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Bail-Outs vs Bail-Ins: For Creditors 

Bail Out Bail-in  “Burden Sharing” 

IMF & Multilateral 

Approach 

 If liquidity crisis, not solvency 

crisis 

 Contagion & other risk 

considerations – countries 

available for bailout without 

burden sharing condition 

 If insolvent, incumbent to 

burden share – and as 

soon as possible 

 Avoid serial failed 

programs 

Country Approach  Politically often the most 

interesting option 

 But are you better off in the 

long term by kicking the can 

down the road? 

 Need to manage 

reputational issues: Best 

if done only when forced 

to by IFIs 

If you need to “burden share” – next problems:   

How much, when, and process management……. 
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How Much:  Example Burden Sharing Options  

Strength Burden Sharing Example Execution Considerations 

Example NPV 

Savings* 

None 

 

 

 

 

 

 

Medium / Light 

 

 

 

 

 

 

Medium / 

Strong 

 

 

 

 

Maximum 

 

Full Bail Out in Cash Cash provided by IFIs  Risk born by IFI lenders; market 

lenders are subordinated and have 

higher long term risk, even if in short 

term bonds trade up from reduced 

default risk. 

0% 

Debt Extension 3 – 5 Years 

at Current Coupon 

1:1; no Haircut 

Uruguay 2003  Bondholders may receive full 

recovery – hence best for future 

market access 

 Interesting as potential quick action – 

avoids letting any creditors “out of the 

system” 

15% 

 

Debt Extension 3 – 5 Years 

and Cut Coupon 20 – 40% 

1:1; no Haircut 

Jamaica, Ukraine, Pakistan  Cost born by investors – generally 

allows trade up in bond price from 

depressed level if in context of 

credible additional support from 

multi-laterals 

25% 

Haircut of principal and/or 

massive maturity extension 

(10 – 30 years) 

Greece, Argentina, Ecuador  Substantially damaging for investor 

base 

 Long period before market access 

normalizes. 

50% - 75% 

* NPV Savings calculations are often highly model dependent.  Complex interplay with future funding cost 

assumptions in long horizon analyses 
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The Analysis and Politics of Burden Sharing Can Get Deeply Confusing 

 The basic case of requiring burden sharing when needed is straightforward.  If it is 

economically required – do it, and quickly. Everyone is better off – including 

creditors 

 The complex cases – such as the Eurozone – is when you have tremendous 

interplay between the isolated “NPV” model savings of burden sharing vs potential 

long term increased borrowing cost of having lost market confidence.  Cost 

savings in Greece – and massive cost to the rest of the Eurozone – was the Greek 

messy default worth it on a system wide basis?  

 Politics at IFIs, bilateral, multilateral lenders.  Treatment of an individual country 

may sometimes be influenced by what is going in other countries – they may be 

driven by precedent worries rather than your unique circumstances. 

 Usually the creditors are foreign creditors and the losses are born outside of the 

country (75% of Argentina and Greek creditors, for example).  What do you gain if 

the holders of the debt are largely local financial institutions? – is the restructuring 

a zero sum game when knock on economic effects are taken into account? 
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Managing a Burden Sharing Process  

 The conflict of admitting you need help & requirements to continue interim funding   

 Legal risks and constraints 

 Economic analysis of the real long term costs and benefits 

 Maximizing fairness of process in a fundamentally unfair/painful process  - How to 

share the burden of the burden sharing among the market constituents 

 Safely managing any creditor consultations 

 Maximize benefit of any unique assets (i.e. real estate, special features) 

