11/05/2022

Te {DEF

COUNTRY RIRATING:
ASSESSINGSTITUTIONAL
SUSTAINABILITY

CIFESEMINAROMABERLINNICE 2022
MICHEEHENRY BOUCHET

5 OBJECTIVES

[EEN

. Observing the rolef rating agencies

2. Looking at the pitfalls of rating agenci®sor trackrecord
andshortsightedness!

3. Analyzing ratingnethodology
. Focusing on specifeountry risk ratings

5. Addressing the challengg governanceating as well as
institutional resilience

N

QUANTITATIVE APPROACH: RATING

Z Means: Transforming a number of observations (Delphi
method, surveys) or quantitative indicators irdoe single
number.

Z The various indicators can be weighted regarding their
impact on creditworthiness and risk.

Z Endproduct: one single grade to assess past and current
country risk situation with crossountry comparisons across
time
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QUANTIFYING COUNTRY RISK: RISK WEIGHTING

MAIN COUNTRY RATING AGENCIES
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EX. { 9 t CDUNTRRISKASSESSMENRAMEWORK

Sovereignlissuer Credit Rating Framework,

Five key areas 1o determine a soversign's cradiworthiness

Institutional and
nance
B il Exonomic score

%

Instiwtional and govemance
effactivensss and economic

External score Fiscal score Monetary score

\—l—l

Flexibilly and performance.
profile
Soverelgn Indicative rating
lavel
_ [ Supplemerial sdjustivent Taclors and |
| _ena natch of lexibility, if applicable |

Forelgn-cumency soverelgn rating
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COUNTRY RISRATING ?

Advantages/ Pros Shortcomings/Cons

Z simple ZGNBRdAzOGAZ2YyAlal ¢
Z shrinks a large number | Z simplistic

2%”52%?2%2‘”“’ one | 17 risk of sekfulfilling
Z crosscountry p_rophecy. .

comparison Z little predictive value
Z comparison across time |Z weighted average tends
Z reliable for smooth risk| | to bury salient trends

evolution Z3ar@gsSa avylNy|SG O
Z usefulfor statistical and often made of herd

econometric analysis instinct

Michel H. Bouchet/SKEMACIFE 2022




SHORTCOMINGS OF RATING AGENCIES?

F Powerwithout accountability+ conflict of interest

F Conformitybiasand herd behavior

F Socioculturabias

F Punishmenbf disobedientfirms/countriesthat do
not requesta rating

F Procyclicabias hencefollowjng the majority
opinion ofmarketparticipantswithout anyearly
warningsignalsnor predictability track record "

F Spiltover effect! \%?Q
\

Vvl
)

o)

w’
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THEOCDHEMPLEMENTAS RATING AND
RANKIN®F COUNTRRISK-OR
PROVIDING LEVEPLAYINGIELD'O
EXPORBUARANTEEOMPANIE®ITHIN
THE GROUP OFBEVELOPEIOUNTRIES
ANDFORTHE PURPOSE OF SETTING
MINIMUM PREMIUM RATE®REXPORT
CREDIT TRANSACTIONS

SOURCE:HTTWWW.OECD.ORG/TAD/XCRED/CRC.HT!
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RATIN®OWNGRADBESTERHE GLOBAINANCIARNDPANDEMICRISES

FITCH ahhb5, Qa
U USA= AAA U USA = AAA
U Tunisia= B U Egypt Caal
U Egypt= B+ U Tunisia B3
(I Greece= BB U Greece= Caal
S&Ps DAGONG
i USA=AA+ U Tunisia = B
d Egr)".zt.;BB Ul Greece= CC
U Tunisi C a
U Greece= B UUSA=A
«selectivedefault»
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DAGONG 201721

AdapanA- AArgentina CC
ASpain BBB+ ANigeria BB+
Altaly BBB Avenezuela BB
AGreececC ATurkeyBB
Achile AA AEcuadoB-
Achina AAA AMaIaysia A+
AFrance A+ AThailandBBB
ABrazilAe Avietnam B+
AGermany AA+ AMoroccoBBB
ARussia stable Akorears
AUSA Aand BBB+ 201
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azz{h~n . _-ABATENG GOUNTRIES

Sowvereignd _Foreign Currency Debt
Australi Aaa STA
NEG
STA
STA
STA
German! Aaa NEG
Isle of Mal Aaa RUR-
Luxembourg Aaa NEG
Netherlani Aaa NEG
New Zealan Aaa STA
Norway| Aaa STA
Singapore Aaa STA
Swedel Aaa STA
Slvilzevlan% Aaa STA
USA Aaa STA
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RATING = POOREARLYWARNING SIGNAL?

