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The article analyzes the structure of Ukraine’s external
debt liabilities for the period from 2011 to 2021 and in the
period since the beginning of the full-scale invasion. It is
determined that the amount of state external liabilities, taking
into account projected data, may exceed 70% of this country’s
GDP, which will become the dominant form of both attracting
financial resources to the state budget and threatening the
state security.

The authors provide an assessment of the difficulties of
restructuring the external debt in terms of the specific weight
of the creditor and the weight of short-term payments for the
period 2022-2023. It is concluded that at the beginning of
2022, the largest specific weight in the structure of external
liabilities was the debt for issued securities for foreign markets
and liabilities to international financial organizations and the
EU. The main payments for them fall on the third quarters of
2022 and 2023 (3.0 and 3.6 billion USD, respectively), and the
payment of interest accounts for 30% of total.
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The article considers possible mechanisms of write-off
and restructuring of the state's external debts, taking into
account international experience and with regard to the crises
and military conflicts. The following mechanisms for write-off
and restructuring of foreign debt are analyzed: Brady Plan for
debt restructuring of developing countries; and debt relief
programs for the poorest countries - HIPC (heavily indebted
poor countries) and MDRI (The Multilateral Debt Relief
Initiative).

The authors identify the guidelines of work on minimizing
Ukraine's external liabilities in 2022-2023. A conclusion is
made regarding the initiation of negotiations on the
restructuring and write-off of the external debt burden to ease
the payments on external debts, including GDP warrants. Such
a task should be carried out as soon as possible before the
period of the largest payments and taking into account the
existing support of the governments of leading foreign
countries”.

Keywords: public debt, government’s external debt
liabilities, GDP-warrants, restructuring and write-off of external
debt, external state loans

After the escalation of hostilities and the full-scale invasion of the
enemy, the Ukrainian economy is suffering huge losses. According to
official estimates, they can make up to 50% of this country’s annual GDP.
Such losses pose a serious threat to Ukraine’s financial security, while the
existing burden of external obligations limits financial resources for defense
capability. That is why the search for ways to minimize the external debt
load of the Ukrainian state is one of the priority tasks for the government.

Various aspects of debt restructuring were dealt with by many foreign
and Ukrainian authors. In particular, D. Stiglitz and H. Rashid [1], M.
Reinhard and K. Rogoff [2], A. Koze et al. [3], as well as N. Roubini [4] in

* The publication was prepared within the research project on "Ensuring the effectiveness

of monetary policy in Ukraine in conditions of global economic destabilization" (State
Registration No. 0121U000024).

® Interview with the Ministry of Finances Serhii Marchenko (2022, March 14). Retrieved
from https://forbes.ua/inside/na-desyat-okhoplenikh-viynoyu-regioniv-pripadae-50-vvp-
ukraini-ministr-finansiv-sergiy-marchenko-pro-ekonomichni-naslidki-viyni-intervyu-
14032022-4595
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their works considered the harmful effects of the growing debt burden on
the global economy and on individual countries. Ukrainian scientists V.
Kozyuk [5], T. Bohdan [6], V. Sidenko et al. [7], S. Londar et al. [8], V.
Pynzenyk [9], and I. Lunina [10] analyzed the impact of the external debt
burden on the budget and economy during the period of global shocks and
external crises. The current situation in Ukraine with the payment of
external debts and the high debt burden in the context of full-scale hostilities
and the loss of almost half of this country’s GDP is unique and has been
only slightly analyzed by economists. Unfortunately, for Ukraine, the issue
of writing off and restructuring debts in such a difficult period is extremely
relevant and vitally necessary

Characteristics of the structure of Ukraine’s external debt liabilities

After the Russian Federation launched a full-scale war against
Ukraine, the amount and structure of external state liabilities underwent
considerable changes. As of April 1, 2022, the state and state-guaranteed
external debt of Ukraine amounted to UAH 1,473.52 billion, or $50.37
billion USD. For comparison, at the beginning of 2022, the external public
debt amounted to UAH 1,300.12 billion (USD 47.66 billion), i.e. was 25.2%
of the country’s GDP®.

After the beginning of the full-scale invasion by the Russian
Federation, the amount of Ukraine’s external state and state-guaranteed debt
increased in hryvnia equivalent by 173.04 billion UAH and in dollar
equivalent by 2.71 billion USD’. Taking into account the forecasts of the
economic growth of Ukraine at the beginning of April, the amount of this
country’s external state liabilities amounted to 63.2% of GDP®. If the trends
retain until the end of the year, Ukraine's external debt burden may well
exceed 70%, which is significantly higher than the optimal level of 30-40%
[5, p. 93] (the dynamics of Ukraine's external public debt over the past 10
years is presented in the Figure).

