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1 Introduction 
Recent reviews of possible shortcomings in existing international leading practices for raising, managing, 

retiring and trading public debt (such as those promulgated by the IMF, World Bank, OECD and UNCTAD) 

were in particular motivated by the (potential) impact of the huge borrowing challenges all over the world in 

the wake of the global crisis, leading to very high government debt to GDP ratios as well as a strong rise in 

the issuance of contingent liabilities by many governments.  

 

Additional reasons for this review of leading practices include (a) new and complex linkages between fiscal 

policy, public debt management and monetary policy on the one hand, and financial stability and the new 

dynamics of government securities markets, on the other; (b) the toxic links between the banking sector and 

the balance sheet of the government and the related large-scale issuance of government guarantees; (c) 

(potential) liquidity problems in government securities markets.  

 

This report, by Dr Hans J. Blommestein
1
, Associate Director, Vivid Economics, provides an overview of the 

argument to adopt a set of leading practices to sovereign finance. The contents of this note draw upon 

international discussions on: (a) the need to revise leading practices associated with the conventional micro 

portfolio approach; and (b) changes in the functioning of government bond markets in light of emerging new 

market practices and regulations. 

 

– Section 2 of this Report gives a general perspective on the nature of leading practices. In this and the 

sections reflect their use by Vivid Economics in advisory, training and other capacity-building activities. 

– Section 3 discusses leading practices for primary markets; 

– Section 4 considers arrangements for trading public debt on secondary markets; 

– Section 5 lays out policies for improving investor relations; 

– Section 6 offers an overview of transparency standards related to raising, managing, retiring and trading 

of public debt; 

– Section 7 presents the design and use of public debt management strategies; 

– Section 8 provides an overview of policies for government guarantees. 

 

The above policy areas are largely at the level of the so-called Micro Portfolio Approach to public debt 

management (PDM) and bond market developments, see Blommestein and Hubig (2012). 

 

In due course, Vivid Economics will release a second document covering the macro-economic and macro-

financial approach to public debt management and bond markets, including an analysis of possible 

shortcomings in policy principles and practices generated in particular by the impact of the global crisis. 

Accordingly, the second document will make suggestions for updating or revising leading practices 

associated with new and complex links between public debt management, fiscal policy, financial stability, 

government securities markets and monetary policy. A specific reason concerns an emerging (new) normal 

                                                      

1
  http://www.vivideconomics.com/meet-our-team/hans-blommestein 
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practice concerning (i) macro-economic and macro-financial policymaking and (ii) the problems and 

structural changes in the functioning of sovereign debt markets.  

It will include issues such as tax-smoothing; sustainability of sovereign debt based on a Debt Sustainability 

Analysis; debt restructuring; the (growing) role of sovereign debt as collateral; the links between public debt, 

the supply of safe assets, financial stability and unconventional monetary policy (UMP) such as quantitative 

easing (QE); cash and liquidity management; and the use of derivatives by DMOs, notably Over-The-

Counter Derivatives (OTCD). 
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2 Leading practices 
Since the start of the global financial crisis in 2008, debt managers had to face new challenges related to the 

direct and indirect impact of the various stages of the unfolding global crisis on policies, procedures and 

techniques for debt management operations. The indirect impact includes new regulations that have an 

influence on policies, procedures and techniques for debt management operations but also on the functioning 

of associated markets. DMOs have discussed at length how best to respond to the consequences of the huge 

increase in gross borrowing requirements, including by assessing the adequacy of many existing leading 

practices. From these practical discussions new or amended leading practices related to primary and 

secondary market policies and operations have emerged, including more frequent but smaller auctions; the 

more important role of direct bidding; the more frequent use of syndications; the greater importance of 

investor relations and communication strategies; the future of primary dealer systems; the role of shorting 

activities in government debt markets, and measures to enhance market liquidity. 

 

At both levels, micro and macro, Vivid Economics uses leading practices as a core element of its advisory 

practice and technical assistance work and capacity-building activities for strengthening public debt 

management and developing associated markets. The nature of these ‘leading practices’ can best be 

explained as follows. 

