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Outline 

 

• Where do we stand?  

 

• What has the last decade taught us? 

 

• New directions, new pressures, next steps?  



What exactly are “contingent liabilities”? 

• OECD 2002: “... budgetary impact is dependent on 
future events which may or may not occur” 

• IAS 37: “... arise from past events” and depend on 
events “not wholly within the control” of the entity 

• Most common: 

– government loan guarantees 

– government insurance programmes 

– legal claims against the government 

– backing (even if unstated) for state-sponsored businesses, 
key strategic sectors - banks etc. 

 



Not like other “Fiscal Risks” 

• Most fiscal risks have a net (predicted) value of zero 
– non-directional: economic and budgetary forecast risks; 

inflation; unemployment; commodity prices; global 
economic developments; market sentiment 

– Relevant to fiscal ‘vulnerability’  - Sensitivity testing  

 

• Contingent liabilities have a net positive value 
– if they are quantifiable (and most are, at least in principle) 

– an extra (but unclear, hidden) layer of debt 

– same ‘drag’ effects on growth as explicit debt? 

– Should feature more clearly in budget documents? 

 

 



How they are treated now 

• OECD 2002 
– All significant contingent liabilities should be disclosed 

– “Where feasible”, disclose also:- 
• Total amount of contingent liabilities 

• (“listed and described” where not quantifiable) 

• Classified by major category 

• Historical information on defaults in each category 

• Note also: EU 2011 – Fiscal Frameworks Directive 
– Member states shall publish “relevant information on 

contingent liabilities with potentially large impacts … for all sub-
sectors of government” 

• In practice? 
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Level of Contingent Liabilities by Country 



Lessons from this experience? 

• Major contingent liabilities existed – they just went 
unrecognised 

• … until they became actual liabilities 

• Precipitated by period of crisis 

• Maximised, aggravated fiscal vulnerability and 
uncertainty  

• One major cause of collapse of confidence in markets 



Why so difficult to implement “best practices”? 

• How to quantify? 

• How to handle if non-quantifiable? 

• Explicit versus implicit:  

– Setting credible limits  

– Moral hazard 

– Will there always be a ‘grey area’? Can it be either 
eliminated or minimised?  

• New approaches? (see P. Lindwall paper) 

 

 

 



“Categorise, Contain, Quantify, Explain” 

• Dimensions  

– Magnitude / impact 

– Probability 

– Government influence 

– Measurability 

– Obligation  (explicit versus implicit) 

 

• Basis for a grid or matrix-based analysis 

 

 



“Categorise, Contain, Quantify, Explain” 

• Be clear about limits of liability 

• Credibly repudiate where you can 

• EXPLICIT:  no scope for repudiation, but there is clarity 
– INNER WALL 

• IMPLICIT:   
– repudiate  OR make explicit 

– set caps, ceilings 

– impose market-based fees for guarantees 

– OUTER WALL  

 

• Can the limits ever be absolute?   
 



“Categorise, Contain, Quantify, Explain” 

• Cost = quantity by price  

• Easiest for Explicit, contract-based liabilities  
– Bond prices; Options; Simulation models  

• Implicit liabilities: more sophisticated and creative 
approaches needed 

• E.g. banking sector: S&P examine:- 
– Total liabilities in private sector and public sector agencies 

– Proportion that could be problematic during a recession 

– Factor: domestic credit as % GDP 

 Range of contingent liabilities of the government 

 

 



Banking sector contingent liabilities (S&P) 



“Categorise, Contain, Quantify, Explain” 

• But what about non-quantifiable liabilities? 

– IAS 37: contingent liability should not be recognised  
“if it cannot be measured with sufficient reliability” 

• RELIABILITY versus REALITY and MATERIALITY 

 

• P. Lindwall cites Dr Deming:  
the dangers of management by the visible alone – 
ignoring the unknown and unknowable 

 

 



“Categorise, Contain, Quantify, Explain” 

• What cannot be quantified should at least be 
presented for what it is 

– List the contingent liabilities with no attempt at costing 

– Present a range of estimates  

– Focus on orders of magnitude; potential materiality; 
sensitivity  

– May still yield lessons for how the risks can be managed 

 

 



SUMMARY 

• Previous principles and practices:  
 a spectacular failure?  
 or a failure of implementation alone? 

 

• In the absence of Trust:  Credibility can only be 
secured through a maximum of Transparency 

• but Transparency about what?  
– raw data not enough;  not intelligible  or usable  

–  requires standard models; common norms & approaches 

– a basis for rebuilding trust in public budgeting. 

 

 


