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5 OBJECTIVES

1. Observing the role of rating agencies

2. Looking at the pitfalls of rating agencies: Poor track record 
and shortsightedness!

3. Analyzing rating methodology

4. Focusing on specific country risk ratings

5. Addressing the challenge of governance rating as well as 
institutional resilience
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QUANTITATIVE APPROACH: RATING

ẒMeans: Transforming a number of observations (Delphi 
method, surveys) or quantitative indicators into one single 
number.

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

ẒEnd-product: one single grade to assess past and current 
country risk situation with cross-country comparisons across 
time
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RISING NUMBEROF RANKINGS
AND RATINGS SINCETHE 1980S

SOMETIMESWITHSHAKY
NUMBERS, INCLUDING

SUBJECTIVE JUDGMENTSAND 
DIFFERENTCALCULATION
METHODOLOGIESACROSS

COUNTRIES 
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QUANTIFYING COUNTRY RISK: RISK WEIGHTING
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MAIN COUNTRY RATING AGENCIES

üS&Ps(1860)
üaƻƻŘȅΩǎ (1909) 40% marketshare

üFitchIBCA (1913)

üCOFACE (1946)
üA.M. Best Rating (1899)

üSACE(1977) 
üDagongCredit Rating Co (1994)

üEuler-Hermes
üINCRA (2012)
üThomson Reuters

üEIU
üScope-Berlin

90% market

share
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EX. : {ϧtΩ{COUNTRY RISKASSESSMENTFRAMEWORK
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COUNTRY RISK RATING ?

Advantages/ Pros
Ẓsimple
Ẓshrinks a large number 

of variables into one 
single grade
Ẓcross-country 

comparison
Ẓcomparison across time
Ẓreliable for smooth risk 

evolution
Ẓuseful for statistical and 

econometric analysis

Shortcomings/Cons

ẒάǊŜŘǳŎǘƛƻƴƛǎǘέ
Ẓsimplistic

Ẓrisk of self-fulfilling 
prophecy

Ẓlittle predictive value

Ẓweighted average tends 
to bury salient trends

ẒƎƛǾŜǎ άƳŀǊƪŜǘ ŎƻƴǎŜƴǎǳǎέ 
often made of herd 
instinct
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SHORTCOMINGS OF RATING AGENCIES?

FPower without accountability+ conflict of interest

FConformitybiasand herdbehavior

FSocioculturalbias

FPunishmentof disobedientfirms/countries that do 
not requesta rating

FProcyclicalbias, hencefollowjng the majority
opinion of marketparticipants without anyearly
warning signalsnor predictability trackrecord

FSpill-over effect!
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THE OCDEIMPLEMENTSA RATING AND 
RANKINGOF COUNTRY RISKFOR 

PROVIDINGA LEVELPLAYINGFIELDTO 
EXPORT GUARANTEECOMPANIESWITHIN
THE GROUP OF 34 DEVELOPEDCOUNTRIES

AND FOR THE PURPOSE OF SETTING 
MINIMUM PREMIUM RATESFOR EXPORT 

CREDIT TRANSACTIONS

SOURCE:HTTP://WWW.OECD.ORG/TAD/XCRED/CRC.HTM
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RATING DOWNGRADESAFTERTHE GLOBAL FINANCIALAND PANDEMICCRISES 

FITCH
üUSA= AAA

üTunisia= B-

üEgypt= B+

üGreece= BB

ahh5¸Ωǎ
üUSA = AAA

üEgypt= Caa1

üTunisia = B3

üGreece= Caa1

DAGONG

üTunisia = B-

üGreece= CC

üUSA = A-

Michel H. Bouchet/SKEMA-CIFE 2022

S&Ps
ü USA = AA+
ü Egypt= B-
ü Tunisia= B-
ü Greece= B

« selectivedefault »
11

DAGONG 2017-21

ÅJapanA-

ÅSpain BBB+

ÅItaly BBB-

ÅGreeceCC

ÅChile AA-

ÅChina AAA

ÅFrance A+

ÅBrazilA6

ÅGermany AA+

ÅRussiaA stable

ÅUSA A- and BBB+ 2018

ÅArgentina CC-

ÅNigeria BB+

ÅVenezuela BB-

ÅTurkeyBB-

ÅEcuadorB-

ÅMalaysia A+

ÅThailandBBB-

ÅVietnam B+

ÅMoroccoBBB-

ÅKoreaAA-
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ƋƵƵ{ʱ̃Ƞ ̢̞ ȹȈěǹų°-A RATING COUNTRIES 
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Sovereigns

Australia Aaa STA

Austria Aaa NEG

Canada Aaa STA

Denmark Aaa STA

Finland Aaa STA

Germany Aaa NEG

Isle of Man Aaa RUR-

Luxembourg Aaa NEG

Netherlands Aaa NEG

New Zealand Aaa STA

Norway Aaa STA

Singapore Aaa STA

Sweden Aaa STA

Switzerland Aaa STA

USA Aaa STA

Foreign Currency Debt

13

RATING = POOREARLYWARNING SIGNAL?