A first feature is that leading practices emerge from a forum of prominent peers. And it is within this forum 

that leading practices are regularly discussed and, when needed, adjusted. This forum of leading debt 

managers has a very practical and operational focus. Debate among the peers is essential as it is via these 

policy discussions that they express their views on which existing policies, procedures and techniques for 

debt management operations are considered effective enough to meet today’s challenges. The resulting set of 

(revised) leading practices constitutes a broad agreement on the adequacy of these (adjusted) policies, 

procedures and techniques among the prominent peers.  

 

That being said, this set of leading practices is not equivalent to a prescriptive set of rigid practices, nor do 

they provide a blueprint to be followed mechanically without taking into account local circumstances. 

Rather, the nature of leading practices means that they may change over time in response to new 

circumstances, locally and globally, including changing market and policy conditions and new procedures 

and techniques. 

 

A second distinctive feature of these leading practices is that they contain or reflect practical, at times quite 

detailed, operational policy information. This in contrast to, for example, the high-level IMF-WB guidelines 

for public debt management (PDM) (IMF and World Bank 2014), or the diagnostic framework for local 

currency bond markets (LCBMs) developed by the EBRD, IMF, OECD and WB (WB, IMF, EBRD, OECD 

and WB, 2013). To be sure, these guidelines or frameworks are useful for formulating and backing general 

policy principles supporting PDM or for developing LCBMs. They constitute high-level synthesised 

international guidelines or policy principles. For these reasons the leading practices promoted and employed 

by Vivid Economics on the one hand, and the IMF-WB guidelines on the other, complement each other. 
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Hence, the leading practices advocated and used by Vivid Economics are quite detailed with considerable 

operational scope.  These operational, leading practices are largely the result of discussions among debt 

managers, both as practitioners and as prominent peers. For this reason, Vivid Economics uses the outcome 

of these debates because they reflect the views of the debt managers as practitioners, including why they 

defend or justify changes in leading practices.  

 

Accordingly, the technical assistance, training activities and capacity-building programmes designed by 

Vivid Economics are based on these leading, operational practices, while high-level international guidelines 

or recommendations are also taken into account. 

 

A third feature is that these practices are not by definition ‘best practices’ in the sense that they are aspired 

to, then adopted, and finally implemented. Debt management practices in a specific country often reflect a 

response to specific policy challenges that in some respects (for example, procedural or technical) may differ 

from the situation and practices in other jurisdictions. The resulting different practices may be equally 

effective. These different practices may mirror institutional differences and other structural constraints, such 

as the organisational differences of debt management offices (DMOs) (OECD, 2002). All this means that it 

would be often wrong or misleading to use the phrase ‘best practices’, while ‘leading practices’ would, in 

many cases, be more appropriate. 
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3 Leading practices in primary markets 
 Primary market operations 3.1

It is important to make a clear distinction between borrowing needs, on the one hand, and funding strategies, 

on the other. Gross borrowing needs are calculated on the basis of budget deficits and redemptions.  The 

funding strategy involves decisions on how (gross) borrowing needs are going to be financed using different 

instruments (such as long-term, short-term, nominal and price-indexed) and various distribution channels 

such as auctions, syndications, taps, and private placements. 

 

 Impact of the crisis 3.2

Tougher issuance conditions related to the crisis-related surge in government borrowing is an important 

reason why some issuance arrangements have not always been working as efficiently as before the crisis. 

This prompted debt management offices (DMOs) in the OECD area to review existing issuance policies and 

procedures. In response, many DMOs implemented changes in existing issuance procedures and policies that 

may have led to a somewhat greater diversity of primary market arrangements and procedures (Blommestein, 

2009). 

 

The crisis also had an impact on the use of indicators or guidelines related to the key risks of the maturity 

structure of issuance or of outstanding debt. 

 

Issuance conditions were at times tougher with sometimes weak demand at auctions (lower cover ratios) and 

greater auction tails reflecting relatively unsuccessful auction results. 

