach. 
Such a mechanism should include representation from 
all major stakeholders, have the authority to entertain 
questions regarding substantially all material external 
claims against the sovereign, have access to informa-
tion concerning all such claims, and have the capacity to 
speak publicly on matters within its remit. It should help 
gather and distribute information, advise the parties on 
methodological and process questions in real time, and, 
drawing on outside expertise, promote the development 
of contractual and other tools to streamline negotiations 
and implement debt restructuring agreements.

A standing consultative mechanism can help 
build trust and promote consistency across Common 
Framework debt treatments. Diverse creditors and claims 
pose a central challenge for contemporary sovereign debt 
restructuring. Creditor coordination problems and out-
right conflicts are already commonplace, and are likely to 
grow. Fragmented information and muddled communica-
tion compound the problem. The Common Framework’s 
case-by-case, nonbinding, MOU-based approach raises the 
additional risk of inconsistency. 

A forum18 with representation from key stakehold-
ers and access to relevant information concerning all 
material external claims against the sovereign debtor 
can promote coordination without compelling the 
parties to make concessions. It would advise the parties 
on methodological and procedural questions, and speak 
publicly on matters within its remit. Such a mechanism 
would contribute to the development of clear expectations 
in areas such as comparability of treatment and private 
sector involvement as Common Framework cases accu-
mulate. It would support coordination among creditors 
with different legal and accounting constraints, and help 
develop a shared understanding of liquidity, solvency, 
and sustainability. A standing mechanism would be in a 
position to clarify the relationship of crisis initiatives to 
existing institutional policies, and to promote contractual 

18 The standing consultative mechanism we recommend for the Common Framework shares attributes with an earlier proposal for a Sovereign Debt Forum 
(Gitlin and House 2014), which focused on early debtor-creditor engagement. The focus in this report is on stakeholder representation, case consistency, and 
coordination among diverse creditor groups as part of an ad hoc Common Framework process.

19 Cohen et al. 2020

and other tools to streamline negotiations and implement 
debt restructuring agreements.

CACs in bonded debt are a valuable and widely 
accepted inter-creditor coordination tool that requires 
periodic evaluation and revision to stay effective. 
CACs typically establish majority rule among creditors 
that hold roughly identical, easily verifiable claims, like 
tradable bonds. They mimic elements of voting in bank-
ruptcy, but are a blunt tool for grouping creditors in voting 
pools and for detecting and managing opportunism—both 
challenges posed by Argentina’s and Ecuador’s restructur-
ings discussed in the Working Group’s preliminary report. 
Voluntary and incomplete contract standardization makes 
for unpredictable and sometimes divergent outcomes 
among different markets or even similarly situated sover-
eigns. After Argentina and Ecuador became the first to 
use the 2015 International Capital Market Association 
(ICMA) Standard New York law CACs, they adopted 
new bespoke language in their exit instruments. The ICMA 
considered and, for now, rejected, the idea of revising the 
model terms. However, more revisions are certain to come 
in the future. These should not and need not be ad hoc. 
Given CACs’ policy significance, the ICMA and the IMF 
should institute a biennial review of the adoption and uses 
of CACs, and a consultation process for potential changes. 
Both institutions do this informally already; having a pre-
dictable governance process would improve CACs’ efficacy 
and market understanding of what they do. 

Contract reform can help introduce more resilient 
state-contingent features in sovereign debt and make 
private sector involvement more automatic. IMF staff 
issued a discussion note on state contingent instruments in 
sovereign debt restructuring19 in November 2020, adapting 
and building on its 2017 work to account for natural disas-
ters and exogenous shocks like COVID-19. The note again 
highlighted the challenge of selecting appropriate triggers 
to avoid opportunism, along with continued market resis-
tance to state-contingent sovereign debt. The Working 
Group’s preliminary report sought an alternative to the 
disaster clause model that would operate in a wide variety 
of shocks, would not require expert judgment, and would 
hew more closely to debt market practices. Consultations 
with market participants and white papers issued since the 
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Working Group’s preliminary report suggest there may 
be demand for simpler, more generic debt instruments 
that give debtors more discretion, such as bonds with 
automatic two-year extension options or step-up interest 
rates. Although they appear counterintuitive in light of 
well-rehearsed concerns about debtor opportunism, such 
designs are common in high-yield corporate and bank debt. 
They do not require bondholders to make actuarial judg-
ments or engage in complex interpretation. Evaluating a 
bond with an automatic extension option requires a view 
of the debtor’s ability and willingness to pay. To reduce 
the stigma associated with using built-in contractual flex-
ibility, it is important to ensure that index design, credit 
rating methodology and credit derivatives documentation 
properly reflect the extension option. The experience with 
crisis resolution, including DSSI, suggests that eliminat-
ing the problem of stigma would be extremely difficult 
without mandating the participation of multiple sover-
eigns to reduce the signaling value of any given extension. 
Simplifying the design consistent with debt market prac-
tices stands a better chance of market acceptance. 