® Ministry of Finances of Ukraine. Information note on the state and state-guaranteed debt
of Ukraine. Retrieved from https://mof.gov.ua/uk/derzhavnij-borg-ta-garantovanij-
derzhavju-borg

’ Taking into account the devaluation after the start of the full-scale invasion, the hryvnia
equivalent of the amount of foreign debt has increased by approximately 10%.

¥ According to the World Bank’s forecast, the expected reduction of Ukraine's GDP in 2022
will be 45%.
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Figure. Dynamics of national and state-guaranteed debt of Ukraine in
2011-2022, % of GDP

Source: statistical data of the NBU and the Ministry of Finance.

Thus, the trends in the emergence of public debt show that for Ukraine
external liabilities are becoming the dominant form of attracting financial
resources by the state, and the rate of growth of their specific weight is
becoming a threat to the national security.

The assessment of the difficulties in restructuring the external debt of
the Ukrainian state should be considered in two aspects, such as the
specific weight of the creditor and the weight of short-term payments,
during the period of 2022-2023. The second aspect currently constitutes
the greatest risk for the financial security of the state.

Regarding the first aspect — the specific weight of the creditor — the
structure of Ukraine's gross foreign debt includes four main components of
liabilities (less for guarantees):

1)  liabilities of the Ukrainian state on securities issued on the
foreign market (Eurobonds) — 48.1%, or $21.2 billion USD;

2) liabilities on loans granted for development or as financial
assistance from international financial organizations and the EU — 35.6%, or
$15.7 billion USD (29.4% of this amount is owed to the EU; 25.7% to the
IMF; and 44.8% to the IBRD, EIB and EBRD)

3) liabilities assigned to other categories, which account other
loans from the IMF, - 9.2% of external debt, or 4.1 billion USD;

8 ISSN 1605 - 7988. Economy and forecasting. 2022, No 2
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4) liabilities on loans of foreign governments and foreign commercial
banks - amount to 7.01% of total external debt, or 3.1 billion USD?.

As can be seen, in the structure of external liabilities, the largest part
is accounted for the debt under issued securities on foreign markets - 48.1%,
as well as for liabilities to international financial organizations and the EU -
35.6%.

It should also be noted that in the structure of external debt, Ukraine
has liabilities that appeared as a result of the 2015 agreement between the
Government of Ukraine and the International Committee of Creditors
regarding the restructuring of Ukraine's external debt. Under this agreement,
20% of debt liabilities, or 3.6 USD was written off and replaced by a
specific instrument - GDP warrants. Before the full-scale invasion of the
Russian Federation, these liabilities were potentially very burdensome. In
view of the expected decline of Ukraine's GDP, this problem is postponed,
but currently there are certain favorable conditions for its solution, which
will be discussed below.

With regard to the second aspect, that is the burden of short-term
payments in 2022-2023 (according to the NBU report™®), the costs of
servicing the external debt (interest payments and repayment of the
principal amount) for the government and the NBU will amount to 7.6
billion USD in 2022 and 8.2 billion USD in 2023". The distribution of
these costs is presented in the Table 1:

Table 1

Schedule of payments on external debt to non-residents in 2022-2023
(as of April 1, 2022), million USD

Payments in 2022 Payments in 2023

Ql QII QuUI | QIv Ql QII QI QIv

General
management 1338 860 2210 914 | 1304 932 3035 | 1131
sector

Principal

565 439 1485 | 584 561 527 2 363 855
amount

% For reference: in addition to the public administration sector, external liabilities of
Ukraine’s corporate sector are 49.2 billion USD. Of that amount, 3.4 billion USD accounts
for the deposit corporations (almost half of the liabilities are long-term loans) and 45.7
billion USD - for the sector of non-financial corporations (mostly long-term loans). Source:
official statistics of the external sector from the NBU.

1 NBU. Scheduled payments for external debt. Retrieved  from:
https://bank.gov.ua/ua/statistic/sector-external/data-sector-external#4

11 About 17% of these amounts is accounted for by the segment of domestic government
bonds owned by non-residents

ISSN 2663 - 6557. Economy and forecasting. 2022, No 2 9
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Table 1 (continued)

Interests 773 | 420 725 | 329 743 | 405 671 | 277
NBU 722 | 201 613 | 287 | 606 277 601 | 271
Principal 687 | 257 579 | 257 | 579 261 587 261
amount

Interests 35 34 34 30 26 16 14 10
Total 2060 | 1151 | 2823 | 1201|1910 | 1209 | 3636 | 1402
Principal 1252 696 | 2064 | 841 | 1140 | 788 | 2950 | 1116
amount

