Statement by leading economists and academics on Sri Lanka’s Climate Crisis and
IMF Restructuring Deal

Sri Lanka’s 17th IMF sovereign debt restructuring agreement is executed under the 48-month
IMF Extended Fund Facility (EFF) and provides limited debt service relief. It therefore failed
to provide a sustainable solution to Sri Lanka’s debt crisis and left Sri1 Lanka extremely vulnerable
to external shocks — particularly climate-induced disasters. Those shocks have now hit with the
catastrophic aftermath of Cyclone Ditwah - marked by widespread flooding, deadly landslides,
displacement of more than 1.4 million people, and nearly 800 individuals either dead or
missing. The concern over the country’s future deepens.

Under the current IMF-supported arrangement, creditors agreed to reduce the size of Sr1 Lanks
debt payments, measured in net present value terms, by 17%.

This left Sri Lanka with government external debt payments of around 25% of revenue, one of
the highest rates in the world. According to IMF stafl, under the IMF’s own models, Sr1 Lanka
has a 50% chance of defaulting and/or needing another debt restructuring, even after debt relief.
The IMF publicly said that “debt risks will remain high for many vears”.

Sri Lanka is now confronting a severe economic shock triggered by the recent cyclone, extensive
flooding and landslides, which has inflicted extensive damage to ifrastructure, livelihoods, and
key sectors of the economy. This environmental emergency is poised to absorb — and potentially
exceed — the extremely limited fiscal space created by the current debt restructuring
package. Additional external debt is already being taken on from the IMF, and more lending to
deal with the impacts of the disaster 1s likely.

Given Sri Lanka’s vulnerabiity to climate shocks, the scale of destruction underscores how
msufficient the present debt deal 1s in safeguarding economic stability. The country’s already
fragile socio-economic landscape heightens the risks: diminished revenues, rising reconstruction
costs, and increased import needs could quickly undermine projected gains from the
restructuring.

In this context, the nation remains acutely exposed to further external shocks, whether climatic
or economic, highlighting the need for a more comprehensive, resilience-oriented debt solution.

The IMF itself has acknowledged that Sri Lanka’s path to “debt sustainability remains knife-

edged,” with the country only narrowly meeting targets while social-spending benchmarks were
missed.

In light of the current climate catastrophe that has hit Sri Lanka, we wish to highlight the following
points:

e The existing restructuring — modest, conditional and tied to uncertain macroeconomic
outcomes — 1s inadequate to protect the vulnerable majority from recurrent climate and
external shocks.



e By priorntising debt service continuity over deep debt relief, the IMF programme

perpetuates structural exposure of Sri Lanka’s economy and population to future

disasters.

o Continuing to impose debt repayment obligations under these conditions fails to consider

Sri1 Lanka’s capacity to service debt, which should instead be based on its foreign

exchange (forex) earnings.

o Current onerous debt servicing undermines efforts to rebuild lives, restore agriculture,

mfrastructure, and provide social protection.

Therefore, we call for immediate suspension of Sri Lanka’s external sovereign debt payments,

and a new restructuring that restores debt sustainability under the new circumstances.
We propose the adoption of a genuinely sustainable framework that:

e Recognises climate-driven disasters as systemic, not exceptional, shocks.

e Provides significant debt cancellaion — with no punitive conditions — to free up fiscal

space for disaster recovery, social protection, reconstruction and development.

e Prioritises human welfare, environmental protection, and long-term viability over

financial obligations to external creditors.

Only a fundamental rethinking of the global debt regime — one based on justice and sustainability

—will offer Sr1 Lanka a realistic chance to recover from the climate impacts and build an equitable

future for all.

Coordimated by: Professor Jayati Ghosh; Debt Justice, UK; Institute of Political Economy, Sri

Lanka.
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