Contingent contracts also may be designed to 
promote creditor coordination and a more streamlined 
restructuring process. For example, maturity extension or 
interest suspension could be tied to minimum participation 
among eligible creditors. This design would fit well with 
time-bound crisis initiatives such as the DSSI, and would 
help achieve inter-creditor equity and minimum relief for 
the debtor automatically, using a device (minimum participa-
tion condition) familiar from sovereign debt restructuring. 

Well-designed state-contingent instruments are 
good candidates for official co-financing and other 
incentives for market adoption. In addition to adopting 
contingency features in its own debt contracts, the official 
sector could help reduce the novelty premium by offsetting 
some of the debt postponement costs or exempting contin-
gent debt that delivers a minimum level of relief from ex 
post private sector involvement conditions. 

6. National law should shield payment intermediaries 
from creditors blocking payments to other creditors. 
Payment utilities should not be commandeered for 
sovereign debt enforcement.

Successful sovereign debt enforcement has come to 
rely disproportionately on disrupting payment flows 
to other creditors. Most sovereign debtors’ assets outside 

their borders are protected by sovereign immunity and 
outside the reach of their creditors. This makes sovereign 
debt hard to enforce directly, leaving creditors to rely on a 
mix of embarrassment (seizing ships and presidential air-
planes) and indirect enforcement. Indirect enforcement 
usually entails seizing funds in transit to or from the debtor. 
The immediate result may be to pressure the debtor into 
settlement to avoid a cascade of defaults. Over time, the 
result resembles a secondary boycott: commercial firms are 
wary of dealing with the sovereign for fear of having their 
funds seized. As detailed earlier, Guatemala’s experience 
with having its November 2020 bond payment frozen in 
a New York bank is the latest in a string of examples that 
include Peru, Nicaragua, Congo, and most prominently, 
Argentina. Even when the underlying claim is meritori-
ous, holding payments to other creditors hostage in the 
hands of payment intermediaries is rife with externalities: 
it disrupts payment flows, and in the case of market utilities 
such as Euroclear (implicated in past enforcement lawsuits 
against Latin American sovereigns), could have financial 
stability implications. The Working Group’s preliminary 
report recommended UN and legislative intervention as a 
last resort to shield the debtor and help enforce compara-
bility of treatment. Shielding intermediaries, and payment 
and clearing infrastructure (as Belgium did for Euroclear) 
would be valuable on its own merits, to protect the financial 
system from disruptive individual enforcement, in addition 
to promoting inter-creditor equity.

7. The G-20 should disavow the use of contract terms that 
impair debtors’ or creditors’ participation in inter-
national debt negotiations, and should commit not to 
enforce them in their existing bilateral debt contracts, 
and those of their agencies and state-owned enterprises. 
Because it is essential for China to be a full-fledged 
participant in coordinated international sovereign 
debt restructuring, as the largest bilateral creditor, it 
should lead the way by removing prior constraints on 
its participation.

New multilateral and academic studies—as well 
as country experience in the DSSI and the Common 
Framework to date—raise concerns about contract-
ing practices that would make it harder for debtors 
and creditors to implement the Common Framework. 
These practices include confidentiality clauses, undisclosed 
repayment and collateral arrangements that divert scarce 
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revenue flows, and promises not to seek Paris Club com-
parability or similar coordinated relief. In addition, some 
ostensibly commercial loan contracts include cross-default 
clauses that weave together various bilateral creditor inter-
ests in the borrowing country, giving the creditor enormous 
bargaining power and undermining the commercial char-
acter of the loan.20

Confidentiality clauses that prohibit sovereign 
borrowers from disclosing the existence of debt con-
tracts run counter to Common Framework terms 
and to long-established IFI, Paris Club, and market 
norms. They make it impossible to design credible recovery 
programs and amplify inter-creditor conflicts. Zambia’s 
commercial debt exchange under the DSSI stalled when 
bondholders used inadequate information about Chinese 
lenders’ claims and restructuring terms as grounds to 
walk away from negotiations. Commodities traders and 
non-financial firms with large claims against low-income 
countries do not normally share information with other 
creditors, participate in collective debt negotiations, or 
abide by their terms.

