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Background

Between 2017 and 2022, 11 Emerging Markets (EM) sovereigns defaulted,
representing approximately 15% of the Emerging Markets Bond Index (EMBI) weight
taken 12 months prior to default'. These defaults can be categorized into three
distinct groups based on the catalysts that drove each country into default:
pre-COVID self-induced, COVID-induced, and war-induced.
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Pre-COVID Self-Induced Defaults: Countries like Argentina, Venezuela, Lebanon and Ecuador
faced defaults due to poor policies that made them vulnerable to external shocks such as

rising interest rates, a strong dollar or commodity price volatility. High debt levels from fiscal
mismanagement and weak external buffers made these countries more susceptible to capital flight.

COVID-Induced Defaults: These defaults occurred in countries with elevated credit vulnerabilities,
as reflected in their pre-pandemic credit ratings (all single Bs or lower). The COVID-19 shock was
merely a tipping point that pushed their debt into unsustainable territory. This group includes Zambia,
Ghana, Sri Lanka and Suriname.

War-Induced Defaults: Ukraine, as the country attacked in the war, shifted its financial priorities

to defense and self-preservation, leading to a consensual two-year standstill with investors until
August 2024. Meanwhile, Russia and Belarus defaulted entirely due to U.S. sanctions, which made it
impossible for them to pay their foreign debts despite their willingness to do so.

Figure 1 | Recent Emerging Markets Sovereign Eurobond Defaults

Default Date Of. Amount Outstanding EMBI Welghf:
Country Year Restructuring Pre-Default (USD bn) Pre-Restructuring
Completion (% of Index)
Venezuela 2017 n.a. 30.8* 11%
Lebanon 2020 n.a. 31.3 1.9%
Self-Induced
Argentina 2020 Sep-20 65.0 1.3%
Ecuador 2020 Jul-20 174 2.4%
Suriname 2020 Dec-23 0.7 0.1%
Zambia 2020 Jun-24 3.0 0.3%
COVID-19 Induced
Sri Lanka 2022 Dec-24 12.5 0.8%
Ghana 2022 Sep-24 13.2 1.6%
Ukraine 2022 Sep-24 19.7 2.3%
Russia-Ukraine War Belarus 2022 na. 35 0.4%
Induced
Russia 2022 n.a. 37.0 2.5%

*excludes PDVSA
Sources: MIM, JP Morgan as of February 2025

Restructuring Progress

By the end of 2024, seven of the 11 defaulted EM countries have successfully restructured their debt.
Ecuador and Argentina both restructured in 2020, achieving enough voluntary investor participation
to trigger their bonds’ Collective Actions Clauses (CACs). Neither of these restructuring efforts
featured a meaningful haircut to the outstanding notional value but instead aimed to create fiscal
breathing space by dramatically reducing debt service costs and lengthening repayment terms.
Both processes were relatively expedient when compared to the other five restructurings discussed
below, perhaps because each country had an incentive to move quickly and take advantage of the
very weak market sentiment during the depth of the pandemic to achieve more favorable terms.

The restructurings completed in 2024 (Suriname, Zambia, Ghana and Sri Lanka) took longer due to
complex creditor dynamics and concerns over burden sharing and comparability of treatment. There
were also challenges with the G20’s untested Common Framework for Debt Treatments (used in
Ghana and Zambia). Also, investors seemed to believe they would benefit from the passage of time as
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each country recovered from the pandemic, and they were generally willing to take a bigger hit today

in exchange for some exposure to favorable outcomes in the future. In all these cases, the IMF played a
crucial role in determining the magnitude of cash flow relief required from creditors to reestablish long-
term debt sustainability, considering each country’s specific economic conditions and political realities.

As of February 2025, four countries remain in default with little hope for imminent progress.
Extremely high political uncertainty and gridlock in Venezuela and Lebanon is preventing progress
with debt restructuring in those countries, while Russia and Belarus will remain in default while
sanctions are in place.

On a brighter note, in 2024, we observed a very positive trend for other EM distressed sovereigns.
Notably, several distressed countries avoided default and now look more sustainable due to increased
international support and progress with reforms. This group includes Egypt, El Salvador, Ecuador,
Argentina and Pakistan. See chart below for price recovery from the 2022 downturn through present.

Figure 2 | Recovery Stories ($)
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Source: Bloomberg LP as of January 31, 2025

New Bonds and Innovations

As of January 31, 2025, there are 34 new bonds actively trading on the market settled from the
seven restructurings completed over the previous five years. These bonds collectively make up
approximately 7% of the EMBI (see complete list in appendix).