 

 Changes in policy mandates and/or leading practices in mature 3.3
debt markets 

Since 2008, debt managers from mature markets have been facing huge funding challenges and changes in 

the composition of the investor base. Considerable funding needs, together with at times unfavourable and 

more complex market conditions, as well as concerns about the (alleged) loss of the risk free status of 

government debt in some jurisdictions, are raising important policy issues and challenges. 

 

Against this backdrop, many DMOs have adopted changes in issuance procedures so as to address the 

consequences of increased competition in raising funds and potential market absorption problems, see 

Blommestein (2009). The following trends and developments could be observed in the run-up to the peak 

of the global crisis:  

⎯  dramatically increased borrowing requirements and worries about possible market absorption 

problems; 

⎯  changes in issuance methods, including more flexible auctions,  introduction  of auction fees, and the 

(greater) use of distribution methods other than auctions such as syndication, Dutch Direct Auction 

procedures and private placement; 

⎯  changes in the optimal composition of sovereign debt portfolios. 
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In the wake of the 2008 – 2009 global financial crisis and, later, in response to extreme pressures in several 

euro area sovereign debt markets, questions have been raised about the functioning and future of market-

making, in particular primary dealer systems (PD). 

 

 Advisory practice and capacity-building activities for primary 3.4
markets by Vivid Economics 

Vivid Economics has created an advisory practice for the development of primary markets. This capability 

includes the leading practices used successfully by many governments but also technical assistance and 

advisory activities tailored to the needs of individual countries. 

 

Moreover, Vivid’s capacity-building activities for strengthening public debt management and developing 

primary markets, also includes training courses and the organisation of study tours. 

 

In doing so, Vivid Economics uses a variety of formats, tools and techniques to ensure maximum interaction 

between participants as well as capacity-building training courses, study tours and peer-assisted learning 

(PAL) activities such as workshops. 

 

Vivid Economics emphasises an operational approach in particular by using PAL activities as an important 

tool for identifying and discussing operational problems and challenges. This includes for primary markets 

the following topics for PAL workshops and PRs: 

⎯  policies and infrastructure for primary market operations; 

⎯  database with recent trends and developments, including information on leading policy practices;  

⎯  design of annual borrowing plans and funding strategies. 

 

Capacity-building activities also include the organisation of policy dialogues jointly with international or 

regional organisations targeted at debt managers from specific regions (for example, Africa) or from all over 

the world. 

 

Vivid Economics regularly interacts with its network of worldwide debt management experts for designing 

the appropriate content, format, and length of the different PAL programmes, whereby the various PAL 

programmes are often tailored to local circumstances. When needed, Vivid will also identify and contract 

suitable experts. In this way, Vivid’s core team of internal experts expands with appropriate external experts. 
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4 Trading public debt: secondary 
market efficiency and liquidity 

  Pre-crisis environment 4.1

Secondary market liquidity is an essential feature of a well-functioning and resilient government bond 

market for trading public debt.  Efficient secondary market operations and liquidity are therefore of great 

importance for issuers, dealers and investors. Liquid markets are also of great importance for other 

policymakers such as: 

– central bankers because of the relevance of these markets for the execution of monetary policy;  

– cash managers whose main objective is to ensure that the government has at all times the cash (liquidity) 

to meet its commitments; and  

– policymakers responsible for financial stability. 

 

Investors place a high value on being able to trade sizeable volumes of bonds without the risk that these 

trades will impact on bond prices.  High liquidity facilitates entry to and exit from a market, as well as 

enabling investors to easily adjust portfolio positions. 

 

Liquidity in government bond markets also has a direct impact on funding possibilities and financing costs, 

and may assist in the development of financial markets more generally. This is because of the important 

benchmark or reference role played by government bonds. Liquidity in secondary markets government bond 

markets is therefore of particular interest to debt management offices and finance ministries as it has a direct 

impact on funding possibilities and costs. 

 

For a government bond market to provide efficient price signals for other sectors of financial markets, it 

requires a strong level of liquidity, even in times of market dislocation or stress. Liquidity is therefore also a 

key issue in the development of financial markets (Blommestein & Javier, 2007) as it affects the risk-return 

terms for issuers and, conversely, the attractiveness of government paper for domestic and foreign investors.  