Interests 808 454 | 759 | 359 | 769 | 421 685 | 287
Including

IMF loans

(General

management | 870 324 872 [323 |81 | 295 1103 | 546
sector and

NBU)

Principal 810 | 257 | 800 |257 | 800 261 | 1072 | 523
amount

Interests 60 67 72 66 61 34 31 23

Source: NBU (2022, April 1). Schedule of payments on external debt to non-
residents as of Statistics of the external sector. Retrieved from:
https://bank.gov.ua/files/ES/Schedule.xIsx

As can be seen, the most intense in terms of payments are the third
quarters of 2022 and 2023, which account for 3.0 and $3.6 billion USD,
respectively. Of the total amount of servicing of external state liabilities in
2022-2023, 70% is accounted for by the repayment of principal debt
amount, and 30% by interest payments.

Also, most of the payments in 2022 and 2023 are related to interest
payments and servicing of government-issued Eurobonds (2.6 billion USD
in 2022 and 2.8 billion USD in 2023, respectively). Debt servicing to the
IMF (mainly repayment of previously taken tranches) for these years will
amount to 2.4 and 2.8 billion USD, respectively. The remaining 1.9 and 2.6
billion USD the servicing of external state liabilities is accounted for by
loans granted to Ukrainian government.

Assessment of available write-off and restructuring mechanisms
for state external debts

It should be noted that at the official level there is still no certainty as
to the need to write off part of Ukraine's external debt under the conditions
of war, economic losses and deteriorated global market situation. Although

10 ISSN 1605 - 7988. Economy and forecasting. 2022, No 2




Prospects and obstacles to the restructuring ... @

proposals to write off part of Ukraine's external official liabilities after the
full-scale invasion of the Russian Federation were repeatedly voiced by
deputies and experts [11], Ukraine’s Ministry of Finance officially opposes
such an initiative, insisting that it may complicate new borrowing. This is
certainly the case, but one should take into account that foreign private
investors are hardly willing to buy Ukrainian debt bonds in wartime as it is,
and any borrowing would take place either on Ukraine’s domestic market or
with international partner support.

In addition to war related reasons, the need for initiatives to write off
Ukraine's external debt should also be considered in a global context. J. Stiglitz
notes that after the pandemic strike on the world's economies, more than 100
countries with low and below-average income levels are now forced to pay
about 130 billion USD just to service their debts [1]. At the rising phase of
the cycle, debt growth even speeded up economic growth in such countries
[2], but after the commence of the global recession in 2009, servicing
external debts mostly began to restrain their development. In half of the
developing economies, the debt level exceeds 30% of their GDP [3], and in
a fifth of them it exceeds 70% [6, p. 127].

The rapid increase in the foreign debt in developing countries was
contributed by the measures taken by the developed countries to appease the
crisis and avoid large-scale bankruptcies. On the one hand, it is a global
decrease in interest rates [4], and on the other, large-scale monetary
emission and government spending [7, p. 20].

In early 2022, the World Bank published a report, where it gave
special attention to the threatening growth of sovereign debt in countries
with low and lower than average income levels during the pandemic [12].
According to the experts of the World Bank, for such countries, the main
way to overcome this risk is via restructuring the debt in combination with a
medium-term plan for fiscal, budgetary and economic reforms.

It is especially important for such countries to implement advance
restructuring, without expecting a default. Anticipatory restructuring,
according to the Fund’s specialists, takes less time than post-default
restructuring, and is accompanied by a smaller output decline and a shorter
period of exclusion of the country from the capital markets.

In general, international financial institutions - the World Bank, the
IMF, the EBRD - only work systematically with the restructuring of
external sovereign debt, while write-offs are episodic and occur in special
cases. Normally, such cases are associated with military conflicts or

ISSN 2663 - 6557. Economy and forecasting. 2022, No 2 11
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critically poor countries. However, with the exacerbation of the European
debt crisis of 2009-2018, more and more materials started to appear at the
level of international institutions, justifying the expansion of initiatives to
restructure and write off the sovereign debt of developing countries. In
particular, the note of the UNCTAD Secretariat "Development strategies
under the conditions of globalization: multilateral processes in the
management of sovereign external debt" [13] was devoted to this issue.

The most famous example of writing off most of the debt for the
Federal Republic of Germany took place in 1953. At that time, Germany
carried the burden of both war debts and post-war loans received, in
particular, from the USA, Great Britain, France, and Spain. Germany’s
debts accounted for about a quarter of the country’s national income, that is,
they were only half the size of the current Ukrainian ones. Nevertheless, an
agreement was reached in London that year, according to which 50% of the
debt was written off, while the payments for the second half were
restructured (postponed for 30 years, with the right to spend no more than
3% of export revenues on debt servicing). As a result, the last tranche was
only paid in 2010.