1997 Asia risk?«LǘΩǎlikegrowthǎǘƻŎƪǎΧ sovereignriskhas never
lookedbetter! »

ÅInstitutionalInvestor(March 1997)

ẒSouth Koreawasrated as Italy and Swedenuntil OctoberƻŦ мффтΧ 
but wasabruptlydowngradedto junk bond status!

« There wereno earlywarnings about Koreafrom us or, to the best of 
our knowledge, from other marketparticipants, and our customers
shouldexpecta better job from us! » FITCH IBCA January14, 1998
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ASIA-1998: LESSONS OF THE CRISIS

ẒάAny agency which rated the Republic of Korea at the high 
investment grade rating of AA- (in the case of Fitch IBCA and 
{ϧtǎύ ƻǊ !м όaƻƻŘȅΩǎύ ōŜŦƻǊŜ ǘƘŜ ŎǊƛǎƛǎΣ ŀƴŘ ǿƘƛŎƘ ƴƻǿ 
rates Korea at a speculative grade B-, was clearly either 

ǿǊƻƴƎ ƛƴƛǘƛŀƭƭȅ ƻǊ ǎǳōǎŜǉǳŜƴǘƭȅέ

Fitch IBCA January 13, 1998
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WAS THE 1998 ASIAN CRISIS ANTICIPATED 
BY RATING AGENCIES?

June 1996 June 1997 June 1996 June 1997

Indonesia BBB BBB Baa3 Baa3

Korea AA- AA- A1 A1

Malaysia A+ A+ A1 A1

Philippines BB BB+ Ba2 Ba1

Thailand A A A2 A2

Standard & Poor' s Moody' s

Credit Ratings
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°ɓȈƵƋƵƕ°ʱ̃Ƞ ȈěȠť Ȉ!ȹěƕó
THE HIGHER THE SCORE, THE LARGER THE RISK

Agencieswere blind for too long then
hammeredthe countries with abrupt 

downgrading!
17

RATING = POOREARLYWARNING SIGNALS?

9bwhbΩǎcollapse in December2001

ẒThe credit agencieswerestill tipping the energyfirm as an investment-grade 
credit four daysbefore it filed for bankrupcyprotection on 12/2/2001. 

ẒaƻƻŘȅΩǎ ŀƴŘ S&Psfinally downgradedEnron to junk statuson 11/28/01

Ẓ« The credit raters-despitetheir unique position to obtain information 
unavailableto other analyst- wereno more astuteand no quickerto act
than others»

ÁSenator Joe Lieberman

Source: Credit-October2006, Vol7, Issue 09
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RATING = POOREARLYWARNING SIGNALS?

Ẓ2007-2008 US Subprimecrisis: from Triple A rating of MBS (mortgagebacked
securities) to junk bonds

Ẓ06/2010: Dagongdowngradesthe US

Ẓ08/2011: US downgradingto AA+: PoliticalRisks, Rising DebtBurden

ẒFall2011: Italy-Spain downgrading

Ẓ2012: DǊŜŜŎŜΩǎmultiple downgradings

ẒOctober2012: Spain downgradingby S&Ps

ẒNovember2013: S&Psdowngradingof France: PoliticalRisks, Rising DebtBurden

ẒSummer2019: TunisiaҐ aƻƻŘȅΩǎ .н ϧ FitchB+
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06/2013: US GOVERNMENT VERSUS S&PS

ẒCivil lawsuit against Standard & Poor's: the US Department of Justice 
accuses the credit-rating agency to have defrauded federally insured 
ŦƛƴŀƴŎƛŀƭ ƛƴǎǘƛǘǳǘƛƻƴǎΦΦΦ ¢ƘŜ ¦{ ŎƻƳǇƭŀƛƴǘ ŀƭƭŜƎŜǎ ǘƘŀǘ {ϧtΩǎ ǇǊŜǎŜƴǘŜŘ 
overly optimistic credit ratings as objective and independent when, in 
ǘǊǳǘƘΣ {ϧtΩǎ ŘƻǿƴǇƭŀȅŜŘ ŀƴŘ ŘƛǎǊŜƎŀǊŘŜŘ ǘƘŜ ǘǊǳŜ ŜȄǘŜƴǘ ƻŦ ŎǊŜŘƛǘ 
risk...