Considering the cash flow relief required in each country, and the small haircuts applied to the
notional debt stock, the outcome of these restructurings was new bonds with longer maturities and
low coupons. However, sinking amortization profiles and coupon step-ups were included to allow
some value recovery for investors. Of the 34 restructured sovereign bonds, all but one opted for
some combination of sinkers and/or step-ups (Ghana 26s are a zero-coupon bullet).

State-Contingent Debt Instruments (SCDI) became a common feature among the 2024
restructurings, with only Ghana able close its deal without including one. SCDIs offer upside to
investors, tying future adjustments to some objective criteria that can be verified on or by a specific
measurement date in the future. Valuing these bonds requires complex financial modeling using
probabilistic macroeconomic forecasting. For investors to have any confidence in the potential
upside offered by these instruments, they should develop a reliable valuation model while regularly
updating their macroeconomic forecasts to align with the progress seen in each country. We believe
such a model can provide ongoing insight into how the market is pricing the underlying assumptions
in each case relative to an investment team’s own baseline expectations.
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Below we will focus on the SCDIs issued by each country and visually illustrate their unique features
in the accompanying graphs.

Innovative SCDIs: Country by Country

Zambia: The 2053 SCDI bond as issued has a 0.5% coupon to maturity, resulting in a very low
present value at Zambia’s prevailing market yield. However, if triggered, the bond’s final maturity
would be shortened to 2035, its cash coupons would rise materially, and it would receive a sizable
capital reinstatement from additional paid-in-kind (PIK) coupons, resulting in a significant increase in
net present value (NPV). There are two conditionalities that would trigger these bond enhancements,
both measured in eight different windows between 2026 and 2028. The first condition is met if

the country’s ratio of exports-to-fiscal revenue ratio exceeds a certain level, measured as a three-
year rolling average, as referenced in the debt sustainability analysis (DSA) that is part of Zambia’s
Extended Credit Facility (ECF) with the IMF. The other trigger is related to Zambia’s debt-carrying
capacity (DCC), which is set by the World Bank’s Composite Indicator (Cl) score, a measure of a
country’s capacity to take on debt. Currently, Zambia has a “weak” DCC level of 2.67. The trigger is
set at 2.69, which is the threshold for countries with “medium” debt carrying capacity.

Figure 3 | ZAMBIN 50 Amortization/PIK Profile (% of FV)
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Figure 4 | ZAMBIN 50 Coupon Step-Up Schedule (% of FV)
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Suriname: The debt exchange featured a Value Recovery Instrument (VRI), a form of SCDI-linked
to the potential royalty stream paid by an offshore oil field, Block 58 or GranMorgu. The project,
with allegedly 750mn barrels of oil in potential reserves and an expected production of 220k bpd
at peak, is scheduled to start producing by 2028. Given that the cashflow stream for the bonds
would come from an oil field that is in its initial stages of development, investors would need

to assume the conditions for those royalties to materialize—e.g., future oil prices, production
estimates, development delays, the rate of reserve decline, etc. In the table below, we show our
NPV projections for this instrument based on cash flows using different oil prices and production
scenarios and a discount rate of 9.5%. We also assume first oil will occur by 2028, with a two-year
ramp-up to peak production that then would be sustained for around six years.

Figure 5 | SURINM 9 12/31/50 (VRI) Price Sensitivity to
Brent Prices and Block 58’s Peak Production

Brent Price (USD pb)

Production

(kbpd) 70

100 70
76 86

140 92 97 101
180 92 98 103 107 109
220 104 109 12 14 17

Sources: MIM, Bloomberg LP as of February 13, 2025
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Ukraine: A proactive restructuring of eight instruments included a feature that would increase the
principal of the overall restructuring by as much as 12%?2 in 2029 if GDP growth outperforms a certain
YE2028 level, as reported in the IMF’s October 2029 World Economic Outlook (WEO) publication.
This “uplift” is reflected in just two of the restructured bonds (B35s and B36s) that are imbedded
with an SCDI structure. These two securities have a relatively normal base structure with coupon
step-ups and bullet maturities that look much like Ukraine’s other restructured notes. However, only
the holders of these instruments would receive the newly issued “additional B bonds” in 2029, with
the number of bonds received dependent on the magnitude of the economic outperformance, with a
maximum number of bonds equivalent to ~95% of PAR value delivered if growth exceeds the target
by 7.5 percentage points or more. Conversely, if growth does not exceed the target by more than
three points, no new bonds would be delivered. A scaled sample of new bonds to be issued at each
level of GDP growth outperformance is shown below.

