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A market-friendly debt suspension – for now 

◼ After multiple assertions that it would continue servicing its debt, Ukraine's government finally 

gave in to the inevitable, proposing to suspend Eurobond payments for two years and offering a 

voluntary reprofiling to investors. The G7 and Paris Club announced a similar plan to suspend 

Ukraine's debt service until the end of 2023. With no haircuts involved, bondholders are likely to 

accept the proposal.  

◼ Reprofiling will save Ukraine about $6bn over the next two years. While helpful, the figure pales 

alongside Ukraine's fiscal gap, which, even after restructuring, will come to $5bn-$6bn a month. 

The country will continue to rely on external funding to finance the gap. And as the funding for 

the most part is in the form of loans, not grants, further, less market-friendly restructuring will 

likely be needed in 2024.  

The Ukrainian government proposed to suspend debt repayment on its Eurobonds (amounting to $19.6bn) 

for 24 months, until 1 August 2024. The interest due will continue to incur and will be paid at the end of the 

two-year period. No haircuts were proposed. The same extension applies to the $3.2bn in GDP-linked 

warrants, with GDP-related repayments being lowered from 1% to 0.5% of GDP in 2025 (when payments 

will be based on 2023 GDP growth). However, the proposal includes a call option to buy back the warrants 

at their nominal value – which would be equivalent to a comprehensive restructuring, given that the 

warrant bears huge upside risk in terms of payments once recovery begins and GDP growth rates may 

reach levels much higher than the required minimum of 3% for payments to be triggered.  

The proposal envisages a voluntary reprofiling, stipulating that should investors disagree with the proposal 

the government will continue to service the debt as specified in the contracts. The holders of Ukraine's 

GDP-linked warrants have until the evening of August 5 to decide on their vote, and the holders of 

Ukraine's Eurobonds until the evening of August 9. As such, depending on the contract, such voluntary 

reprofiling may not be considered a default for CDS purposes, although it will still be considered a default 

by credit rating agencies (most likely selective default, followed by an upgrade to CCC once voluntary 

exchange rakes place). 

 

Chart 1: Monetisation of fiscal deficit accompanied by draw-down of FX reserves 

 
Source: Oxford Economics/Ukraine Ministry of Finance/Haver Analytics 
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https://mof.gov.ua/en/news/ukraine_announces_liability_management_transactions_on_its_eurobonds_and_gdp-linked_securities-3531
https://www.reuters.com/article/uk-ukraine-gdp-warrants-factbox-idUKKCN1BQ1V2
https://www.reuters.com/article/uk-ukraine-gdp-warrants-factbox-idUKKCN1BQ1V2
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This decision was immediately followed by a joint announcement from the G7 and Paris Club about their 

intent to suspend principal and interest payments on bilateral debts from 1 August 2022 until the end of 

the year 2023, with the possibility of extending the suspension a year. 

The proposal, along with support from both private and public debt holders, is in line with the US “Ukraine 

Comprehensive Debt Payment Relief Act of 2022” – a bill that passed the House of Representatives but was 

yet to become law. 

With no haircuts involved, the proposal is market-friendly, given the scale of the destruction of Ukraine's 

economy. Most investors are likely to accept it – Ukraine needs two-thirds of bondholders to agree for the 

plan to be considered voluntary reprofiling. (The same cannot be said about GDP-linked securities, where 

Ukraine may struggle to reach the 75% of holders needed.) In fact, the Ministry of Finance said in its 

statement that the largest bondholders – Amia Capital, BlackRock, Fidelity International, and Gemsstock, 

among others – had given their support.  

Ukraine’s Eurobonds due 2032 were trading at 18 cents to the dollar after the announcement, having fallen 

since mid-May from a temporary peak of 40 cents, when FX reserves started to slide and inflow of external 

support proved slower than initially expected.  

Such levels, however, suggest that investors expect another restructuring in 2024. And the reason more 

comprehensive restructuring is not being proposed now is because one cannot do a reliable debt-

sustainability analysis, given political and economic uncertainty. The key to Ukraine's future debt level will 

lie in the exchange rate and economic recovery, which currently cannot be reliably forecast. NBU's decision 

to fix the UAH at a lower level of 36.57/$ is sensible from the macro-financial perspective but will further 

increase the debt level (our forecast is for debt to increase from 50% in 2021 to about 80% this year).  

Economic rationale and impact 

The decision comes as no surprise. As we wrote earlier, Ukraine’s macroeconomic policy mix has become 

unsustainable – a collapse in tax revenues, combined with slow inflow of external grants and loans, meant 

that the onus on financing the fiscal gap of $5bn-$7bn per month (including debt service payments) has 

been on the NBU, whose government debt purchases reached $7.7bn as of mid-July. In average monthly 

terms, that is equivalent to about 14.6% of forecast 2022 GDP. With pressure building on the fixed official 

exchange rate (until today, at UAH29.25/$), NBU finds itself in a vicious circle – of buying more and more 

government debt, which it then sterilises via FX interventions. In June alone, it spent $4bn intervening, with 

FX reserves falling to $22.7bn from $25.1bn a month earlier. Chart 1 shows the dangerous combo of a 

growing fiscal deficit and accompanying FX interventions (in equivalent UAH terms). 

Chart 2: Reprofiling will allow Ukraine to save about $6bn over the next two years 

 
Source: Oxford Economics/Ukraine Ministry of Finance, amounts outstanding as of 1 June 2022.  
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https://www.kmu.gov.ua/en/news/mizhnarodni-partnery-ukrainy-u-g7-i-chleny-paryzkoho-klubu-kredytoriv-oholoshuiut-pro-vidstrochennia-platezhiv-z-obsluhovuvannia-borhu-dlia-ukrainy
https://mof.gov.ua/en/news/ukraine_announces_liability_management_transactions_on_its_eurobonds_and_gdp-linked_securities-3531
https://my.oxfordeconomics.com/reportaction/C1E9eE73Ae8542379b2a10/Toc


A market-friendly debt suspension – for now 

Page 3 Evghenia Sleptsova - esleptsova@oxfordeconomics.com 

Suspension of debt service will provide a temporary reprieve, saving Ukraine about $6bn over the next two 

years (see Chart 2, which includes all official and private debt; although multilateral debt – IMF and World 

Bank – is likely to continue to be serviced). But that won't solve the challenge of funding a fiscal gap that is 

running at a $5bn-$6bn level each month (including both fiscal deficit and domestic debt-service costs, 

even after debt reprofiling). This restructuring, therefore, is little more than a technical correction. The 

country will continue to rely on external funding, the pace of which will be critical in determining Ukraine's 

ability to cope both socially and militarily with the war. And with most of the funding in the form of loans 

rather than grants, the resulting debt burden is likely to be such that a further, less market-friendly 

restructuring will be needed in 2024.  