1997 Asiaisk?«L (ke growth a (i 2 Gdvareigrriskhasnever
lookedbetter! »
Alnstitutional Investor(March 1997)

Z SouthKoreawasrated asltaly and Swedenuntil October2 ¥ ™ ¢ df
but wasabruptly downgradedto junk bond statud

« Therewere no earlywarnings aboutoreafrom us or, to the best of
our knowledge from other market participants, andur customers
shouldexpecta better job from us! » FitcH 1Bcranuant4, 1998

ASIA-1998: LESSONS OF THE CRISIS

Z ¢Any agency which rated the Republic of Korea at the hig
investment grade rating of AA(in the case of Fitch IBCA an|
{9tav 2NJ!'m 6a22ReéQauv 0S¥

rates Korea at a speculative grade,Bvas clearly either
GNRY3I AYyAlGALET @ 2N &

Fitch IBCA January 13, 1998

WAS THE 1998 ASIAN CRISIS ANTICIPATED
BYRATING AGENCIES?

Credit Ratings
Standard & Poor' s Moody' s

June 1996  June 1997  June 1996  June 1997
Indonesia BBB BBB Baa3 Baa3
Korea AA- AA- Al Al
Malaysia A+ A+ Al Al
Philippines BB BB+ Ba2 Bal
Thailand A A A2 A2
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°phl zdzh°h~n T &Nt 11! pé
THE HIGHER THE SCORE, THE LARGER THE RISK
1996/1997/1998 1999|2000/ 2005 2009|2010
ke | 28| 30 | 42 44|29 |28 40|25
maiene | 45 51541496549 |60 |45
pifppines | 55 | 57 | 35|53 | 78 | 75| 77| 58
malysa | 3313556 |46 | 46 | 46 451 60
meonesia | 45 | 491 91 | 98 |107| 81 | 76 | 61

genciesvere bimd Tor too Tongthen
hammeredthe countrieswith abrupt
downgrading
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RATING = POOREARLYWARNING SIGNALS?

9 b w h tollagse inDecember2001

Z Thecreditagenciesverestill tipping the energyfirm as aninvestmentgrade
creditfour daysbeforeit filed for bankrupcyprotection on 12/2/2001.

Za 2 2 Ré& (B&PdingflykdowngradedEnron tojunk statuson 11/28/01

Z « Thecreditraters -despitetheir unique position toobtain information
unavailableto other analyst were no moreastute and noquickerto act
than others»

A Senator Joe Lieberman

SourceCreditOctober2006, Vol7, Issue 09
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RATING = POOREARLYWARNING SIGNALS?

Z 20072008 USSubprimecrisis from Triple A rating of MBSrortgagebacked
securitie$ to junk bonds

Z 06/2010:Dagongdowngradeshe US
Z08/2011: USlowngradingo AA+:PoliticalRisks RisingDebtBurden
Z Fall2011:Italy-Spaindowngrading
Z2012:D NB Srulieslowngradings
Z October2012: Spaimlowngradingoy S&Ps
Z November2013:S&Pslowngradingof FrancePoliticalRisks RisingdebtBurden
Z Summer2019:Tunisia”’  a 2 2 R&RachB+ H 3

06/2013: US GOVERNMENT VERSUS S&PS

Z Civil lawsuit against Standard & Poor's: the US Department of Ju
accuses the creditating agency to have defrauded federally insure
FAYIYOALE AyadaltdZiazyaood ¢KS
overly optimistic credit ratings as objective and independent when
(NHzZiKE {3tQa R2gyLX I &SR FyR R
risk...