Figure 6 | UKRAINE B2036 Capital Reinstatement Profile (per 100)
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Figure 7 | Ukraine B2036 Coupon Step-Up Schedule (% of FV)
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Sri Lanka: The exchange included four SCDlIs, called Macro-Linked Bonds (MLBs), that would see a
significant coupon step up and a capital reinstatement if certain economic growth criteria are met,
which would essentially reduce the original haircut undergone in the restructuring exchange. If both
conditions are met, the capital reinstatement could be as high as 122% of each MLB’s par value.
However, unlike the other sovereign restructurings, where only upside optionality is imbedded, Sri
Lanka’s MLBs protect the sovereign from future hardship by building in an additional haircut if GDP
were to fall below a certain level. In this event, the capital adjustment could reduce par value by as
much as 21%. The first criteria would be Sri Lanka’s USD nominal GDP exceeding (or falling short) of
the IMF’s DSA baseline projection as outlined the country’s EFF program report as a starting point,
measured by 2028. The second criteria is the need to outperform a cumulative real GDP growth
rate of 11.1% between 2024 and 2027, used as the sovereign’s “protection” variable (against currency
volatility, for example). The potential adjustments to capital balances are shown in the graphic below.

Figure 8 | MLB 2038 Coupon Step Up Schedule per Scenario (% of FV)
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Figure 9 | MLB 2038 Amortization/Capital Reinstatement Profile (% of FV)
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Conclusion

The past year has seen significant progress and innovation in EM debt restructurings, with SCDIs
offering material upside for investors over the longer term. However, the challenges associated
with SCDIs highlight the need for careful consideration and expertise in their implementation and
valuation. The variability of these instruments can lead to increased payments that might be too
large for the specific country’s situation at the time of the “trigger,” potentially making the debt
unsustainable again. Furthermore, conventional pricing services are ill-equipped to handle the
complexities of SCDIs, and so valuing these instruments requires intricate, in-house modeling,
typically with a probability-weighted pricing approach. We believe teams with strong modeling
capabilities will have a distinct advantage in navigating these complexities and maximizing the
benefits of SCDls.

Appendix: New Sovereign Bonds Arising from 2020-2024 Restructurings

EMBI Weight
Country AMNT OUT (USD bn) % (01/28/25) Sinking | Step-Ups SCDI
ECUA 6.9 30 3.04 0.3 X
ECUA 0 30 1.00 01 X X
Ecuador
ECUA 5.5 35 6.50 0.6 X X
ECUA 5 40 2.98 0.2 X X
ARGENT 129 2.37 041 X
ARGENT 0.75 30 14.16 0.7 X X
ARGENT 4.125 35 20.50 0.8 X X
Argentina
ARGENT 5 38 1.4 0.5 X X
ARGENT 3.5 41 10.48 0.4 X X
ARGENT 4.125 46 2.04 01 X X
SURINM 33 7.35 0.68 01 X X
Suriname
SURINM 50 9 0.35 n.a. X
ZAMBIN 33 5.75 1.37 0.2 X X
Zambia
ZAMBIN 53 0.5 1.37 041 X X
UKRAIN 1.75 29 117 041 X
UKRAIN 1.75 34 3.15 0.3 X
UKRAIN 1.75 35 2.95 0.2 X
UKRAIN 1.75 36 2.46 0.2 X
Ukraine
UKRAIN 0 30 0.53 01 X
UKRAIN 0 34 1.98 01 X
UKRAIN 0 35 1.63 01 X X
UKRAIN 0 36 1.36 01 X X
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Appendix: New Sovereign Bonds Arising from 2020-2024 Restructurings (Con’t)

EMBI Weight
Country AMNT OUT (USD bn) % (01/28/25) Sinking | Step-Ups SCDI
GHANA 0 26 0.31 n.a.
GHANA 5 29 2.88 0.3 X X
Ghana GHANA 0 30 0.61 0.1 X
GHANA 5 35 414 0.4 X X
GHANA 1.5 37 113 n.a. X
SRILAN 4 28 1.53 0.2 X
SRILAN 3.130 1.09 01 X X X
SRILAN 3.35 33 213 0.2 X X X
Sri Lanka SRILAN 3.6 35 1.44 0.2 X
SRILAN 3.6 36 1.00 0.1 X X X
SRILAN 3.6 38 2.00 0.2 X X X
SRILAN 138 113 n.a. X

Sources: MIM, JP Morgan as of January 28, 2025

Endnotes

' Source: JP Morgan. Data used for calculation based on JP Morgan EMBI Global Diversified; Dates used for calculation:, Venezuela:
June 30, 2019, Lebanon: June 28, 2019, Argentina: September 30, 2019, Ecuador: July 21, 2019, Suriname: December 31, 2019,
Zambia: June 28, 2019,Sri Lanka: December 31, 2021, Ghana: September 30, 2021, Ukraine: September 30, 2021, Belarus: March
31, 2021, Russia: March 31, 2021

212% in additional principal is $2.8bn in new bonds on a restructured base of $23.5bn
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