 

Active secondary market trading improves liquidity and improves the price discovery process. Secondary 

market liquidity and active trading relies on several microstructure aspects that should be considered: i) 

concentrated issuance of key benchmark tenors; ii) well-functioning spot and repo markets; iii) ability to 

short sell bonds, iv) derivatives markets; and v) automation and electronic market structures. 

 

 Impact of the crisis 4.2

There have been many new factors impinging on liquidity in government bond markets since the onset of the 

global financial crisis.  Some of these relate to investor sentiment, while others arise from regulatory 

changes. The ongoing process of regulatory changes (such as Basel II and III, Solvency II, CACs, MiFID, 

Dodd–Frank Act) in the financial system, which started anew a few years ago, is having an adverse impact 

on secondary market liquidity of government bonds. Surveys among debt managers confirm this 

development. 
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In sum, post 2008, there has been a structural change in market liquidity driven by legislative and regulatory 

developments (Box  1). Traders and issuers are arguing that the previous market-making model for 

government bonds is a model of the past. Broker-dealers have responded by adapting business models. 

Banks may need to change their business models by becoming agency brokers. New regulations are reflected 

in tighter dealers’ balance-sheet constraints that seem to impede, or reduce the scope for, market making. 

These developments, in turn, are having an adverse impact on liquidity because market making matters for 

liquidity (Brandao-Marques & Gaston, 2016). 

 

Box  1. Legislative and regulatory developments 

The BIS notes in its Annual Report that most market liquidity indicators, such as bid-ask spread, 

average transaction size and quoted depth, do not show a significant structural, decline of liquidity in 

fixed income markets. On the other hand, the number of intense and disorderly price movements have 

increased, although they are generally short-lived. (See Box II.B: Liquidity in fixed income markets, 

BIS, 86th Annual Report, 2015/16, 26 June 2016.) 

 

In many jurisdictions, government bond markets are affected by negative yields and UMP such as QE (for 

example, within the euro-zone and Japan). The BIS annual report notes that, at the end of May 2016, close to 

$8 trillion in sovereign debt, including at long maturities, was trading at negative yields (BIS, n.d.). Some 

analysts argue that rates are distorted, with yields having gone down so much that yield curves are 

overpriced significantly. 

 

 Changes in policy mandates and/or leading practices  4.3

Primary dealers (PDs) execute their obligations in secondary markets by standing ready to give two way 

quotations (prices) in certain (designated) government securities, thereby contributing to liquid markets. In 

normal circumstances this PD model has functioned very well. However, in times of high volatility and 

uncertainty, together with rapidly widening bid-ask spreads and increasing yields, market making may at 

times become very challenging. 

 

As noted, structural changes in market liquidity, driven to a large degree by legislative and regulatory 

developments, are forcing PDs to change their business models.  

 

On the issuance side, debt managers have introduced measures to enhance liquidity. For example, the greater 

use of bond buybacks and exchanges. Moreover, quite a few DMOs have introduced measures to improve 

the deteriorated balance between obligations and privileges of PDs. 
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 Advisory practice and capacity-building activities for secondary 4.4
market efficiency and liquidity by Vivid Economics 

Vivid Economics has created an advisory practice for the development of secondary market efficiency and 

for addressing obstacles to market liquidity. This capability to enhance market efficiency and liquidity 

include technical assistance activities tailored to the needs of individual countries and supported by leading 

practices successfully used by many governments. 

  

 

The advisory approach by Vivid Economics emphasises an operational approach such as the use of PAL 

workshops as an important tool for identifying and discussing operational problems and challenges. This 

includes for secondary markets the following topics for PAL workshops and PRs: 

– policies and infrastructure for the functioning of secondary markets; 

– database with recent trends and developments, including information on leading policy practices;  

– drivers of secondary bond market liquidity. 

 

It is also envisaged to organise policy dialogues jointly with international or regional organisations targeted 

at debt managers from specific regions, for example, Africa, or broader. 