Z! O02NRAYy3 (2 (GKS LIEFAYGATFFT {
order to maintain and grow its market share and the fee income
generated from structured debt ratings.

Michel H. BoucheSKEMBIFE 2022
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09/2013: S&P SUES US GOVERNMENT OVER AL
RETALIATION FOR AAA CREDIT DOWNGRAI[

in retaliation for S&P's exercise of their free speech

ﬁ . Z "Plaintiff [Justice Department] commenced this acti
) 8 rights with respect to the creditworthiness of théSA"

TUNISA 20112022

¢19 Hamm aW! {aLb w9 POWNGRADED EUNISIA'G TOBRA3INEG

Z January 2011Moody'sInvestors Service downgraded to Baa3 from Baa2 the local and fof
currency government bond ratings of the Tunisian government.

Maindrivers forthe rating action:

(1) The country's instability due to the unexpected recent regime change, which resulted fi

the ongoing political crisis that first began as social unrest.

(2) The significant uncertainties surrounding both the economic and political outcomes.

(3) The ongoing unrest and the fluidity of the politisiliation

AMay 2013: new downgrading tBa2
AOctober 2017: B1
AAugust 2019: B2
AMay 2022: Caai

ichel H. Bouchet/SKEMBIEE 2022

COUNTRY RISK SPECIFIONDICES:
ASSESSINGECONOMIC AND SOCIO-POLITICAL
FREEDOMAND SUSTAINABILITY?

World Bank

Euromoney
Institutional Investor
HeritageFoundation

ICRG
FreedomHouse

FRASER INSTITUTE

UNDP/HDI
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Singapore 1 Nigeria 169
New Zealand | 2 Yemen, Rep._| 170
Denmark 3 [ Djibout 171
Korea, Rep. 4 WORLD BANK: Cameroon | 172
Hong Kong SAR,| 5 Timor-Leste | 173
United Kingdom | 6 «DOING BUSINESS | Bangladesh [ 174
[ United States | 7 | RANKIN@021 Syria 175
Sweden B Congo, Rep. | 176
Norias S Afghanistan _| 177
Fintand ) . Guinea-Bissau | 178
189 Countries Liberia 179

Taiwan, China_| 11 era_
Rl 12 10 Parameters Equatorial Guinea| 180
Angola 181
Australia 13 i 0
Canada 14 Russia 28 Chad 183
Germany 15 China=31 Congo, Dem. Rep| 184
Estonia 16 India= 63 Central AfRep | 185
Ireland 17 SouthAf= 84 Venezuela | 186
| Malaysia 18 Brazil= 124 South Sudan | 187
iceland 19 Libya 188
Lithuania 20 Eritrea 189

Michel H. BoucheSKEMBIFE 2022 2
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[FROMONE®  EUROMONENYRATINGIETHODOLOGY

Z 186 countries

Z 15critera

Z Delphi Technique: Panel of 2E&dingeconomists
in internationalfinancialinstitutions evaluing
performance in thdinancialmarkets(marketaccess
bond issue, spreadselldown terms and maturityX 0

Z Scoringbetween 100 (excellent) and) (highrisk)

Z Panel ofpolitical analyststo measureshort-term risk
of destabilization

Michel H. BoucheSKEMBIFE 2022 %
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EUROMONEY: RATINW/EIGHTS

Growth performance: 25% (GDP projection)
Politicalrisk 25%

Externaldebtindicators 10% debtGDP anddebt/X)
Externalpaymentdefault andrescheduling 10%
<Creditrating MoodyQa 2 NJ {"st Y wmUE?:
Shortterm credit marketaccess5%
CommercialbankMT credit 5%
Capitalmarketsaccess5%

Spread over USreasunyills: 5%

Michel H. Bouchet/SKEMBIFE 2022

m EUROMONEY COUNTRY RISKAP

poom -

World risk average

42,504 o2

Economic assessment
Poitical assessment
‘Structural assessment

Score

Access to captal
Credt ratings
Debtindicators

Country movers
} Lessrisk.

