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Optimstic ratings can hel p Asia ride out turnoi

Ani ta Gabri el

EARLY t his year, an unprecedent ed adm ssion canme froma | arge Eur ope-based
credit rating agency. Fitch I BCA - Europe's |largest - buckling under
international criticism bowed its head and said it, and its bigger rivals
had i ndeed fail ed.

They had failed to flash early warni ng signals on what was to becone the
bi ggest and nost threatening crisis to grip Asia and the rest of the
world. (This is not the first time they failed to put the saddl e on the
right horse. Their short sightedness al so showed when they di dn't predict
the Mexican crisis.)

The reason for the oversight was sinple enough. Fitch was reported to
have said in the Financial Times: "W over-estinated the sophistication of
Asi an pol i cymakers, who have proved good fair weather navigators but very
poor sailors in a storm™

Since then, the |ike-never-before del uge of downgrades by these
i nternational agenci es have been pouring into Asi an debt, adding panic to
the existing frenzy, further accentuating the bust.

For instance, Mdody's and S&P' s continued to rank Thai Gover nnment bonds
as grade Auntil |ast Cctober, three nonths after the baht col | apsed. They
downgraded ratings for Yamai chi Securities, which earlier boasted
i nvest ment grade, nmerely days before the i nvest nent house went bust | ast
Novenber .

Hong Kong was not spared either when Mody's altered its rating on najor
banks to negative only after the stock nmarket gave in to the sliding
currency. The inpeccable timng of Mody's and S&' s sl ashi ng of
Mal aysi a's sovereign rating to near junk bond status hours before
pol i cymakers were expected to | eave for a roadshowto raise funds overseas
several nonths ago, have further cast a dark shadow of uncertainty over
their credibility in the country.

And in what is deened as the "nost dramatic i nstances of sovereign
rati ng downgrades in the history of sovereign ratings”, South Korea which
was rated at the sanme level as Italy and Sweden as early as |ast Cctober,
was sl ashed to junk bond status shortly after.

Could it now be possible that the economni c netereol ogi sts have fail ed
(again), only this tine by underestinmating the resilience and fundanental s
of these economnies, nost of which have never defaulted in their paynents.

Having fail ed to perceive nuch earlier the extent of the problens stil
pl agui ng much of Asia for over a year now, could they be overreacting by
t hrowi ng nost of these countries to or al nbst to non-investnent grade?

Back in April, a major Japanese financi al house probably frustrated by
the damage inflicted onits business by the ratings, suggested that these
agenci es be rat ed.

The people sitting at their desks in New York and London nust have
di sm ssed these calls with a chuckle, just |ike hedge fund managers and
currency specul at ors who t hi nk of thenmsel ves as t he unt ouchabl e mar auder s
in a free-market capitalist system

But rating agenci es shoul d wat ch over their shoul ders. Once ridicul ed
for his call for transparency and regul ati ons on hedge funds and currency
trading - a call increasingly being echoed by other nations - Prime
M ni ster Datuk Seri Dr Mahathir Mohamad has set his sights on the
i nternational rating agenci es.

As the pattern goes, his thoughts over these agencies are increasingly



bei ng expressed by other frustrated econom es still stinging fromthe cuts
intheir sovereign ratings.

International rating agencies generally do not possess superi or
i nformation on energi ng market economies. In fact, they have very little
scope to acqui re advance know edge on natters affecting sovereign ri sk.

Sovereign risk ratings are based on publicly-available information, such
as the country's foreign debt, gross donestic product, reserves and
political scenario.

This sets themapart fromlocal rating agenci es which judge the credit
wor t hi ness of conpani es based on information directly provided by the
conpany which may not be of public know edge.

For exanple, in Malaysia, there are two rating agencies - Rating Agency
Mal aysi a Bhd and Mal aysi a Rati ng Corp Bhd. These agenci es have access to
i nsi de i nformati on whi ch includes details of a conpany's debt |evel s,
financial and cash fl ow position.

The local rating agency is also in a positionto directly assess the
managenent conpet ency of the conpany which plays an i nportant role in
determ ning the health of the conpany. Wth these data, it can then accord
t he conpany nore accurate ratings after also taking into considerationthe
overal | anbi ence of the particular industry and the econony i n general

As such, as opposed to sovereign borrowers, this advance know edge
obt ai ned by | ocal agenci es can be conveyed to market partici pants through
ratings on private borrowers.

G ven that these factors tend to make i nvestors have nore faith and base
their investnent decisions nore accurately on local ratings, it is
i nportant that RAMand MARC continue to renmai n i ndependent.

They need not feel the heat being directed at international credit
agencies as they are in a better position to cone up with accurate
j udgenent s.

"What is inportant is they (local agencies) should not be pressured to
gi ve conpani es positive ratings for the sake of making t hings | ook better
than they are. This will seriously jeopardise their credibility, hence
ruining the country's private debt securities inthe longer run," said a
mar ket observer.

We then return to sovereign ratings and the weight they carry in the
mar ket front. Evidence suggest that sovereign credit ratings are reactive
rather than preventive, in that they tend to anplify boombust cycles in
ener gi ng- mar ket | endi ng.

I f sovereign ratings have no additional know edge of a country's
standi ng, one wonders why sovereign yields still tend to rise when ratings
deteriorate.

According to a techni cal paper by CECD Devel opnment, ratings are
i nfluential because of the preval ence of herd instincts in the market.

"Herd instinct, often reinforced by poor prudential regul ation, give
soverei gn ratings the power to i nfluence sovereign bond yi el ds even t hough
they add little to the market's information," it said.

In addi tion, the study concludes that sovereign rati ngs absol ve noney
manager s frommaki ng i ndependent judgenents about sovereign risk.

True, international credit rating agenci es do not have a crystal ball to
gaze i nto. But professionalismdictates that instead of nerely playing
"catch up" with the market, it's tine for themto don a nore responsi bl e
role in stenmng further exodus of funds fromthese econonies.

To achieve that, in a sentiment-driven market, it would help if they
threwin a dash of hope and optim sm Then, instead of nerely bei ng judges
of "navigators" and "sailors", they could well becone captains helping to
ri de out the choppy weather in the region.
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