11  

 

5 Investor relations 
 Pre-crisis environment  5.1

Most debt managers have some type of investor relation (IR) function, ranging from a dedicated unit to a 

general communications function under which IRs is considered a component.  Most DMOs do not have a 

special unit. Instead, they integrate IR functions with other areas of the business or consider broader 

communications as serving an adequate and relevant IR role. 

 

 Impact of the crisis 5.2

As noted, the global financial and economic crisis, starting in 2008, triggered a strong surge in government 

borrowing needs in many mature markets. This in turn triggered changes in the composition and preferences 

of the investor base as well as a change in priorities for DMOs and primary dealers in how best to deal with 

investors. For example, DMOs put a greater emphasis on the importance of investor relations and 

communication strategy, citing a variety of reasons, ranging from greater funding requirements and a more 

complex investment climate, to an increased need for diversification of the investor base. 

 

 Changes in policy mandates and/or leading practices  5.3

In response, DMOs have expanded their IR activities. This process involved an improvement of existing IR 

activities and practices, such as the broadening of communication channels and more advertising activities. 

There have also been strategic improvements, such as a greater emphasis on diversifying the investor base, 

more direct contacts with large (foreign) investors (including via road shows),  a n d  a  greater adaptation 

to actual market needs of a global investor base. 

 

 Advisory practice and capacity-building activities for investor 5.4
relations 

Vivid Economics has created an advisory practice for the development of better investor relations. This 

capability includes technical assistance activities tailored to the needs of individual countries.  

 

This practice also focuses on leading practices that are used successfully by many governments. Moreover, 

Vivid employs comparative studies that analyse the different types of investor relations models used by 

DMOs. 

 

This policy area is further covered by Vivid Economics in the form of training courses, the organisation of 

study tours, (PAL) workshops, and PRs. 
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6 Transparency 
 Current status 6.1

The growing importance of transparency is a worldwide trend. Transparency is linked to accountability, 

disclosure policies and accounting standards. Transparency related to raising, managing, retiring and trading 

of public debt is an issue that touches all layers and institutions involved in the management, issuance and 

administration of public debt: Debt Management Offices (DMOs), Central Treasury, Ministry of Finance, 

Central Bank, Parliament, markets, rating agencies, the media and the general public. 

 

This means that the allocation of responsibilities, objectives for public debt management, and the use of 

operational procedures, should be publicly disclosed and explained. 

 

Moreover, accountability needs to be supported by a suitable legal framework, including adequate financial 

legislation related to sovereign finance and clearly defined budget procedures. 

 

In addition, transparency about standards and measures for portfolio risk allows a better understanding of 

risk-based debt management strategies, while it also provides more scope to use sophisticated risk-adjusted 

performance systems for DMOs. 

 

 Impact of the crisis 6.2

Since the onset of the crisis and the associated huge increase in sovereign borrowing operations, 

governments are facing additional pressures from investors and others to increase the transparency of: (i) 

debt management strategies, (ii) borrowing operations, (iii) methods for the calculation of central 

government debt figures, (iv) measures for roll-over risk, (v) maturity structure, (vi) derivatives and (vii) 

contingent liabilities. 

 

Recent areas of discussion include making the risk characteristics of the government balance sheet (central 

bank plus central government) more transparent, while also addressing the questions as to which items 

should be part of the mandate of debt managers, taking steps towards integrated risk management by 

implementation of the logic of sovereign asset and liability management, SALM (Box  2). But the debate also 

involves moving towards greater transparency of off-balance sheet items such as contingent liabilities and 

derivatives. 

 

Box  2. Sovereign asset and liabilities 

The discussion on sovereign asset and liabilities (SALM) relates to how the structure of government 

debt should develop over time consistently with objectives for cost and risk. See Blommestein and 

Fatos Koc (2008). 
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 Changes in policy mandates and leading practices  6.3

Transparency in primary market procedures and techniques and fairness in treating dealers and investors are 

essential for lowering borrowing costs over the medium term. It is also important that all potential buyers of 

government securities are provided simultaneously with the same information. 

 

DMOs with a high degree of operational autonomy are in a better position to act as professional market 

players with highly transparent and predictable policies. 