Michel H. Bouchet/SKEMBIFE 2022 28




11/05/2022

m EUROMONEY RISK RATING: IVORY COASZ016880 [istijtional SCORING/RATING OF COUNTRY
1801 Higher Risk I I

140

S

Z0-100semiannualw I Ay 3 2 F eredigworthifiedzy (i NX S & Q
basedon surveyof 100leadinginternational bankers

Zz Swnzerland Finland, Norway, Germany, Netherlands,
CN}yOSs ! {3x !YS [dESY62dNEX {Ay3l

120 4 Political upheaval

80 4 Coup do®tat Z Worst: Cuba, Myanmar, Cambodia, Nicaragua, Rwanda, Sudan,

o | Iraq, Congo, Sierra Leone, North Korea, Liberia

407 Globalaveragerisk rating as of 03/2000 = 41

201 | ower Risk Globalaveragerisk rating 03/2015 = 45

o

ST T T P
PP ——— s Michel H.Bouchey SKEMBIFE 202 3
INSTITUTIONAL INVESTOR RISK RANKINGIE®81

siyional INSTITUTIONAL INVESTOR RISK RATING ifigtigonal
e — e ——

IVORY COAST

180 1 Higher Risk
winformation provided by leading international banks.

uBankers are asked to grade each of the countries on a scale from 0 to 1|
(100 = best creditworthiness)

uSample updated every six months, ranges from 75 to 100 banks, each of

160

140

120 4

- elections
. . N ) L ) = 100 A R
which provides its own ratings. The names of all participants in the survd & 80 | Coupd 6 ®t at
are kept strictly confidential. Banks are not permitted to rate their home \
country. 601 FCFAdevaluation
windividual responses are weighted usinglastitutional Investoformula 01
that gives more importance to responses from banks with greater 207 Lower Risk
worldwide exposure and more sophisticated country analysis systems. o
Q@‘ a‘e‘f\a“e“t@@$§*‘@¢ FEEL LD 0D >
e e &

\“«\"
o H. BoucheU SKEMAFE 202

o
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fiiggional
LS INSTITUTIONALVESTORISKRATING ORSIA
u A Philippines=49
; Alndonesia57
Singapore & AVietnan=73
i Qis_tril;a: 11 A Sri Lanka= 103
A Jap_an: 19 ABangladesh= 111
A SouthKorea= 20 A Cambod|a o2
A Taiwan = 21 A Pakistan= 128
AChina = 26 AlLaos=136
A Malaysia=37 AMyanmar= 150
A Thailand: 47 A East Timor= 153
Alndia= 48 A North Korea 173
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MEASURING GOVERNANCE & CORRUPTION
COUNTRRISKGOVERNANGQEATTERS

Z Governance
Z Corruption
Z Regulatoryframework
Z Business conditions
Z Transparency

WHATIS GOVERNANCE?
Governanceconsists of the traditions and institutions by which
authority in a country is exercised
Processby which governments are selected, monitored and replac

Capacityof the government to effectively formulate and implemen
sound policies; andd’pectof citizens and the state for the institution
that govern economic and social interactions amdimgm.

6 dimensions

1. Voice and Accountability
2. Political Stability and Absence of Violence
3. Government Effectiveness
4. Regulatory Quality
Source: World Bank 5. Rule of Law
rel H. Bouchel/SKEMBIFE 2022 6. Control of Corruption

WORLD ! b YWORLIMMAPOFGOVERNANCE

Source: Kaufman, World Bank
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Indicator County Year Porcentile Rank {0 1o 100)

ol S Wil East B Nonth

WORDLBANK
GOVERNANCE T
INDICATORS

Sub-Saharan Afrca

Wil East & Nonth
Abica )

“Sub-Saharan Afrca
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POLITICADRDE
ENFORCEME
AND CONTRO
OF CORRUPTI(

IN THE MAGHR

1. Bouchet/SKEMBIFE 2022

Indicator

Poltical Stabikty and
of

Vilence/Terorism

Cantrol of Corruption

Country Year

Ageria

Moroceo

Turisia

Ageria

Moroceo

Tunisia

Source: World Bank 2020

Percentile Rank (0 to 100)
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IBRAHIM INDEX GOVERNANCEAFRICA