Such write-off practice, as well as the manner in which it was done,
became vital for the recovery of the entire post-war Europe [14]. Equally
vital for Europe is now Ukraine’s victory. Therefore, with the support of the
governments of European countries, it makes sense to remind this example,
at least within the limits of settlements with European institutions (EU,
EIB), which account for over 6 billion USD in Ukraine’s gross external
liabilities.

Other well known cases of debt write off include the following:

- the writing off Iraqg's debt in 2004 after the operation by the US and
allied forces in 2003 with a total size of 80% of the debt value;

- writing off 100% of Congo's debt (2.4 billion USD) - both due to
previous military conflicts and as a result of the economic recession in
2010;

- writing off Serbia’s 0.5 billion USD debt to Kosovo in 2009 after the
latter’s secession’?.

However, there are also known write-off cases caused not by war, but
by the consequences of difficult transformational reforms. For example, in

2 WB wrote off 550 million dollars from Serbia’s debt to Kosovo (2009, August 27). RBK-
Ukraine. Retrieved from
https://daily.rbc.ua/ukr/show/vb_spisal_s_serbii_550 mlIn_doll_dolga_kosovo 1251351779
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1993-1994, the Paris Club wrote off 50% of Poland's debt and 80% of its
interest, and the London Club wrote off up to 48% of Bulgaria's foreign debt.

Compared to write-offs, external debt restructuring initiatives have a
more systemic nature. Since the end of the 1980s, against the background of
severe debt crises in Latin American countries, such initiatives produced a
number of relevant mechanisms.

One of the first such mechanisms was the Brady Plan for debt
restructuring of developing countries (debt conversion and servicing cost
reduction) [15]. After a series of bankruptcies and a long debt crisis, the
bankers of the London Club were ready to accept non-repayment on part of
the loan in exchange for the certain and timely repayment of the remaining
loan. With this in mind, in 1989 US Treasury Secretary Nicholas Brady
announced a plan according to which the country would write off part of its
debt to creditors, with the remaining debt and interest guaranteed by long-
term US Treasuries. The Brady plan to reduce debt, combined with
strengthening the economies in the so-called "Brady 15 countries”, helped a
number of middle-income debtor countries return to financial stability.
However, most of the poor countries did not gain anything from the Brady
plan, since the bulk of their debt was to the Paris Club and IMF creditor
countries.

Against the background of further aggravation of the problem of
debtor countries in the world, in 1996, the IMF and the World Bank initiated
the so far largest debt relief program for the poorest countries - HIPC
(Heavily Indebted Poor Countries). The goal of this initiative is to ensure
that no poor country faces a debt burden that it cannot manage. In 1999, this
initiative was reviewed and its target nature expanded - now debt write-off
became conditioned by the allocation of funds released from debt servicing
to social policy and the fight against poverty.

To participate in this program, countries must meet certain criteria, as
well as commit to take measures to reduce poverty and show good results
along the way. At the initial stage, the IMF and the World Bank perform an
interim write-off of the debt, and subsequently the debt is written off in full
if the country fulfills its commitments.

In order to receive aid under the HIPC Initiative, a country must meet
the following four conditions: a) have the right to borrow from the
International Development Agency of the World Bank, which provides
interest-free loans and grants to the world's poorest countries, as well as
from the IMF's Poverty Reduction and Development Fund, which provides

ISSN 2663 - 6557. Economy and forecasting. 2022, No 2 13
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loans to low-income countries at subsidized rates; b) face an unbearable
debt burden that cannot be managed with traditional debt relief
mechanisms; c) have defined reform guidelines agreed with the IMF and
the World Bank; d) present a program document on the poverty reduction
strategy. Once a country achieves sufficient progress in meeting these four
criteria, the executive boards of the IMF and the World Bank formally
decide on its eligibility for debt write-off, and the international community
commits to reduce the debt to a level deemed acceptable.

The first stage in the HIPC Initiative is called the decision moment.
As soon as the country reaches the decision moment, it immediately gets a
certain reduction in debt payments. The second stage is the end point. In
order to receive full and irreversible debt write-off available within the
HIPC, a country must: a) adopt a follow-up program supported by IMF and
World Bank loans; b) satisfactorily implement the key reforms agreed at the
time of the decision; c) adopt and implement its own Poverty Reduction
Strategy within at least one year. When a country meets these criteria, it can
reach the completion stage, which allows it to receive full debt write-off
[16].