 

Transparency in secondary market pricing is important for a liquid and efficient government securities 

market. To ensure price transparency, all trades, including over-the-counter transactions, require centralised 

reporting, such as an exchange, Central Securities Depository, or industry association that efficiently 

disseminates information publicly. 

 

The policy of transparency, linked to openness, accountability and predictability, remains a hallmark of the 

strategy, policies and operations for debt management. In some respects, the global crisis has enhanced the 

need for greater transparency. 

 

A highly specialised area that deserves more attention is proper accounting standards. An important 

objective is the availability of more transparent policies and operations by using common definitions, 

measures and statistics. For example, the publication of standardised measures of central government debt 

(stock measures) and cash borrowing requirements (flow measures) can be expected to increase 

transparency. Since the risk dimension of stock and flow measures is of great importance for debt managers, 

standardised risk indicators need to be employed as well. Also the greater use of standardised measures for 

derivatives operations, and the issuance and management of contingent debt, are to be recommended from 

the perspective of greater transparency. 

 

Clearly, the use of standardised measures makes them more easily comparable across countries while it 

would make the underlying policies and operations more understandable or intelligible. For this reason, there 

is strong and widespread support for increasing the need for better financial reporting in the public sector 

based on proper common standards, including by enhancing the transparency of definitions and measures of 

government debt. In this context, recommendations have been made by the International Federation of 

Accountants (IFAC) for enhanced public sector reporting, transparency and accountability by adopting 

International Public Sector Accounting Standards (IPSAS) (Box  3). 
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Box  3. International Public Sector Accounting Standards 

The adoption of IPSAS implies the use of accrual-based accounting in the public sector. In this context, 

IFAC has recommended that the G20 actively encourage and support the adoption of IPSAS as it 

reinforces the principles of transparency and allows for the monitoring of government debt for their 

true economic implication. To that end, the IFAC has submitted on various occasions letters to the G20 

with a series of recommendations on public sector financial management, transparency, and 

accountability. The various letters to the G20 with the full recommendations can be found on the IFAC 

website. 

 

Vivid Economics is supporting these efforts, while good practices in this policy area are an important part of 

its advisory and training activities. 

 

 Advisory practice and capacity-building activities for more 6.4
transparency 

Vivid Economics has created an advisory practice for the development of increased transparency in primary 

markets, secondary markets and the risk characteristics of the government balance sheet. 

 

This capability includes technical assistance activities tailored to the needs of individual countries but also by 

using the leading practices used successfully by many governments. 

 

Accordingly, tools developed and used by Vivid Economics for enhanced transparency concern Peer 

Reviews (PRs) and Peer Assisted Learning (PAL) Networks and Programmes. For example, for discussing 

the use of standardised measures for sovereign debt, derivatives operations and the issuance and management 

of contingent debt. In this context it is also envisaged to pay more attention to proper accounting standards. 

 

This activity is also supported by the organisation of policy dialogues jointly with international or regional 

organisations and focused on international good practices. 

https://www.ifac.org/publications-resources/ifac-makes-recommendations-g-20
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7 Public debt management strategies  
 Current status 7.1

A Debt Management Strategy (DMS for short) consists of the government’s objectives, borrowing plans, 

funding strategies, risk management targets and other policies for the management of its domestic and 

foreign debt. DMOs formulate a preferred DMS with targets for the composition of preferred debt portfolios.  

 

Strategic benchmarks are often set for the medium term, as part of Medium Term Debt Strategies – MTDS, 

with annual reviews of the actual or realised values.  

 

 Impact of the crisis 7.2

Poorly structured sovereign debt portfolios have often been important factors triggering or exacerbating 

financial crises. For that reason, DMSs should take into account the preferred risk profile of sovereign debt 

portfolios. In this way, the funding strategy is an important tool for managing (limiting) the risk exposure of 

the stock of debt, while liquidity buffers play a supporting role.  

 

 Changes in policy mandates and leading practices 7.3

DMOs disclose information about DMSs in the form of quantitative benchmarks or qualitative statements. 

Disclosing quantitative benchmarks means making public numerical targets for each risk indicator. This will 

benefit investors and other stakeholders, while this practice makes debt management more predictable.  