The Index groupgovernance and political freedom indicatargo four
main categories:

1. Safetyand Rule of Law,

2. Participation and HumaRights,

3. SustainablegEconomic Opportunity,
4. andHumanDevelopment

IBRAHIM INDEX OF GOBDVERNANTEAFRICA

+ Mauritiss 0
2 Seychelles 5
= Botswira 58
£ Cape Verde 55
= Sauth Arca ns
& Nanibia 673
7 Ghana 646
& Turicia 621
5 Egypt 615
0 Lasatho )
1 SinToméandPrindpe 582
2 Benin 566
15 Moroco 566
14 Senegal 56
38 Algeria 552
15 Tarzanla 50
47 Zambia 549
15 Garntla ET)

19 Mol 523
20 Mozambigue 521
21 Burking Faso 519
22 Malawi 517
% Ly 515
22 ganda 503
2 Sumalland 03
26 Kenya £
27 Gabon 50,1
18 Madagascar 51
29 Comoros s
50 Djiout ®S
31 Rvanca 2
22 Slefra Leane 960
22 Burundi a7
34 Cameroan )
58 Eihiopla a5

35 Mauritania

5 Nigesia

2 Liberia

53 Togo

© MNiger

4 Congo

4 dogola

4 Gulnes-Blssau

4 Gite dvire

43 Guinea

4 Eqaterial Guinea

4 Sudan

4 Gertral Aican Regablic
4 Timbsive

0 Firea

51 Congo, Democratic Rep.
52 Chad

5 Somalia

433
32
28
423
420
33
L
364
13
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http://www.moibrahimfoundation.org/en/section/the-ibrahim-index
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MEASURING
CORRUPTION?

Michel H. BoucheUSKEMBIFE 2022

POLITICALURMOIIAND CORRUPTION

In 201822, public anger and legal action over corruption have topplq
political leaders in Malaysia, Peru, Slovakia, South Africa, and othe
countries.

More than 10 percent of nations around the world have experienced
corruptionfueled political change in the last fiyears (Carnegie, 2018
In many countries, corruption has fueled terrorist recruitment and
sparked violent insurgencies

The World Bank estimates $1.5 trillion in bribes are paid every year,
squandering business capital and stymying development.

Michel H. Bouchet/SKEMBIFE 2022

\NORLDBAN;Qé'

MAPOF
CONTROL @
CORRUPTIQ

ICRG: POLITICAL RISK COMPONENTS

Welghts ICRG's Political Risk Assessment Criterla
Government Stability

Socio-Economic conditions

Investment Profile

Internal Conflict

External Conflict

Corruption

Military in Polifics

Religious T ensions

Law and Order

Ethnic Tensions

Democratic Accountability

Bureaucratic Quality

100 T otal number of points for weighted influence

hmmmmm/ﬂ\nnnnn

‘Source: wenicrg.com Michel H. BoucheUSKEMBIFE 2022
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ICRG CORRUPTION A0 ERNANWMEDICES
ICRG Corruption Index 19@019

HOW ASSESSING ORRUPTION?
TRANSPARENCY¥ hup® T hu! @&GPh! y~ N

lgeria gol t

Z GermanybasedNGO foundedin 1993
Z Global networkwith national chaptersin >70 countries
Z AnnualCorruption perception indexanking180 countries

4,00
3,50 A /\_/\/
300 Z AnnualBribe index

4,50 Bolivia — BOtswana Brazil

2,50 CPlisa composite indexpoll of pollsconductedover a 3year
2,00 \~ period, drawingon 13surveysfrom 8 independentorganizations
1,50
1,00 .