 Managing the IMF and other IFIs through the process 

 Getting the best possible advisors 

 Creating your own confidential team 

 Dealing with the stress! 
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Citi believes that sustainability is good business practice. We work closely with our clients, peer financial institutions, NGOs and other partners to finance solutions to climate change, develop industry standards, reduce our own 

environmental footprint, and engage with stakeholders to advance shared learning and solutions. Highlights of Citi’s unique role in promoting sustainability include: (a) releasing in 2007 a Climate Change Position Statement, the first US 

financial institution to do so; (b) targeting $50 billion over 10 years to address global climate change: includes significant increases in investment and financing of renewable energy, clean technology, and other carbon-emission 

reduction activities; (c) committing to an absolute reduction in GHG emissions of all Citi owned and leased properties around the world by 10% by 2011; (d) purchasing more than 234,000 MWh of carbon neutral power for our 

operations over the last three years; (e) establishing in 2008 the Carbon Principles; a framework for banks and their U.S. power clients to evaluate and address carbon risks in the financing of electric power projects; (f) producing equity 

research related to climate issues that helps to inform investors on risks and opportunities associated with the issue; and (g) engaging with a broad range of stakeholders on the issue of climate change to help advance understanding 

and solutions. 

Citi works with its clients in greenhouse gas intensive industries to evaluate emerging risks from climate change and, where appropriate, to mitigate those risks. 

efficiency, renewable energy & mitigation 
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IRS Circular 230 Disclosure:  Citigroup Inc. and its affiliates do not provide tax or legal advice.  Any discussion of tax matte rs in these materials (i) is not intended or written to be used, and cannot be used or relied 

upon, by you for the purpose of avoiding any tax penalties and ( ii) may have been written in connection with the "promotion or m arketing" of any transaction contemplated hereby ("Transaction") .  Accordingly, you 

should seek advice based on your particular circumstances from an independent tax advisor.

Any terms set forth herein are intended for discussion purposes only and are subject to the final terms as set forth in separate definitive written agreements.  This presentation is not a commitment to lend, syndicate a financing, 

underwrite or purchase securities, or commit capital nor does it obligate us to enter into such a commitment, nor are we acting as a fiduciary to you. By accepting this presentation, subject to applicable law or regulation, you agree to 

keep confidential the information contained herein and the existence of and proposed terms for any Transaction.

Prior to entering into any Transaction, you should determine, wi thout reliance upon us or our affiliates, the economic risks and merits (and independently determine that you are able to assume these risks) as well as the legal, tax and 

accounting characterizations and consequences of any such Transaction.  In this regard, by accepting this presentation, you acknowledge that (a) we are not in the business of providing (and yo u are not relying on us for) legal, tax or 

accounting advice, (b) there may be legal, tax or accounting risks associated with any Transaction, (c) you should receive (and rely on) separate and qualified legal, tax and accounting advice and (d) you should apprise senior 

management in your organization as to such legal, tax and accoun ting advice (and any risks associated with any Transaction) and our disclaimer as to these matters.  By acceptance of these mate rials, you and we hereby agree that 

from the commencement of discussions with respect to any Transaction, and notwithstanding any other provision in this presentation, we hereby confirm that no participant in any Transaction shall be limited from disclosing the U.S. tax 

treatment or U.S. tax structure of such Transaction.  

We are required to obtain, verify and record certain information that identifies each entity that enters into a formal business relationship with us.  We will ask for your complete name, stree t address, and taxpayer ID number.  We may 

also request corporate formation documents, or other forms of identification, to verify information provided.

Any prices or levels contained herein are preliminary and indicative only and do not represent bids or offers.  These indications are provided solely for your information and consideration, are subject to change at any time without notice 

and are not intended as a solicitation with respect to the purchase or sale of any instrument.  The information contained in thi s presentation may include results of analyses from a quantitati ve model which represent potential future 

events that may or may not be realized, and is not a complete an alysis of every material fact representing any product.  Any est imates included herein constitute our judgment as of the date he reof and are subject to change without 

any notice.  We and/or our affiliates may make a market in these instruments for our customers and for our own account.  Accordingly, we may have a position in any such instrument at any time.

Although this material may contain publicly available information about Citi corporate bond research, fixed income strategy or economic and market analysis, Citi policy (i) prohibits employees from offering, directly or indirectly, a 

favorable or negative research opinion or offering to change an opinion as consideration or inducement for the receipt of business or for compensation; and (ii) prohibits analysts from being compensated for specific recommendations 

or views contained in research reports.  So as to reduce the pot ential for conflicts of interest, as well as to reduce any appearance of conflicts of interest, Citi has enacted policies and procedures designed to limit communications 

between its investment banking and research personnel to specifically prescribed circumstances.