Presently, this is the most widespread mechanism. With its use, the
debt was eased for 39 of the world's poorest countries (low-income
countries according to the World Bank's classification), mainly African
countries with external debt-to-GDP ratio was 150-200%.

The HIPC mechanism requires participation of all creditors — both
government and commercial ones. The initiative aims at bringing the
countries’ debt servicing burden to an acceptable level (in exchange for their
rational budget policy), as well as a significant easing of the debt burden
and provision of a new aid. In order to become eligible for such aid, a
country must have a sufficiently low per capita income to meet the criteria
for preferential lending by the IMF and the World Bank, and its debt burden
must be deemed unbearable even after traditional measures to alleviate it
(such as those based on the Naples Conditions of the Paris Club).

One of the features of the HIPC Initiative is that it is based on the
participation of such creditors as the IMF, the World Bank and regional
development banks. Usually their loans cannot be written off. At the same
time, the Initiative stipulates a rather long procedure and operates with small
amounts of restructuring, and the country that has entered this program is
actually recognized as bankrupt.

14 ISSN 1605 - 7988. Economy and forecasting. 2022, No 2
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Given the impossibility of settling debt problems via restructuring
alone, the HIPC program was later supplemented by a multilateral debt
relief program (IMF, WB) - The Multilateral Debt Relief Initiative (MDRI).
Because of the excessive build-up of external debt by poor countries that
had long participated in the HIPC initiative, in 2006, at the G-8 summit in
Gleneagles, the World Bank, the IMF and the African Development Fund
joined forces to implement the Multilateral Debt Relief Initiative.

The mechanism of this initiative stipulates provides for 100%
cancellation of debts to these three organizations for all countries
participating in the HIPC initiative and reaching its final stage. The purpose
of the MDRI Initiative is to assist such countries in meeting the UN
Millennium Development Goals. As part of this program, the debt of 19
countries was partially written off.

The pandemic of 2020 gave a powerful impetus to the development of
initiatives to lighten the burden on debtor countries. Under its influence,
with the participation of leading international financial organizations, the
Program for Improving the Quality of Debt Management for the Countries
Most Affected by the COVID-19 Pandemic was developed. This program is
currently undergoing testing and hence is only partially applicable.

The general shortcoming of all the above mechanisms is their focus on
the poorest countries, resulting in the restructuring and write-off of
extremely small debt amounts - usually up to 1 billion USD. In the case of
other, more developed countries, in particular Ukraine, it is about tens of
billions USD. Besides, the process of accumulating sovereign debts has
become more complex. A large part of such debts come from non-
traditional creditors (private investors, official creditors that are not part of
the Paris Club, as well as related creditors, that is, state enterprises and
special companies) [12]. The non-transparent pattern of the holders of
public debt in such countries complicates the procedure for agreeing on
restructuring or writing off.

Despite the above mentioned difficulties, one should not
underestimate the benefits of any reduction Ukraine’s external debt. One
may get the impression that this year's payments are not too large and will
be covered with new loans from partner countries. By the end of 2022,
Ukraine's largest payments will fall on September, and for the year they will
amount to $7.6 billion USD. It is difficult to consider this amount
insignificant, since it is clear that every saved billion is currently essential
for Ukraine’s victory.

ISSN 2663 - 6557. Economy and forecasting. 2022, No 2 15
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Guidelines to minimize Ukraine’s external liabilities
in 2022-2023

Analysis of the presented structure of external debt liabilities gives
grounds to speak about the need to radically ease the burden of payments for
Ukraine in the period 2022-2023, which is the most difficult period for
public finances. This task should be completed as soon as possible, without
waiting for the periods of the greatest repayments, and for this purpose the
following should be kept in mind.

1. First of all, it is necessary to initiate the issue of reducing the share
of the debt burden associated with the servicing of Eurobonds and domestic
government bonds owned by non-residents. Such a step should be
considered the most realistic. For this purpose, it makes sense to consider
the possibility, with the support of the Paris Club of Creditors, to announce
a moratorium on interest payments on these liabilities until the end of
martial law in Ukraine, which would allow Ukraine saving more than 900
million USD in the first half of 2022. If martial law continues in the second
half of 2022, it will be necessary to consider appropriate postponement of
the deadline for their repayment, which would save more than 2.1 billion
USD.

2. Ukraine's debt to the governments of other countries is not a very
big amount - a total of 1.5 billion USD. In the structure of liabilities, there is
a certain amount of government and corporate liabilities to the government
of the Russian Federation and Russian banks (as of the end of 2021 — 610
million USD™). It makes sense to first of all cancel these liabilities by
writing them off.

