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2.3. Prioritizing 
financing goals 
for SDGs

Large SDG 
investment 
needs mean 
higher demand 
on public 
budgets ―
How much can 
governments 
fund?



Outline 
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• Public debt projections 

• Revenue and expenditure side reforms 

• Fiscal risks and contingent liabilities 

Fiscal space 

• What are long term contracts?

• Public Private Partnerships (PPPs)

• Fiscal risk management framework

Fiscal risk management for long term contracts



(Unlike in some other parts of the world), medium-term outlook 
for public debt is stable in most Asia-Pacific countries
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Even under an adverse shock, only about half of the countries in 
the region would face an upward pressure on debt levels 
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Countries’ ability to mobilize domestic resources seem to have 
strengthened in recent years, which bodes well for fiscal space
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But more efforts are needed to increase expenditure efficiency, 
and to translate spending into results 

Source: ESCAP, Economic and Social Survey of Asia and the Pacific 2019: Ambitions beyond growth 7



This means paying more attention to 
fiscal risks

• Contingent liabilities (CLs) are obligations that 
do not arise unless particular discrete events 
occur in the future (IMF 2011). 

• CLs differ from direct liabilities where the 
settlement date is fixed at the time when the 
nominal obligation is set (Towe, 1991).

• Direct explicit liabilities (e.g. availability 
payments) 

• Explicit contingent liabilities (e.g. minimum 
revenue guarantees)

• Implicit contingent liabilities (e.g. debt of a 
special purpose vehicle the government may 
feel compelled to take over to avoid 
disruptions in the service the project is 
providing).
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Source: Polackova Brixi & Schick, 2002 



Fiscal 
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Source: ESCAP, Economic and Social Survey of Asia and the Pacific 2018: Mobilizing finance for sustained, inclusive and sustainable economic growth

Contingent liabilities can be significant for some countries, 
requiring fiscal buffers and resilience-enhancing measures  
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Infrastructure 
Investment gap is 
$293 billion/annum 
over 2014 - 2020…

…higher demand 
on fiscal space 
indicates potentially 
higher fiscal risks

10

Source: World Bank research as of Jan 2018
Note: Excludes China

Infrastructure investment requirements, actual spending and investment gap in 
emerging markets and developing economies, annual USD bn over 2014-20



Booming 
economies 
need ‘fuel’ ― 
infrastructure 
investment
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Delivering economic gains

Protecting the natural environment 

Underpinning social progress

Providing development resilience



Long-term contracts call for good 
public finance and liabilities 

management

Infrastructure 
requires long-term 
contracts
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This Photo by Unknown author is licensed under CC BY-SA.

http://www.thebluediamondgallery.com/wooden-tile/l/liability.html
https://creativecommons.org/licenses/by-sa/3.0/


Asset Management Strategy Decision Financing Strategy Decision

Preparation through Feasibility Studies and 
WLCC Analysis

• Infrastructure Master 
Plan

• Infrastructure Pipe Line
• Project Selection
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Project 

Phase

PPP

Public 
Procurement

Design, Construction, Operation, Maintenance, Disposal 

Feasibility 
Study

Technological

Economic

Social

Environmental

Procurement  
Decision

Investment Decision

Governance Tendering

Market
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Project Development Lifecycle

Initially project
cost is relatively

low but with
higher risk

Project cost
increases
to cover

preparation
activities such as
VfM, FRM checks

Majority of the spending is incurred
during the implementation phase

Planning
Preparation 

& Procurement
Implementation

Project Cash Flow from government perspective

All stages must be considered: focusing too much on minimizing initial costs and not paying enough attention to the asset 
utilization phase can lead to higher life-cycle costs.

Infrastructure Delivery under Public Procurement



Involving private sector in 
public procurement ⎼ PPPs?

• Public-Private Partnership (PPP) is an option to procure infrastructure (infrastructure 
PPPs) and services (service PPPs), which may provide some incremental benefits in 
addition to being a means to access private financing for the promoting governments

• There is no universal definition of PPPs

✓ Long-term contract between a public party and a private party for the 
development/significant upgrade and management of a public asset 

✓ Significant transfer of risks and responsibilities from the government to the private 
sector

✓ Remuneration linked to performance and/or demand for the services of the 
infrastructure asset being built

• PPPs may be classified as user-pays PPPs (funding of the payments is based in charges to 
users e.g. tariffs) or government-pays PPPs (funding of payments is based on the public 
budget)

• PPPs are not the same as privatization 
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General 
practice

• Public contracts generally plain construction or 
service-based

• Limited to 2-3 years => no long-term 
obligations and impact on public budget

• PPP contracts long term=> more than 10 years

• Other public contracts with long tenors face 
similar concerns

• General limit for all government PPP obligations 
in the national budget set at fixed number
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Project Development Lifecycle

Initially project
cost is relatively

low but with
higher risk

Project cost
increases
to cover

preparation
activities such as
VfM, FRM checks

Majority of the spending is incurred
during the implementation phase

(mostly during operation)

Planning
Preparation & 

Procurement
Implementation

Project Cash Flow from government perspective on direct liabilities

Assumption: The government will pay for the service/product during the operation phase.

