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Key messages

• Sovereign guarantees create risks to the sovereign balance sheet

• Framework for guarantee risk management includes risk identification, analysis, 
and risk mitigation and management measures

• National Treasury of South Africa uses credit rating and scenario analysis for risk 
assessment and quantification

• Risk assessment used for monitoring and decision-making – but could be used 
further for micro and macro-economic management

• South African experience provides lessons for risk management in other countries
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World Bank project supports National Treasury of South 
Africa in managing risks from government guarantees
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• Government Debt and Risk Management 
Program supports 14 middle-income 
countries in reform development and 
implementation

• Contingent liabilities increasingly important 
for many clients

• National Treasury of South Africa one country 
WB supports
• Debt portfolio benchmark setting
• Setup of electronic trading platform for 

government securities
• Assessing and managing risks from government 

guarantees
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Off-balance-sheet items can affect assets and liabilities on 
the sovereign balance sheet - risks tilted to downside
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Contingent Assets Contingent Liabilities
Explicit

Implicit

Windfall gains

Banking failure
(beyond deposit insurance)

Legal proceedings by the state

Insurance purchased

Contingent credit lines
Guarantees issued by the state e.g. for 

loans, for PPPs

Government insurance schemes

Legal proceedings against the state

Natural disaster response

Default of SOEs’ and sub-nationals’ debt 
and other obligations

Failure of pension and other soc. sec. fundsUndiscovered natural resources that could 
be licensed
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Assistance along an established framework for assessing 
and managing risks 
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Exposure to Eskom accounts for large share (79%) of 
guarantee portfolio
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1. A full list of guarantees is 
given in Table 11 of the 
statistical annexure in the 
Budget Review 

2. Total amount of borrowing 
and accrued interest for 
the period made against 
the guarantee 

3. These amounts only 
include national and 
provincial PPP agreements

Source: National Treasury of South Africa 2019 Budget Review
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South Africa uses primarily credit rating to assess risks from 
guarantees – complemented by scenario analysis
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A. Expert judgement 
Non-structured overall assessment 

B. Credit rating
Scoring individual risk drivers and aggregate scores to an overall rating

C. Statistical models 
Use mathematical equation to solve for dependent variable (e.g. likelihood of default) using 
independent variables (e.g. financial ratios)

D. Scenario analysis
Model firm finances and understand ability to service debt under alternative scenarios

E. Structural models
View government support (e.g. guarantee) as put option and calculate likelihood of option being 
exercised

F. Market prices
Use market prices (e.g. bond spreads) to estimate likelihood of default and value of credit risk
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Credit rating methodology uses qualitative and quantitative 
risk indicators
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Scorecard for electricity sector

• Scorecards are industry specific 

• Based on methodologies of rating 
agencies but adapted to local context

• Scorecards contain
• Qualitative and quantitative risk indicators

• Scoring guidance

• Weights

• Codified in approved methodology 
paper
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Scores are aggregated to internal risk rating 
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Internal risk ratings
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Scenario analysis to understand guarantee beneficiary’s 
ability to generate cash to service debt
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Illustration of scenario analysis model Illustrative cash flow calculations
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Internal risk ratings are converted into probabilities of 
distress – next step to calculate expected loss
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Probabilities of distress …

… can be used to calculate expected loss



Managing South Africa's Exposure to Eskom: How to Evaluate the Credit Risk from the Sovereign Guarantees?

Risk assessment informs decision-making
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Risk mitigation and management measures applied

Further measures considered

• Fiscal Liabilities Committee meets quarterly to discuss evolution of risks, advise on 
risk mitigation measures, and recommend on the underwriting of new risks

• Strong practice of transparency of budget process and public finances – risk 
exposure reported internally and externally

• Risk-based guarantee fees

• Contingency reserve account (i.e. fiscal buffer fund)
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Risk rating across entities can be illustrated to understand 
portfolio of risks from key contingent liabilities
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Illustration of risk assessment reports
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Assessing and managing guarantees cannot address 
underlying business challenges
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Additional measures to be considered in assessing and managing guarantees to Eskom in 
South Africa

• Managing exposure from guarantees does not address underlying business challenges –
if beneficiary provides essential services, performance will impact fiscus irrespective of 
explicit guarantee or not

• Understanding fundamental risk drivers through risk analysis can support development 
of turnaround plans

• Scenarios for the realization of risks could be more extensively used to inform macro-
fiscal analysis and fiscal policy
• Example: add potential realization of contingent liabilities to debt sustainability analysis
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Realization of contingent liabilities may have cumulative impact 
of 1 - 3 percentage points on debt/GDP over 3 years
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Impact of realization of contingent liability scenarios on debt to GDP ratio1

1 Based on debt sustainability analysis published in Budget Review of the 
Republic of South Africa published in February 2018
Source: Bachmair, Bogoev; Assessment of contingent liabilities and their 
impact on debt dynamics in South Africa, World Bank, 2018
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South Africa’s experience valuable to others
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Valuable lessons for other countries to strengthen management of guarantees and fiscal 
risks

• Risks should be assessed before guarantees are issued or risks are underwritten

• Risk assessment methodologies should be used pragmatically: start easy; adapt to data 
limitations; know what staff are capable of; invest resources proportional to policy 
outcomes that can be obtained

• Focus on explicit risks may be short-sighted – implicit risks are often bigger, and 
governments may find it difficult not to step in

• Fiscal risk management best when top-down (macro-fiscal impact) and bottom-up 
analyses (fundamental understanding of specific risks) are combined 
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Further reading

• Bachmair, Aslan, Maseko. Managing South Africa’s Exposure to Eskom: How to Evaluate the Credit Risk 
from the Sovereign Guarantees? 2019. 
http://documents.worldbank.org/curated/en/162801547570854145/Managing-South-Africas-Exposure-
to-Eskom-How-to-Evaluate-the-Credit-Risk-from-the-Sovereign-Guarantees

• Bachmair, Bogoev. Assessment of contingent liabilities and their impact on debt dynamics in South 
Africa. 2018. http://documents.worldbank.org/curated/en/645381528134003501/Assessment-of-
contingent-liabilities-and-their-impact-on-debt-dynamics-in-South-Africa

• Bachmair. Contingent liabilities risk management: a credit risk analysis framework for sovereign 
guarantees and on-lending—country experiences from Colombia, Indonesia, Sweden, and Turkey. 2016. 
http://documents.worldbank.org/curated/en/138921468195001816/Contingent-liabilities-risk-
management-a-credit-risk-analysis-framework-for-sovereign-guarantees-and-on-lending-country-
experiences-from-Colombia-Indonesia-Sweden-and-Turkey

• The World Bank Treasury – Debt Management Learning and Training Notes: Assessing and Managing 
Credit Risk from Contingent Liabilities: A Focus on Government Guarantees, August 2019.
http://pubdocs.worldbank.org/en/294941565898518464/LearningandTrainingNotes-Assessing-and-
Managing-Risk-from-CLs-Final-August152019.pdf
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