3. The most difficult is the situation with Ukraine's liabilities to the
IMF and the World Bank. In 2022 alone, the government is to repay over 4
billion USD to these institutions. The difficulty is the absence of any
official IMF and World Bank debt restructuring mechanism suitable for
Ukraine. The existing debt restructuring mechanisms are rather specific and
focused primarily on the poorest countries. Restructuring or postponing the
repayments would be a significant assistance in protecting Ukraine’s the
financial security.

4. Settling the problem with GDP warrants, which was postponed due
to hostilities and significant losses of Ukraine’s economy. At the same time,
one should bear in mind that after the considerable decline of Ukraine's GDP

13 Statistical data from the Ministry of Finance as of 12.31.2021.
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during the war, in the post-war period, it should be expected that the rates of
recovery may have high nominal values. Then Ukraine's deductions to foreign
creditors under GDP warrants could reach amazing amounts. That is why the
problem of Ukrainian GDP warrants should be solved during the war.

Management of the part of the liabilities issued in the form of GDP
warrants

In accordance with agreement on the restructuring of external debt
between the Government of Ukraine and the International Committee of
Creditors of Ukraine, part of the payments (14.4 billion USD) due in 2015
was postponed for four years: from 2015-2023 to 2019- 2027 with
increased interest rate (7.75% instead of 7.2%). At the same time, 20% of
debt liabilities, or 3.6 billion USD, was written off and replaced by a
specific instrument - GDP warrants (or value recovery instruments - VRI)
on the following terms:

- payments are made annually from 2021 to 2040, if the nominal GDP
exceeds $125.4 billion USD (this level was already reached in 2018)

- BBII repayments depend on the growth rate of Ukraine's GDP: with
an annual GDP growth lower than 3% - no repayments; from 3 to 4% -
repayments in the amount of 15% of GDP growth; and over 4% -
repayments equal to 40% of the growth of Ukraine’s GDP;

- during 2021-2025, total repayments cannot exceed 1% of Ukraine’s
GDP, and after 2025, the amount of repayments is not limited.

GDP warrants are not a new tool, but their use has been so far
episodic. Since 2000, four cases of their use are known. Beside Ukraine,
these are Argentina in 2005 and 2010 and Greece in 2012. None of these
cases had a successful completion: Argentina returned to restructuring again
in 2016, and Greece over subsequent six years incurred a record level of
foreign debt [8, p. 46]. It is characteristic that recent known cases of
sovereign debt restructuring in 2020 (Argentina and Ecuador) no longer
include this instrument.

In Greece, the agreement with GDP warrants covers was the period
from 2015 to 2042. The country must pay 1% of the nominal value of 62.4
billion euros, provided that GDP growth rate exceeds 2-2.9%. In the case of
Argentina, 30-year GDP warrants were issued in 2005 and 2010. They were
to be paid in years when GDP growth exceeds 3%. And while Ukraine is to
pay creditors 15% or 40% of the amount exceeding the established GDP
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growth rate, Argentina only pays 5%**. That is, unlike Ukraine, in Argentina
and Greece, the total amount of repayments under GDP warrants cannot
even theoretically exceed the nominal value of the liabilities.

In Ukrainian case, there are some specific mechanisms of creditor
protection that were previously absent (or more ambiguous). In particular,
the put option, which allows the owners of Ukraine’s GDP warrants to
demand their redemption from the Ukrainian government at nominal value.
Besides, Ukraine is prohibited from settling with creditors on more
favorable terms than those stipulated in the agreement. Infringement of this
provision causes automatic default on the restructured liabilities. And there
are other special conditions for Ukraine [17].

Obviously, the reason for the limited use of GDP warrants is their
extremely unfavorable conditions for the issuer country. In particular, this
applies to the case of Ukraine [9, p. 114]. The conditions accepted by
Ukraine to some extent resemble a credit burden and practically exclude the
possibility of economic growth of Ukraine’s economy exceeding 4% - since
almost half of the amount over 4% will be a debt burden on this country’s
public finances.

If, during the post-war recovery, Ukraine’s economy recover at a rate
exceeding 10%, which is actually very realistic because of the low base,
government annual payments to warrant holders alone will reach 6 billion
USD. The calculated ratio of the rates of economic growth and the amount
of Ukraine’s additional debt after 2025 (without discount) is presented in
Table 2.

Table 2
Estimated annual payments for GDP warrants at different rates
of economic growth after 2025

GDP growth rates, % | Annual payment for GDP-warrants, billion USD

34 0-0.25
4-5 0.25-1.6
56 1.6-2.3
67 2.3-3.0
7-8 3.0-3.75
9-10 4.5-5.25

11-12 6.0-6.8

Source: authors’ own calculations.