Sovereign debt contracts increasingly include 
credit enhancement, collateral, and special repay-
ment arrangements through revenue accounts. These 
devices have long been common in limited-recourse project 
financing, and have been part of emergency financial 
support arrangements in past crises. They pose a distinct 
challenge when routinely included in full-recourse sov-
ereign lending—particularly in cases where revenues are 
not directly connected to the underlying project, or where 
the arrangement is undisclosed—because they divert 
government revenues to secure debt to a subset of credi-
tors, effectively subordinating all other claims and public 
expenditures. In some cases, such arrangements may violate 
existing negative pledge undertakings in commercial and 
official contracts. Promises of confidentiality effectively 
undermine debt sustainability analyses. Moreover, they 
make otherwise unenforceable terms—like promises not 
to restructure—enforceable when they give the creditor the 
ability to seize funds in the bank account.

Sovereign borrowers, their official and commer-
cial creditors, and the IFIs should review their debt 
contracts and, in the case of sovereign debtors with 

20 Gelpern et al. 2021

21 IMF and World Bank 2020

capacity constraints, seek technical assistance, to iden-
tify, evaluate and revise terms that may impede their 
participation in multilateral debt relief initiatives. In 
light of the growing incidence of collateralized debt and 
functionally similar arrangements in full-recourse sovereign 
debt, contract terms that prohibit or regulate secured sover-
eign borrowing merit particular attention. Negative pledge 
undertakings, which traditionally restrict secured sovereign 
borrowing, differ between official and commercial lenders, 
and even among MDBs. They do not appear to have served 
as a barrier to recent secured debt accumulation.21

Contracts that commit governments not to restruc-
ture their debts in a collective forum such as the Paris 
Club, or not to comply with comparability undertak-
ings, are contrary to debtor and creditor commitments 
under the Common Framework. Contracts that make 
it harder for a distressed debtor to engage in comprehen-
sive coordinated debt restructuring encourage a race to the 
bottom among creditors and undermine economic recovery 
program design. 

In most cases, such contract terms are not unique 
to Chinese lenders, new creditors, or hybrid insti-
tutions. However, they appear to be substantially more 
common in their contracts with low- and middle-income 
countries. It would be especially compelling for China to 
lead the way in removing such obstacles to coordinated 
debt treatments.

To maximize the potential of the Common 
Framework to shape transparent, effective, and equi-
table debt restructuring architecture going forward, 
the G-20 should state clearly that such terms contra-
vene international norms. Governments should pledge 
not to invoke such terms in the Common Framework and 
beyond, and endeavor to remove them promptly from their 
respective bilateral official debt contracts. They should use 
governance tools at their disposal to remove such terms 
and not to invoke them in debt contracts of other public 
sector and hybrid lenders. As a first step, the G-20 and 
other government creditors should pledge to disclose their 
bilateral official debt contracts, preferably to the public. 
Disclosure to the IFIs and to other creditors within the 
Common Framework may be appropriate as intermediate 
steps to public disclosure.
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8. Private sector, official, and multilateral lenders should 
encourage sovereign borrowers to adopt robust domes-
tic debt disclosure requirements as part of their debt 
authorization frameworks. Hidden debt does economic 
and political damage to the borrowing country, fuels 
mistrust among creditors, and deprives public institu-
tions, including the IFIs, of vital information they need 
to devise reform and recovery programs.

The Working Group’s preliminary report recom-
mended including debt disclosure requirements in 
domestic debt authorization as a barrier to enforce-
ment of hidden debt. The G-20 International Financial 
Architecture working group, the World Bank, and the 
IMF have since begun to consider ways to integrate autho-
rization and disclosure, complementing existing debt 
transparency initiatives.

Experience with Zambia and other DSSI countries 
since the publication of the Working Group’s prelimi-
nary report reaffirms the critical importance of robust 
sovereign debt disclosure. Restructuring negotiations 
have broken down over demands for information among 
new and diverse creditors that may not trust one another. 
Low-income and vulnerable country citizens are double 
victims: they do not have the information they need to hold 
their government accountable and disproportionately bear 
the cost of restructuring delays.

The need for robust disclosure of sovereign debt is 
well-established. The Principles for Stable Capital Flows 
and Fair Debt Restructuring highlight the importance of 
transparency and the timely flow of information. Citizens, 
creditors, and donors are all stakeholders in the push for 
greater transparency.

Information about public debt is presumptively 
public. It should be accessible, intelligible to its stakehold-
ers, and sufficiently standardized to enable meaningful 
cross-country comparisons. Although there is little inter-
national disagreement on the point, implementation has 
been a challenge.

There is a very narrow set of good reasons that could 
justifiably prevent debtors and creditors from disclosing 
debt information. Some contracts implicate proprietary 
commercial information, national security, or sensitive 
diplomatic or financial stability matters. Most sovereign 
debt contracts do not. Arguments against transparency 
more often trace back to governance problems, debtor and 
creditor fears of revealing liquidity or solvency problems, 

or political rivalries at home or abroad. At best, this second 
category of arguments may affect when and how informa-
tion is disclosed—not whether it remains hidden.