DMOs can use and explain strategic indicators. They can also provide information on what these medium-

term strategies signify and outline the policy implications for public debt management. 

 

Debt managers can publish medium and long-term debt strategies so as to enhance the predictability of debt 

management policies and to lower borrowing costs. When actual or realised numerical results of the MTDS 

are published, investors, primary dealers and credit rating agencies are in a better position to make 

assessments about progress made within the context of publicly announced numerical strategic targets. Vivid 

Economics provides expert advice regarding the construction of an MTDS with associated annual borrowing 

plans. 

 

Vivid Economics has also been involved in providing expert advice for constructing Medium-Term Macro-

Fiscal Frameworks (MTFFs) and Debt Sustainability Analyses (DSAs). 

 

 Advisory practice and capacity-building activities for public debt 7.4
management strategies 

Vivid Economics has created an advisory practice for the development of public debt management strategies. 

This capability includes technical assistance activities tailored to the needs of individual countries by Vivid 

Economics but also by using the leading practices used successfully by many governments. 
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Moreover, Vivid’s capacity-building activities for creating DMS/MTDS, also includes training courses and 

the organisation of study tours. 

 

The approach by Vivid Economics emphasises an operational emphasis in particular by the use of PAL 

workshops or seminars as an important tool for identifying and discussing operational problems and 

challenges. This includes for debt strategies the following programmes: 

– PAL workshops and PRs on designing scenarios for public debt strategies; 

– PAL workshops for designing quantitative DMS/MTDS/DSA models and developing supporting 

modelling techniques and databases; 

– The organisation of policy dialogues jointly with international or regional organisations targeted at debt 

managers from specific regions, for example, Africa, or all over the world. 
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8 Guarantees 
 Current status 8.1

Most references to government contingent liabilities concern the issuance and management of explicit 

contingent liabilities, also called state or government guarantees. For example, credit guarantees or equity 

guarantee programs, which provide guarantees for a proportion of the losses in certain types of high risk 

venture capital investments, and also hybrid arrangements such as Public Private Partnerships, (Box  4). 

 

Box  4. Guarantees 

Guarantees, like other contingent liabilities, have prices and triggers and payouts that are meant to 

cover a specific risk. The risk may reflect an obligation that arises explicitly from contracts under civil 

law or one that is expressly recognized by law; hence the label ‘explicit’. Implicit guarantees, by 

contrast, are based on assumptions that the government will protect holders of certain liability and 

equity instruments, but for which no explicit legal obligation to do so exists, see Blommestein (2005). 

 

Like conventional government debt instruments, explicit contingent liabilities, such as state guarantees, may 

also affect the government’s overall financial position. For example, they are typically based on contracts 

under civil law, like conventional bonds, and they are claims on the same balance sheet, that is they have to 

be serviced using taxpayers’ money. From these perspectives, explicit contingent liabilities (government 

guarantees) can be linked to the responsibilities and expertise of debt managers. This, in turn, raises the key 

policy question whether (and how) they need to be included in the overall framework of government debt 

management, see Blommestein (2005). 

 

 Impact of the crisis 8.2

The global financial and economic crisis resulted in a marked expansion in government guarantees, in 

particular, as a policy tool to support financial stability. Certain, largely implicit, guarantee or contingent 

arrangements have proved effective in halting contagion and stabilizing financial institutions in times of 

severe stress. Their use, along with other market backstops such as the provision of additional capital for 

banks by some public authorities and of additional liquidity by central banks, were important instruments in 

the efforts to preserve liquidity and restore market functionality. Under existing structures, it would be 

difficult to manage financial crises without them. 

 

The financial and economic crisis proved also especially challenging for small firms in a large number of 

countries, (Box  5). 
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Box  5. The effect of capital constraints on small firms 

The constraints on bank capital positions reportedly exacerbated the usual financing constraints. In 

many cases, SMEs and entrepreneurs faced a double shock of a severe drop in demand for goods and 

services, which drastically affected their revenue prospects, accompanied by a credit crunch, which 

limited their financial capacity to adjust. The combined effect of these forces pushed many small firms 

into bankruptcy and was at least a contributory factor in record levels of unemployment in OECD 

countries. Governments responded with a number of measures aimed at supporting sales and exports, 

preventing the depletion of SME’s working capital, and enhancing their access to credit, in order to 

enable SMEs to maintain their business activities. Issuance of new guarantees and expansion of 

existing programs were a major part of the policy response. 