Infrastructure Delivery under Government-pays PPP
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Project Development Lifecycle

Initially project
cost is relatively

low but with
higher risk

Project cost
increases
to cover

preparation
activities such as
VfM, FRM checks

Majority of the spending is incurred
during the implementation phase

(mostly during operation)

Planning
Preparation

& Procurement
Implementation

Project Cash Flow from government perspective on direct liabilities

Assumption: The project is bankable and there is no need for the government to contribute.

Infrastructure Delivery under User-pays PPP
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EUROPE

United Kingdom Departmental Spending Limits ranging from 6% to 7% of total annual spending

Greece Approved PPP projects of 6%–7% of its Public Investments Program, expected to reach 10%–12% in 5 
years, ultimately capped at a limit of 15%.

Hungary Total nominal value of multiyear commitments in PPPs should not exceed 3% of government revenues

LATIN AMERICA

Brazil - 1% of federal government revenue in any future year. 
- 5 % of subnational government revenue (PPP Law).

Peru Present value of total commitments to PPPs must not exceed 7% of GDP
(firm commitments plus measurable contingent liabilities)

ASIA

India Inter-Ministerial Task Force report (2010) proposed limit of annuity commitments for a grant 
- not exceed 25% of the department’s Five-Year Plan outlay of such grant
- all ministries, departments, and agencies (MDA) 
- Applied for 5 following years

Republic of Korea – Total annual government payment on PPP projects should be less than 2% of the total government 
expenditure. 

Kazakhstan - The budget law limits direct liabilities from PPPs to 20% of state revenues. A similar limit applies to 
regional authorities though the Ministry of National Economy is envisaging increasing the limit to 50% 
of revenues for cities of national importance and the capital.

Source: World Bank Group. 2014. Operational Note: Implementing a Framework for Managing Fiscal Commitments from Public-Private Partnerships. Washington DC; Katja Funke, Tim Irwin, Isabel Rial. 2013. 
Budgeting and Reporting for Public-Private Partnerships. IMF, International Transport Forum. Discussion paper no. 2013–7; and based on ESCAP

Note: lack of clarity to calculate the Denominator for this fixed maximum percentage; Not clear whether this relates to (i) direct liabilities only or also 
including contingent liabilities (ii) Includes all outstanding liabilities until end PPP/concession period or only to a (direct) liability for a specific budget 
year (iii) nominal or real. 19

International Practices: PPP Liability Limits



Communication

Role of 

MoF

Regulation

Budgeting

Liability

Fiscal 

Capacity

Project Phase How is communication 

between other ministries 

and stakeholders being 

done?

How is Ministry of 

Finance involved to 

increase policy 

effectiveness?

Which government 

agency is responsible 

for regulation?

How is Liability 

calculated?

How to tell whether a 

PPP project is 

affordable?

Risk 

Management

What is the risk management 
framework?

What is the risk 

allocation through 

project levels?

Funding or 

Financing?

QUESTIONS
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Finance Ministries and their roles in PPP

21

Commitment
Assess fiscal implications of a PPP project 
❑ commitment of government to private sector
❑ reduce uncertainty regarding project 

Influencing policy effectiveness
❑ Alignment with other ministries and government bodies 
❑ Encourage compliance 

Communication with Stakeholders
PPP unit - generally created within finance ministries 
(often leads to successful PPP)

PPP unit functions as communication channel between 
ministries and stakeholders 

❑ Policy making
❑ Knowledge Centre
❑ Public investment management
❑ Advisory, monitoring and supporting after 

financial close (case by case)
Source: World Bank and PPIAF. 2007. Public Private Partnership Units



Increase Private 
Investment

Increase Public 
Confidence

Ensure FRM/VfM

Reduce Risk of Corruption

Implementing good governance and disclosure practices

Source: World Bank. 2015. A Framework for Disclosure in Public Private Partnership; Technical Guidance for Systematic, Proactive Pre & Post Procurement 
Disclosure of Information in Public-Private Partnership; Based on ESCAP

Legislative or 
Policy Mandate 

Factors that drive Disclosure

PPP Policy/ 
Disclosure 
Guidelines

Guidelines on 
Confidential 
Information

Standard Clauses Template

Disclosure Framework (WB)

