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Call to regulate rating agenci es warrants study
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SI NCE t he onset of the financial crisis in Asia, there have been calls for
the regul ati on of currency tradi ng, which has been bl aned for the

depreci ation of many of the Asian currencies and the turnoil in their
econonmi es.

VWhile in the beginning of the crisis these calls canme fromthe | one
voi ce of Prime M nister Datuk Seri Dr Mahathir Mohamad, many in the world
comunity are echoing this call now.

Most recently, Dr Mahathir has again called for the regul ati on of
i nternational rating agenci es.

At the close of an international conference on the Asian financi al
crisis heldin Kuala Lunpur earlier this week, he said the downgradi ng of
Mal aysia's credit rating by these agencies had made it difficult for
Mal aysia to raise foreign funds to finance the operations of both
Pengurusan Danaharta Nasi onal Bhd and Dananbdal Nasi onal Bhd.

He questioned the agenda of these rating agenci es and t he transparency
of their operations and suggested that there may be a col | usi on anong
certain parties out to prevent the Governnment's econom c recovery efforts.

Regul ation, the Prine Mnister said, was necessary as these agenci es had
taken upon thenselves to rate countries w thout a request to do so, a
departure fromtheir origi nal node of operation when ratings were carried
out either on the request of prospective buyers to rate a target conpany,
or by banks to rate countries or conpani es seeki ng | oans.

It is not the first time Dr Mahathir has called for the regul ation of
rating agenci es and he has not been alone in this call.

In April, a major Japanese financial house which was frustrated by the
damage caused by the ratings it received fromrating agenci es, suggested
t hat these agenci es be rated t hensel ves.

In his mai den address to the annual neeting of the Internationa
Monetary Fund (I MF) and Worl d Bank, Second Fi nance M ni ster Dat uk Miust apa
Mohamed had cal l ed for the creation of a nechanismthat will nake rating
agenci es accountable for their actions.

These argunents cannot be di smi ssed al t oget her since rating agenci es
have been known to nake m stakes in their analysis in the past.

Rati ng agencies, on the other hand, have argued in their defence that
thereis no driving factor behind their ratings and their duties are to
forman anal ysis on whether a risk of default is to be reduced or
i ncreased.

Standi ng by their ratings, these agenci es said the assesnent shoul d not
be made to pl ease any market participant, borrower, investor or
i nternediary.

Wil e both the Prinme Mnister and the rating agenci es have conpel | i ng
argunents, perhaps it is worthwhile to | ook at the subject of regul ation
and consi der sone issues that surround it.

One of the issues, and perhaps the nost crucial, is who should be the
regulators. If international rating agencies are to be regul ated, then
t here shoul d an authority or a comm ssion set up specifically toregulate
t hese agenci es, which could include the International Mnetary Fund or the
Wor | d Bank.

In short, rating agenci es nust answer to an authority. For exanpl e,
public Iisted conpani es in Mal aysi a are subj ect to scrutiny by the Kual a
Lunmpur St ock Exchange and the Securities Conmi ssion



However, in the case of international rating agencies, they nay be based
i n London but if requested by their client torate a country or conpany in
say Sout h-East Asia, there is nothing that prevents themfromdoing so.

I ndeed, they have becone part and parcel of the international econony
itself.

Li ke currency traders, they transcend geographi cal barriers. Thus, any
regul atory body woul d have to take into account this cross-boundary nature
of international rating agencies.

The question of the I egal standing of rating agencies needs to be | ooked
intoas well. Duetothe large inplications their ratings could have on
ot hers, rating agenci es cannot sinply rest on clains that their business
i s based on i ndependence fromany party.

If they profess to be experts in their field of operations, then they
shoul d be nade |iable for professional negligenceincourts of |awshould
t hey nake mi st akes.

Only then woul d rati ng agenci es be expected to exercise fairness to
parties rated and those using their services, which in the |ong-termwould
al so work to the advantage of the agencies' own credibility.

Therefore whil e the proponents of a regul atory body or wat chdog for
i nternational rating agenci es have valid argunments and the i nternationa
rating agenci es have theirs, these i ssues | ook set to be addressed sooner
or later.

Wi | e some may scoff at Mal aysia's proposal to regul ate the agenci es,
there is nothing to show at present, other than the agencies' nere
assertion that they are i ndependent.

This woul d appear to be rather dangerous gi ven the consi derabl e
i nfluence their ratings can wi el d.
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