 

 Changes in policy mandates and/or leading practices 8.3

Most leading practices focus on credit guarantees versus direct lending. However, Vivid Economics seeks 

also to develop in detail leading practices for (i) other structures such as PPPs or other forms of guarantees; 

and (ii) contract design in terms of issuance guidelines. The crisis underscores the need for an integrated risk 

approach to public sector balance sheets. For arguments in favour of an integrated risk management of the 

government balance sheet, see Blommestein and Koc (2007) and Wheeler (2004). 

 

The crisis guarantees arising from banking failures are mainly implicit contingent liabilities (except deposit 

insurance schemes). Unlike explicit contingent liabilities, these are less easy to identify and manage. 

Nonetheless, DMOs may be involved when implicit contingent liabilities are triggered. For example, on 

several occasions during the recent global crisis DMOs had to raise at very short notice significant amounts 

of money as part of bank rescue packages. 

 

The rising demand for financing needs of infrastructure projects (Box  6) could create another funding 

challenge for debt managers. The huge financing needs make alternative financing methods, such as private 

sector involvement via public procurement and PPPs, necessary for many countries. Although DMOs are not 

directly involved in infrastructure projects, the financing needs or government commitments arising from 

those projects may become their concern when they increase government borrowing requirements. This may 

therefore also require the issuance of new longer-term instruments.  
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Box  6. Financing needs of infrastructure projects 

According to the American Society of Civil Engineers the estimated need of US by 2020 will be 

around USD 3.6 trillion (Engineers, 2013). Another developed country, UK, recently announced its 

plans for over £100 billion capital spending for the infrastructure (Alexander, 2013). Developing 

country needs have also a rising trend. European Center for Development Policy Management studies 

shows that the total infrastructure financing gap for developing countries are estimated about US$57 

trillion until 2030 (ECDPMS, 2013). Furthermore, according to the Asian Development Bank, in order 

the Asia to match Europe’s current standard of living by 2050, a total infrastructure investment need is 

about $8 trillion for 2010–2020 (Asian Development Bank, 2012). As soon as the underdeveloped 

countries are considered, the conclusion is similar. The Africa Infrastructure Country Diagnostichas 

calculated the infrastructure needs of Sub-Saharan Africa over USD 93 billion annually over the next 

10 years and although less than half that amount is being provided, there is still a financing gap of more 

than USD 50 billion to fill annually (African Development Bank Group, n.d.). 

 

 Advisory practice and capacity-building activities for government 8.4
guarantees 

Vivid Economics has created an advisory practice for the issuance and management of government 

guarantees. This capability includes technical assistance activities tailored to the needs of individual 

countries by Vivid Economics but also by using the leading practices used successfully by many 

governments. 

 

The approach by Vivid Economics emphasises an operational emphasis in particular by the use of PAL 

workshops or seminars as an important tool for identifying and discussing operational problems and 

challenges. This includes for government guarantees the following PAL workshops and PRs: 

– issuance and management of state guarantees; 

– credit guarantees versus direct lending; 

– leading practices for PPPs and guarantees; 

– contract design and issuance guidelines; 

– integrated risk approach to public sector balance sheets. 

 

Vivid Economics is also planning the organisation of policy dialogues jointly with international or regional 

organisations targeted at debt managers from specific regions (e.g. from Africa) or all over the world.  

 

Vivid Economics regularly interacts with its network of worldwide debt management experts for designing 

the appropriate content, format, and length of the different PAL programmes, whereby the various PAL 

programmes will be tailored to local circumstances. When needed, Vivid will also identify and contract 

suitable experts. In this way, Vivid’s core team of internal experts can be expands with appropriate external 

experts, thereby mobilising the required, often very specific expertise in a flexible and cost-effective fashion. 
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