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|. Why Fiscal Risks Matter
a. Public Debt Forecasts for Advanced Economies

Advanced Economies: Public Debt
(2007-2016, Percent of GDP)
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|. Why Fiscal Risks Matter
b. Public Debt Forecasts for Emerging Economies

Emerging Economies, Excluding China: Public Debt

(2007-2016, Percent of GDP)
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|. Why Fiscal Risks Matter

c. How Fiscal Risks Impact on Fiscal Outcomes

Unexpected Increase in General Government Debt
(percent of GDP, 2007-2010)

Issues Revealed by

FRA DEU NLD ESP PRT GBR USA GRC IRL ISL AVE* ..
the Crisis
Underlying fiscal position 1.7 3.2 -24 1.8 113 3.7 8.1 16.3 1.3 10.9 6.0
Unreported
Revisions to 2007 deficit & debt 1.7 1.8 -09 -0.1 0.1 1.5 7.1 2.5 1.6 4.0 4.7 Deficits
Changes to government boundary -0.7 14 -0.2 0.6 9.4 1.9 09 112 -01 2.5 1.1
Cash-accrual adjustments 07 00 -13 13 17 03 00 26 -02 45 02 m
Exogenous shocks 84 128 14.2 154 8.1 17.0 6.3 40.0 60.2 395 9.8
Macroeconomic
Macroeconomic shocks 8.3 4.7 52 13.0 4.4 8.9 3.8 384 357 -33 6.0 Risks
Financial sector interventions 0.0 8.1 9.0 2.5 3.6 8.1 2.5 1.6 245 428 3.8 Contingent
Liabilities
Policy changes 2.3 3.8 1.9 4.9 4.7 1.1 64 -80 -99 -43 4.7 Stimulus /
Consolidation
Other factors 2.1 -0.3 6.5 1.9 3.7 6.2 83 -6.7 7.5 21.6 5.9
Total Unforecast Increase in Debt 144 195 20.2 24.0 278 28.0 29.1 417 59.1 67.7 26.4
* GDP-weighted average 5



ll. Characteristics of Fiscal Risks
a. Fiscal risks are large (and surprisingly frequent)

Size and likelihood of fiscal shocks by type
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ll. Characteristics of Fiscal Risks
b. Fiscal risks are biased toward the downside

Forecast Error for General Government Debt in Y+3
(2000-13 average as % of GDP, actual-forecast)
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lI. Characteristics of Fiscal Risks
c. Fiscal risks are non-linear

Typical Fiscal Reaction to Macro shocks

Expenditure Variation Revenue Variation
(percent of GDP) (percent of GDP)
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Il. Characteristics of Fiscal Risks
d. Fiscal risks are highly correlated

Contingent Liability Realizations

35 4.5
Financial Sector OTotaI Fiscal Cost of CL Realization (% GDP, right axis)

Legal
0 & 4.0
State Owned Enterprises ?
3.5
25 | Private Non-Financial Sector
Subnational Government 3.0

Other

Number of Episodes
(dAo [eloL Jo %) 10D [edsiH [elol

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

Year

Source: Bova et al. (2016) 5



ll. Characteristics of Fiscal Risks
e. With broader implications

Debt Increase in Debt
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lll. Fiscal Risks in LICs
‘a. Main sources of Contingent Liabilities in LIC's

Contingent liabilities

Guaranitee on SOEs" loans Bailout of SO Es [losses farrears)
and sub-national states
Guarantee on PPPs _Bailﬂ“t of h_i'“l"_s' ar‘:d
microfimance institutions
Gowermment Insurance Cost of recowery from natural
Prrogram s disaster

Projected shortfalls im
pension schemes

Bailowt of strategic private
entenprises

Settlement of investment
disputes

Source: Managing Fiscal Risks in Low-income Countries” (forthcoming WP): Baum, Hodge, Mineshima, Moreno Badia, and Tapsoba (2017).



l1l. Fiscal Risks in LICs

b. Materialized Contingent Liabilities in LICs

Resolution of banking crisis (Nicaragua, 2000)
Resolution of banking crisis (Nigeria, 2011)
Resolution of banking crisis (Vietnam, 1997)
Resolution of banking crisis (Bolivia, 1994)
Resolution of banking crisis Mongolia, 2008)
Resolution of banking crisis (Kazakhstan, 2008)
Resolution of banking crisis (Zambia, 1995-1998)
Natural disalster response (Mauritania, 2012)
Transfers to SOE (Gambia, 2014)

Transfers to SOEs (Burkina Faso, 2013)
Guarantees on private infra. project (Guinea, 2015)
Ebola-related outlays (Liberia, 2015-2016) 1/
Transfers/loan guarantees to SOEs (Gambia, 2014)
Agri. loan guarantees (Honduras, 2003)

Loan guarantees for SOEs (Malawi, 2012-14)

Loan guarantee for SOE (Mozambique, 2015)
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1/ 3.2 percent of GDP for 2015 and 2.1 percent of GDP for 2016. The amount covers only the cost that the government acknowledges.
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Source: Managing Fiscal Risks in Low-income Countries” (forthcoming WP): Baum, Hodge, Mineshima, Moreno Badia, and Tapsoba (2017).