Elements of the Framework

Enforcing the 
Framework

Fulfilling 
drivers 
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Is the liability affordable?
• PPP contracts have direct liabilities (e.g. fixed payments) and contingent 

liabilities (e.g. payments if a downside risk occurs) to the government

• Governments should assess whether a PPP contract is affordable to the public 
budget before procuring the project or signing the PPP contract

• Affordability means that government (and/or users) has the fiscal capacity and 
budget to meet especially direct liabilities over the whole duration of the PPP 
contract

• A PPP contract commits the government to certain payments and obligations 
=> cannot be changed easily in future years

• How a PPP contract is recorded in the public budget is important. It can 
determine whether the contract is recorded as part of the public debt or not

23



Creating fiscal risk management framework
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Risk management framework covers two inter-related 
levels, namely:

Project level – risk and contingent 
liabilities management within each PPP 

project or similar long-term public 
contract

Portfolio level – risk and contingent 
liabilities management for all PPP 

projects or similar long-term public 
contracts



Example PPP Risk Management Framework

Affordability and 
fiscal impact 

assessment (2)

Porfolio-level

(Every) individual project-
level

Screening phase Feasibility/ bidding phase Approval phase Operations phase

Risk Allocation
Matrix (1)

Risk Allocation
Matrix (2)

Risk Allocation
Matrix (3)

Risk Allocation
Matrix (annual)

Affordability and 
fiscal impact 

assessment (1)

Central risk register

At contract award

For every operational year

Annual budget cycle

Forecasts

Multi-annual
financial framework

Check 
impact!

Risk Management 
Plan preparation

Risk Management 
Plan execution

25



I

II

III

IV

V

•prepared at two stages in the project:
➢Feasibility stage (proposed AFIA)
➢final stage, during approval of the PPP-contract (final AFIA)

Affordability and Fiscal Impact Assesment (AFIA)

AFIA should cover 5 year Medium-Term Expenditure Framework 
plus the future years of the project for the full project lifecycle or 
contract duration

Expenditure Framework

AFIA should include budget requirements over the lifecycle of the 
project – determining the annual fiscal revenues and expenditure 

of the project for every year

Budget Requirements

Need to be plotted against the (expected) budget allocated for 
infrastructure and maintenance 

Project Cash Flows

If project is unaffordable, government should consider redefining 
it, including by changing the financial structure and risk allocation 
structure.

Unaffordable Project

Project Level: Affordability and Fiscal Impact Assessment



Project Level: Affordability and Fiscal Impact Assessment
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Risk 

Register

Accounting 

Treatment

Forecast/ 

Monitor
Mitigation

Provide guidance on the accounting treatment 
of PPP contracts within the public budgetMaintain an updated 

Risk Register of the 
Government’s risks 
and contingent 
liabilities related to its 
PPP portfolio

Regularly forecast and monitor
the risk and contingent 
liabilities position of the public 
PPP portfolio – at least annually

Where relevant, 
establish mitigation 

measures to manage 
categories of risks in 

the PPP portfolio

Project Level measures are the building blocks for effective PPP risk management at portfolio level. 
In addition at portfolio level, Government should:



Portfolio 
Level: Risk 
Register

• A central Risk Register is part of overall public financial management

• Risks should be recorded transparently, and quantified as much as 
possible

• Basic quantification can be done for each risk by:
• p x c x f, where

• p = probability of the event
• c =  financial consequences (cost) of the event
• F = frequency with which this event will take place

• Not all risks can or should be quantified for budget reporting:

Likelihood and 
measurability of risk 

occurring 

Risk is more likely 
than not (probability 

> 50%) 

Risk is less likely but 
more than remote 

Risk is remote 

Risk can be 
measured 

• Record in financial 

statements and 

disclose nature of 

contingency 

• Disclose nature of 

contingency and 

amount 

• No disclosure 

Risk cannot be 
measured 

• Disclose nature of 

contingency 

• Disclose nature of 

contingency 

• No disclosure 
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Key messages
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CONSISTENCY OF 
FISCAL RISK 

MANAGEMENT RULES 
FOR LONG TERM 

CONTRACTS

CENTRALIZED RISK 
REGISTER AT THE 

MINISTRY OF FINANCE

GATEWAY PROCESS 
MUST START EARLY

CAPACITY IN THE 
MINISTRY OF FINANCE 

AND PROCURING 
MINISTRIES 

TRANSPARENCY AND 
DISCLOSURE

WORKING TOGETHER 
WITH THE 

CONTRACTOR IN 
MANAGEMENT THE 

CONTRACT



Thank you!

Please contact Ms. Jyoti Bisbey and Mr. Daniel Jeong-Dae 
Lee, United Nations ESCAP

Jyoti.Bisbey@un.org and lee75@un.org
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