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Nation riding out crisis, no thanks to rating agencies

Shahri man Johari

MANY rmay still remenmber the "bullish-on-bounci ng-back"” adverti senent which
was repeatedly aired over the broadcast nmedia | ast year

The adverti senent depicted sonme Mal aysians trying to raise the spirits

of many nore Ml aysians during the difficult days of the recession.

This year, voices fromabroad are joining in the bullish chorus and they
include the likes of international rating agencies and investnent bankers.
Anong the rating agencies, Fitch I BCA was one of the nobst vocal w th rmuch
publicity in hand. It infornmed the press on Friday, two days ahead of a
maj or announcerent the foll owi ng Monday.

In a refreshing change, Fitch - which is Europe's |argest rating agency

- restored Malaysia's sovereign rating two notches up to i nvestment grade
BBB- from BB, a junk bond status.

Only | ast Septenber, Fitch had been quick to downgrade Ml aysia's
sovereign rating fromtriple B mnus to junk bond status foll ow ng the

i mposition of selective capital controls and "attendant fears that this
anounted to a rejection of the market discipline that has sped reforns in
Thai | and and Sout h Korea". Fitch was, of course, too hasty in coming to
its conclusion and in rightly revising its rating, it has hel ped to

i mprove Mal aysia's financial standing in the world.

Fitch's Si ngapore-based managi ng director Chin Teng Sam has al so

stressed that Ml aysia should allow a rating agency to "officially" rate
its debt paper.

This is because investors may not accept the pricing of the issue which
is based nmerely on the Governnent's reconmendation or the word of an

i nvest ment banker.

Thi s suggestion conmes in the wake of Ml aysi a' s announcenent of plans to
rai se funds of about US$2 billion (US$1 = RM3.80) through the issuance of
bonds in the international capital market.

Prinme Mnister Datuk Seri Dr Mahathir Mhamad has said the exercise wll
hel p i nprove the country's creditworthi ness based on the willingness of
foreign funds to take up the bonds and not because of the opinions of
rati ng agenci es.

Chin has al so raised the question as to whether investors will accept
(the reconmendati ons of) investnent bankers who work for the Governnent.
The purpose of the rating agency, according to Chin, is to act as an

i ndependent third party which takes the investors' point of view

But how i ndependent is an international rating agency?

Rati ng agencies are comerci al organisations that are profit-driven,
relying on the supply and demand of the nmarket. Wen such factors cone
into play, how does an organi sati on becone i ndependent when the market can
dictate its operations?

As commercial enterprises that are market-driven, rating agencies'
operations are certainly not exenpt fromabuse. Hence, the question of

i ndependence when it assigns a rating.

In addition, are the ratings done purely based on analysis of a

country's econom ¢ fundanentals or does it nerely follow ratings nade by
its competitors.

If one can recall, Fitch's revision cane in a matter of weeks foll ow ng

t he changes nade by ot her agencies |like Standard & Poor's and Mody's

I nvestors Service which raised the outl ook of Malaysia's rating to stable
fromnegative



The sane scenari o happened | ast year at a crucial juncture when Ml aysia
wanted to raise funds through a bond issue. A spate of downgrades ensued
when one agency started downgradi ng and this quickly created a dom no
effect from others.
Rati ng agenci es al so make mi stakes. Take for exanple in early 1998,
where Fitch openly admitted that it was wong in slashing South Korea's
sovereign ratings fromAA nminus to a specul ati ve B m nus.
Rati ngs of these institutions carry a |ot of weight in the internationa
arena. It can help a country to rai se nuch needed funds fromthe
i nternational bond market or it can deprive a country of funds and bring
it down to its knees.
Such powers may not be equal to ones possessed by hedge funds but
nevert hel ess, rating agencies need to be nonitored. Who nonitors them
currently? Nobody.
Even Japanese Governnent officials have been proposing that
international rating agenci es thensel ves be rated.
One rating agency was reported to have said in the Financial Tinmes |ast
year: "W over-estimated the sophistication of Asian policymakers, who
have proved good fair weather navigators but very poor sailors in a
storm”
Mal aysi a has stuck to its guns without resorting to the Internationa
Monetary Fund. Qur nove has yielded results and we are riding out the
financial storm
In the Iight of Malaysia's success in forging its ow road to financia
and economni c recovery, naybe the rating agency should re-think and assess
again its views expressed | ast year.
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