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Framework for Sovereign Foreign Currency Ratings 
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• PPPs diminish future fiscal flexibility 

– Transformation of upfront fixed 

expenditure into a stream of future 

obligations 

 

• PPPs reduce increase the rigidity of 

the budget structure  

– Reduction in size of capital expenditure, 

while tying in future payments 

 

• Overall: Savings in NPV terms 

positive if operational cost savings 

through PSI overcompensate for 

higher borrowing costs 

Fiscal Score: Fiscal Performance and Flexibility 
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Assessing a Sovereign’s Debt Burden Score  

Debt level 

Net general government debt as a percentage of GDP 

General government interest 

expenditure as a percentage of general 

government revenues 

Below 

30% 

30% - 

60% 

60%-

80% 

80%-

100% 
>100% 

Below 5% 1 2 3 4 5 

5% - 10% 2 3 4 5 6 

10% - 15% 3 4 5 6 6 

Above 15% 4 5 6 6 6 

Positive Adjustment Factors 

• Government’s refinancing needs 

are likely to be covered by official 

funding during the next two to 

three years  

 

Negative Adjustment Factors  

• Increased refinancing risk due to debt structure 

and access to funding 

• Contingent liabilities (“moderate” to “very high” 

in accordance with categories for contingent 

liabilities) 

The debt  burden score reflect a sovereign’s prospective debt level, cost of debt, debt 

structure and funding access 
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The debt burden score equals the initial score, adjusted by a maximum of  three categories 

down and one category up, based on the net effect of the adjustment factors:  
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Assessing Sovereign’s Contingent Liabilities 
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Fiscal Score: Contingent liabilities 

• What lies beneath: 

– Financial sector contingent liabilities 

– Cont. liabilities from public sector 
companies 

– Guarantees to private sector, other 

 

• Contingent liability nature of PPPs 

– Essential services 

– Heavy reliance of government on private 
sector finance 

– State guarantees 

 

• Government bail-out could weaken 
budgetary performance and increase 
debt level 
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PPPs and Sovereign Rating Implications 
 

• No accounting changes on revenue 

and spending to official budget 

figures based on public accounting 

practices 

 

• In general, the size of PPPs is 

relatively small 

 

• Weakening public finances, partly due 

to PPPs, lead to lowering of sovereign 

ratings on: 

  Portugal (2005) 

  Hungary (2006) 
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PPPs and Local and Regional Governments 

 

 

• Considering the impact of individual 

projects subject their size and scope 

 

• Increasing tendency of LRGs to 

engage in PPPs 

– Financial autonomy 

– Regional development 

 

• Public finance risks due to: 

– Lack of expertise on PPPs  

– Moral hazard – central government   

bail-out 
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Related Criteria and Research 

• Sovereign Government Rating Methodology And Assumptions, 30 

June 2011 

• Methodology For Rating International Local And Regional 

Governments, 20 September 2010 

• Accounting For Innovation: Treatment Of Off-Balance-Sheet Public 

Sector Financing Operations, 24 February 2010 

• Methodology And Assumptions: The Impact Of PPP Projects On 

International Local And Regional Governments: Refined Accounting 

Treatment, 15 December 2008 
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