& 5@% AT S s° S S @cb FURC RN @x@ o K

Michel H. BoucheSKEMBIFE 2022 45 Michel H. BoucheSKEMBIFE 2022

MEASURING CORRUPTION?
TRANSPARENCY INTERNATIONAL CPI
1 New Zealand 162 Guinea-Bissau
TI WO R L D M AP 2 Denmark 162 Kyrgyzstan
O F 3 Singapore 162 Venezuela
3 Sweden _ 168 Burundi
CORRUPTION 5 Switzerland France =23 168 |Equatorial Guinea
6 Finland 5 168 Guinea
6 Netherlands China =78 ™ 65 Hait
8 Australia India= 86 168 Iran
8 Canada Brazil =94 168 Turkmenistan
8 Iceland Russia=129 [174 Uzbekistan
11 Norway 175 Chad
12 Hong Kong 176 Iraq
12 Luxembourg Sudan
14 Germany Myanmar
14 Ireland Afghanistan
16 Austria Somalia

Michel H. Bouchel/SKEMBIFE 2022

Michel H. BoucheVSKEMACIH
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OIL-BASEGROWTHEADS TO POWER ANBALTHCONCENTRATION, AND CORRUPTI INSTITUTIONALERAGILITYAND CORRUPTION

(EXCEPTHR NORWAN?)
Relationship Institutional Fragility and Corruption
Corruption vs Hydrocarbon Export Revenues 200
165
us
cls
2
Bios
2
5
v
45
P Share in Exports
e w0 o # 0 50 “ o = x o o] 10 20 30 40 50 60 70 80 920 100
| source: Bouchet aliiPaigrave 2019 Michel H. BouchelSKEMACIFE 2022 : T
HERITAGEOUNDATIONNDEX OECONOMIEREEDOM CRITERIBFECONOMIEREEDOM

Z To measure economic freedom and rate each country, the
Indexis based on 50 independent economic variables within 10
broad categories of economic freedom:

1. Trade policy,

Z Economic freedon+ absence of government coercion or
constraint on the production, distribution, or consumption

of goods and services beyond the extent necessary for 2. Fiscal burden of government,

citizens to protect and maintain liberty itself 3. Government intervention in the economy,
Z The Index includes a broad array of institutional factors 4. Monetary policy,

determining economic freedontorruption, nontariff 5. Capital flows and foreign investment,

barriersto trade, the fiscal burden of governmenthe 6. Banking and finance,

rule of law regulatoryburdens restrictions orbanks 7. Wages and prices,

8. Property rights,
9. Regulation, and
10. Black market activity

el H. BoucheUSKEMBIFE 202 1 Michel H. BoucheSKEMBIFE 2022

labor marketregulations blackmarketactivitiesX
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HERITAGE
FOUNDATION
2021
INDEX OF
ECONOMIC
FREEDOM
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FREEDOM HOUSE:

POLITICAL FREEDOM IN THE WORLD ANNUAL REPORT ¢2924)

Z Sincel972,FreedomHouse hagpublishedan annualassessmenof
the state offreedomin all countries in the worldyasedon a
checklist of questions opolitical rightsand civillibertiesthat are
derivedfrom the UniversaDeclarationof HumanRights Each
countryisassigned rating for PR and a rating for kAsedon a
scaleof 1 (best) to 7orst).

Z http://www.freedomhouse.org/ratings/index.htm

FREEDOM HOUSE:
FREEDOM IN THE WORLD ANNUAL REPORT

Z Australia
Z Finland
Z Malta

Z Slovenia
Z Uruguay
Z Bulgaria

Z Chile

Z Costa Rica

Z Mauritius
Z Poland

Not Free countries
(47)

Z Cameroon
Z Congo
Z Haiti
ZIran
Z China
Z Vietnam
Z Burma
Z Cuba
Z Saudi Arabia
Z Syria
Z Turkménistan

FRASER INSTITUTE

Z Sincel975

Z Annualindicesof Economic& HumanFreedomin the world:reliable
measureof crosscountry differencesin economicfreedom, usingthird-
party data to helpensureobjectivity

Z Criteria governmentguality, legalstructure, securityof property rights,
accesgo soundmoney,personalchoice freedomto exchangewvith
foreignersand tocompetein markets quality of regulationsand
institutional strengthX

Z The Economi&reedom AnnuaReportisthe measurement of economic
freedom, ranking countries based on five areas: size of government, legal
structure and security of property rights, access to sound money, freedom
to trade internationally, and regulation of credigborand businessThe
report compares 159 countries and territories
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