% Ministry of Finances. Payments for GDP warrants. How much and to whom Ukraine will
pay for economic growth. Retrieved from https://minfin.com.ua/2020/02/20/40846523/
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However, it should be considered the worst option if, after several
years of economic growth at more than 5%, the Ukrainian economy will be
hit by a crisis. Then the government will have to pay billions dollars under
GDP warrants against the background of reduced economy and budget
revenues.

Even the IMF agrees that the requirements for the above instruments
are excessive, whose experts in the report on "The role of conditional state
debt instruments in the restructuring of sovereign debt" published on
November 19, 2020 [18], note that at an annual growth of 5%, the increase
in budget expenditures of Ukraine's GDP will amount to 0.55% of GDP.
And only with a GDP higher that 4%, repayments under GDP warrants will
remain at an acceptable level. According to IMF experts, GDP warrants
themselves seem to be a dubious instrument, as they have a non-standard
design, low liquidity and strongly depend on the influence of exogenous
factors, and their use is rather sporadic. Ukrainian scientists too note that
significant amounts of debt repayments until 2049, taking into account the
restructuring requirements of 2015, will lead to a complicated budget
situation, threating the long-term sustainability of Ukraine’s public finances
[10, p. 113].

Given the above, Ukraine needs to settle the problem of GDP warrants
as soon as possible. In the conditions of 2022, the prospects of profitability
of the above instruments remain rather uncertain, and therefore their price
on the market will remain minimal. Presently, two ways of solving the
problem of GDP-warrants in Ukraine are being considered: their buy-out
(with own or borrowed funds) and restructuring of liabilities.

The first way is the simplest and most desirable, but at the same time
the most expensive, since it involves the expenditure of about 3.5 billion
USD during two to three years. The basic difficulty of buying out GDP
warrants is the non-transparent structure of their owners. It is known that
negotiations on restructuring took place in 2015 with the Special Committee
of Creditors - an organization of holders of Ukrainian bonds who were
concerned with the restructuring. The committee included Franklin Advisors
Inc., BTG Pactual Europe LLP, TCW Investment Management Company
and T. Rowe Price Associates Inc. Since GDP warrants freely circulate on
the stock market, the circle of owners is currently even less defined. That is
why the second way (restructuring) has rather uncertain prospects. The
success of this measure mainly depends on interest by the warrant holders.
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Thus, the risks of a negative impact of the Ukrainian government’s
liabilities under the GDP warrants on this country’s economic development
increase, and the work on the buy-out or restructuring should be started as
soon as possible. The preferred way to solve the problem of GDP warrants
IS their buy-out on the market within two years. An alternative way should
be considered the conversion of the liabilities under GDP-warrants into
Eurobonds, with the involvement of the IMF, UNCTAD and EU structures
in the negotiation process. Such an option is supported by the negative
expert opinions of GDP warrants as an instrument that hinders economic
development.

Conclusions

The problem of public debt management under the conditions of war
and the expected contraction of the economy is critically important for the
financial security of the Ukrainian state. Releasing the Budget at least until
the end of 2022 from repaying interests on Eurobonds and domestic
government bonds in foreign currency, and from servicing loans granted by
foreign governments, would add more than 4 billion USD to the State
Budget, which would be very important for victory. In case of successful
postponement of the payments to the International Monetary Fund and the
EU, additional financial resources of the Ukrainian state will increase to 7.6
billion USA in 2022. Currently, there are no approved mechanisms for such
an effort, but, with the broad international support under the conditions of
war, the government’s persistent initiative should reduce the cost of
servicing Ukraine's official external liabilities during the period of martial
law.

Given the existing broad support by the governments of leading
foreign countries, the most promising for Ukraine would be the chance to
get the debt write-off of MFIs and governments of other countries by
analogy with other countries affected by the war (Germany, Iraqg, Serbia). In
doing so it is necessary to avoid non-standard restructuring schemes with
the issuance of burdensome financial instruments such as GDP warrants, as
happened to Ukraine in 2015.

The standard HIPC and MDRI debt restructuring programs are only
intended for the poorest countries. These programs have a well proven
working mechanism and are applied according to a defined procedure. At
the same time, if a country is not yet bankrupt, these programs are focused
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not so much on write-offs as on "relief" of the debt burden. That is, to a
greater extent, they provide restructuring or an opportunity to use payments
to fight poverty.

In case of critical losses of the economy and falling into the group of
the poorest countries, Ukraine could apply to the HIPC and MDRI
programs. In this case, it is necessary to count not so much on write-offs,
but rather on alleviation of the debt burden (by deferring repayments) and
on directing the costs of debt servicing to the reconstruction of the destroyed
infrastructure.