Existing disclosure systems are limited and 
fragmented, although there has been steady improve-
ment. In 2017, the G-20 issued operational guidelines 
for sustainable financing, featuring wide-ranging official 
creditor commitments to debt transparency. The IMF 
and the World Bank developed a diagnostic tool in 2019 
that countries have used for self-assessment, as a measure 
of accountability. The IIF issued Voluntary Principles for 
Debt Transparency in 2019, which cover foreign currency 
lending to low-income countries eligible to borrow from the 
IMF’s Poverty Reduction and Growth Trust. It has since 
collaborated with the OECD on a disclosure platform due 
to be launched in 2021. The two recent creditor transpar-
ency initiatives join a debt disclosure regime comprising 
debtor-supplied data published by the World Bank and 
the IMF, creditor data from the Bank for International 
Settlements and the OECD, and disclosure required of 
issuers by securities regulators in major financial markets, 
among others. Scandals that uncovered hidden debt on the 
order of 10 percent of GDP in low- and middle-income 
countries have accelerated multilateral efforts to improve 
data quality and accessibility and better integrate infor-
mation on various international platforms. Nonetheless, 
disclosure remains partial and inconsistent, and contract 
terms—including large-scale commodity and revenue 
pledges—remain largely hidden.

Unauthorized debt already faces additional 
enforcement hurdles in major financial jurisdictions, 
particularly if creditors were on notice of the authoriza-
tion requirements. There is no immediate need to change 
the law in any of these jurisdictions—although it could be 
helpful to clarify the standard in the long run. If domestic 
law in an emerging or frontier market country required dis-
closure as part of authorization—and notified creditors of 
the requirement—then a court may refuse to enforce undis-
closed debt incurred after the law’s enactment. 

The authorization standard is extraordinarily high, 
and itself requires robust disclosure. Recent decisions 
involving Liberia and Venezuela in New York, and Ukraine 
in London, highlight that the courts make it exceedingly 
difficult for governments to walk away from their debts 
claiming lack of authority. In most cases, creditors claim 
ignorance of domestic authorization requirements and 
rely on the appearance of authority in borrowing country 
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officials. Courts may consider denying enforcement only 
if creditors are clearly on notice at the time the debt con-
tract is made that they are buying unauthorized debt. In 
practice, implementing the Working Group’s preliminary 
report recommendation would produce a result closer to 
subordination—hidden debt would be harder to enforce, 
and potentially more expensive and less liquid than trans-
parent debt, but still very hard to repudiate. As public debt 
disclosure norms harden around the world, the barriers to 
enforcement would become more formidable.

Even the most expansive confidentiality clauses 
usually exclude disclosure required by law. Commercial 
bank loan contracts impose broader and stricter confidenti-
ality obligations on the lender because they are more likely to 
obtain proprietary information about the debtor’s business 
in the due diligence investigation. In contrast, some bilat-
eral official loan contracts (notably including all publicly 
available China Export-Import Bank contracts since 2014) 
include a clause that prohibits disclosure of any information 
related to the debt contract without the lender’s consent 
or as required by law. Therefore, if domestic or foreign law 
required disclosure, this and similar contractual confiden-
tiality clauses would not apply. Over time, such clauses may 
become unenforceable on public policy grounds to the 
extent disclosure becomes a settled international norm. The 
fact that G-20 operational guidelines in 2017 included a 
commitment not to include secrecy clauses in debt contracts 
is evidence of public policy against enforcement.

Beyond the technical advantages, embedding dis-
closure requirements in domestic law should help 

invest citizens of the borrowing country in debt 
transparency and monitoring. International financial 
institutions are ideally positioned to deliver technical 
assistance to improve debt reporting and authorization 
practices, and to help defray information technology costs 
for the poorest countries.

Linking authorization and disclosure may not 
prevent enforcement of all hidden debt, but it would 
make it relatively illiquid, expensive, and unattractive. 
Even lenders that do not normally rely on the courts to 
enforce their claims, such as official bilateral lenders, would 
suffer reputational consequences for hiding debt.

Securities regulations in major financial jurisdic-
tions sometimes treat information release as marketing 
of securities, and may need to be modified slightly 
to support robust disclosure of sovereign debt. The 
International Organization of Securities Commissions 
(IOSCO) and the Financial Stability Board are well placed 
to coordinate such changes, to the extent necessary.

Technical complexity and lack of analytical capacity 
among the general public are not reasons to withhold 
debt contracts. Researchers and civil society groups are well-
placed and incentivized to perform the analysis. They are 
not well-suited to the detective work of finding documenta-
tion that should be public. As debt composition changes, 
disclosure systems should continue to adapt to ensure com-
prehensive reach and inter-creditor and debtor-creditor 
coordination in collecting and presenting information.
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