V. Understanding and Management of Fiscal Risks
a. Fiscal Transparency Code

RISk Disclosure e Macroeconomic Risks

e Specific Fiscal Risks

& AnalySiS * Long-Term Sustainability

: e Budgetary Contingencies
Risk e Asset and Liability Management

Management e Guarantees, PPPs and Financial Sector

e Natural Resources and Environmental

Fiscal e Sub-National Governments
Coo rdination e Public Corporations




V. Understanding & Management of Fiscal Risks
b. Balance sheet data has improved

Coverage of Balance Sheet Data (GFS)
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V. Understanding & Management of Fiscal Risks
c. Balance sheet data has improved

Coverage of Balance Sheet Data (GFS)
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V. Understanding & Management of Fiscal Risks
d. Disclosure of risks remains qualitative

Contingent Liabilities

LIDCs -
EMMIEs -
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Source: IMF Staff Estimates 7



V. Understanding & Management of Fiscal Risks
e. Mitigation efforts are ad hoc and fragmented

Direct controls and limits on exposure

Guarantees: Limits on liabilities

Financial: Controls on lending

SOEs: Limits on explicit liabilities

PPP: Limits on liabilities

Subnationals: fiscal rules or limits
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V. Strengthening Fiscal Risk Analysis & Mitigation:

a. Fiscal Stress Test — debt and liquidity

Public Debt
(Percent of GDP)
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V. Strengthening Fiscal Risk Analysis & Mitigation:
b. Fiscal Stress Test — solvency and fiscal burden

Fiscal Burden: Interest Cost Comprehensive Balance Sheet
(Percent of revenue) (Percent of 2017 baseline GDP)
20
Baseline Shock
15 Stress Financial assets . 903.5 811.1
Currency and deposits 9.2 9.0
10 Loans 8.5 8.4
Shares and other equities 17.9 9.0
s Other accounts receivable 7.0 7.0
Baseline NPV Revenues 860.2 777.0
0 L L L Liabilities 942.9 918.6
2006 2011 2016 2021 Securities other than shares 2138 42.8
Loans 204 27.3
. . Insurance technical reserves 18.0 18.1
Solvency: Net Financial Worth
Other accounts payable 7.4 7.4
(Percent of 2017 GDP) NPV Expenditures 875.3 823.0
Financial Baseline Net Financial Worth -39.4 -107.6
Net Worth Stress m Liabilities Existing Net Financial Worth -24.3 -61.6
Assets Future discounted deficits -15.1 -46.0
Discounted Baseline
Future Flows Stress
Net Financial Baseline
Worth Stress

-1,000-750 -500 -250 O 250 500 750 1,000



V. Strengthening Fiscal Risk Analysis & Mitigation:

C. Fiscal Risk Management Toolkit

STEP 1: IDENTIFY AND
QUANTIFY

STEP 2: MITIGATE

STEP 3: PROVISION

STEP 4:
ACCOMMODATE
RESIDUAL

* |dentify risks
* Calculate exposure and likelihood

Weigh costs and benefits of intervention

Cap Exposure
Regulate
Transfer

Expense
Budget contingencies
Buffer funds

* Account for in setting fiscal objectives

10



VI. Conclusions
a. Fiscal risk analysis

* Low capacity countries should focus on
— macro-fiscal sensitivity analysis
— financial balance sheet
— disclosing explicit contingent liabilities

e Intermediate capacity countries should prioritize
— alternative macro-fiscal scenarios
— full balance sheets
— disclosing all contingent liabilities

* High capacity countries should concentrate on
— disclosing the size and probability of contingent liability realizations
— periodic fiscal stress tests

13



VI. Conclusions
b. Fiscal risk management

All countries should strengthen their institutional
arrangements for monitoring and managing risks

Low capacity countries should look to strengthen direct
controls and centralize approval of explicit contingent
liabilities

Intermediate capacity countries should prioritize more
effective use of risk mitigation and transfer tools

Advanced capacity countries should build risk exposure
Into fiscal plans

14
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