In order to strengthen Ukraine's position in negotiations with creditors,
it is necessary to rely on relevant opinions from experts of international
financial institutions (in particular, the IMF, the World Bank, and
UNCTAD), in which they emphasize the vital need to review the external
public debt of developing countries. It is advisable to take advantage of this
point and contact the Paris Club of Creditors with a justification of
Ukraine’s need to restructure this country’s existing official liabilities under
the ongoing large-scale military aggression against Ukraine.
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30BHIIIHIX JEPKABHUX 3050B'SI3AHb YKPATHHU B
YMOBAX BIMHUA

Y cmammi npoaHanizoeaHo cmpykmypy 308HIULHIX
6opzosux 30608's13aHb 3a nepiod 3 2011 p. no 2021 p. ma y
nepio0 3 nouamky = NOBHOMACUULMAOHO20  8MOP2HEHHSL.
BusHaueHo, w0 308HIWHI OeprKasHi 30008's13aHHSL cmaHymo
OOMIHYIOUOK) (POPMOHO 3ANYUEHHSL (PIHAHCOBUX pecypci8 Y
OdepokasHuil 6r00kem, a ix cyma 3 Ypaxys8aHHSIM NPO2HOIHUX
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2023 pokie. 3pobneHo eucHoeok, wio Ha nouamok 2022 p.
HallbLibuwy numomy eazy Yy cmpykmypi 308HIUHIX 300608's13aHb
cmarosuna 3abopzoeaHicmb 3 BUNYWEHUMU  UIHHUMU
nanepamu HA 308HIUHIX PpUHKAX ma 30008513aHHST nepeo
MUKHAPOOHUMU piHaHcosumu opzarizayiamu ma €C. OcHo8Hi
suniamu 3a HUMU npunadaroms Ha mpemi keapmanu 2022 p.
ma 2023 pp. (3,0 ma 3,6 mapo oon. CIIA 8i0nogioHo), Ha
cnuiamy e8idcomkis npunadae 30% 3 yciei cymu suniam.

PozznsaHymo  MOXKAUBL  MEXAHIBMU  CNUCAHHSL  ma
pecmpyxkmypusauii 308HILUHIX 60p2i8 OeprKasu 3 Ypaxy8aHHIM
MUDKHAPOOHO20 00C8I0Y NO8’S13aH020 13 KPpU3aMU ma 80EHHUMU
KoHgikmamu. IIpoaHanizo8aHO MaKi MExXaHi3MU CRUCAHHSL ma
pecmpyKkmypusauii 308HIUHbOI 3abopzosaHocmi: [Inan Bpetioi
ons  pecmpykmypusauyii ~ 3abopzosaHocmi KpaiH, wo
P038UBAOMbCSL; NPOZPAMU Nosle2uleHHsl bopay Ot HATOIOHIUWUX
Kpain — HIPC (heavily indebted poor countries) ma MDRI (The
Multilateral Debt Relief Initiative).

BusHaueHo Hanpsimu pobomu 3 MIHIMI3AUIL 308HIUUHIX
30608's13aHb YrpaiHu y 2022-2023 pp. 3pobneHo 8ucHO80K
w000 IHIUIFOBAHHSA ee0eHHs nepemosuH CMOCOBHO
pecmpykmypu3auyii ma CnuCaHHs 308HIUHBL020 60pP208020
HaBAHMAIKEHHST Ol NOJe2UWEeHHsT msieapsi eunaiam no
308HIWLHIX 6opeax, 30kpema i BBII-eapparmis. Taxe 3a80aHHS
nosuHHo bymu 30ilicHeHe sikHatiweuodwe 00 nepiody HACMAHHS
HaUbUtbuwux suniam ma 3 YpaxysaHHAM HASIBHOI NiIOMpPUMKU
Yypsioie NPo8iOHUX THO3EMHUX KPaiH18,

Knrouoei cnoea: oepxasHuil 6ope, 308HIULHI 60pzo8i
30608's13aHHA Oepxxasu, BBII-eappaHmu, pecmpyKkmypus3ayis
ma cnucaHHsl 308HIULHBL0O20 60p2Yy, 308HILUUHL OepIKABHL NO3UKU

18 [Tybnikamiro marotosieHo B Mmexxax BukoHanas H/IP "3a0e3nedenHs eeKTUBHOCTI
TPOIIIOBO-KPEAUTHOI MOJITHKY B YKpaiHi B yMOBaxX ri00aabHOT eKOHOMIYHO1
nectabimizamii” (Ne gepxpeectpartii: 0121U000024).
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