Ẓ!ŎŎƻǊŘƛƴƎ ǘƻ ǘƘŜ ǇƭŀƛƴǘƛŦŦΣ {ǘŀƴŘŀǊŘ ϧ tƻƻǊΩǎ ŎŀǘŜǊŜŘ ǊŀǘƛƴƎ ŦŀǾƻǊǎ ƛƴ 
order to maintain and grow its market share and the fee income 
generated from structured debt ratings. 
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09/2013: S&P SUES US GOVERNMENT OVER ALLEGED 
RETALIATION FOR AAA CREDIT DOWNGRADE

Ẓ"Plaintiff [Justice Department] commenced this action 
in retaliation for S&P's exercise of their free speech 
rights with respect to the creditworthiness of theUSA"

Michel H. Bouchet/SKEMA-CIFE 2022 21

TUNISA 2011- 2022

¢I9 нлмм άW!{aLb w9±h[¦¢LhbέΥ  ahh5¸ϥ{ DOWNGRADES TUNISIA'S TO BAA3 NEGATIVE 

ẒJanuary 2011: Moody's Investors Service downgraded to Baa3 from Baa2 the local and foreign 
currency government bond ratings of the Tunisian government. 

Main drivers for the rating action:

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

ÁMay 2013: new downgrading to Ba2

ÁOctober 2017: B1 -

ÁAugust 2019: B2 ς

ÁMay 2022: Caa1 -
Michel H. Bouchet/SKEMA-CIFE 2022
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COUNTRY RISK SPECIFIC INDICES:
ASSESSINGECONOMICAND SOCIO-POLITICAL

FREEDOMAND SUSTAINABILITY?

World Bank
Euromoney

InstitutionalInvestor
HeritageFoundation

ICRG
FreedomHouse

FRASER INSTITUTE
UNDP/HDI

Michel H. Bouchet/SKEMA-CIFE 2022
23

WORLD BANK: 
« DOING BUSINESS» 

RANKING2021

189 Countries

10 Parameters

Russia= 28

China= 31

India= 63

South Af= 84

Brazil= 124

Singapore 1

New Zealand 2

Denmark 3

Korea, Rep. 4

Hong Kong SAR, 5

United Kingdom 6

United States 7

Sweden 8

Norway 9

Finland 10

Taiwan, China 11

Macedonia, FYR 12

Australia 13

Canada 14

Germany 15

Estonia 16

Ireland 17

Malaysia 18

Iceland 19

Lithuania 20

Nigeria 169

Yemen, Rep. 170

Djibouti 171

Cameroon 172

Timor-Leste 173

Bangladesh 174

Syria 175

Congo, Rep. 176

Afghanistan 177

Guinea-Bissau 178

Liberia 179

Equatorial Guinea 180

Angola 181

Haiti 182

Chad 183

Congo, Dem. Rep. 184

Central Af Rep 185

Venezuela 186

South Sudan 187

Libya 188

Eritrea 189

Michel H. Bouchet/SKEMA-CIFE 2022 24
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DOING BUSINESS IN CHINA 2015-2021?

Michel H. Bouchet/SKEMA-CIFE 2022
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EUROMONEY: RATING METHODOLOGY

Ẓ186 countries

Ẓ15 critera

ẒDelphi Technique: Panel of 250 leadingeconomists
in international financialinstitutions evaluing
performance in the financialmarkets(marketaccess, 
bond issue, spreads, selldown, terms and maturityΧύ

ẒScoringbetween100(excellent) and 0 (high risk)

ẒPanel of political analyststo measureshort-term risk
of destabilization

Michel H. Bouchet/SKEMA-CIFE 2022 26

EUROMONEY: RATING WEIGHTS

1. Growthperformance: 25%  (GDP projection)
2. Politicalrisk: 25%
3. Externaldebt indicators: 10% (debt/GDP and  debt/X)
4. Externalpaymentdefault and rescheduling: 10%
5. Creditrating MoodyΩǎ ƻǊ {ϧtΥ мл҈
6. Short-term credit marketaccess: 5%
7. Commercial  bankMT credit: 5%
8. Capital marketsaccess: 5%
9. Spread over US Treasurybills: 5%
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EUROMONEY COUNTRY RISK MAP

Michel H. Bouchet/SKEMA-CIFE 2022 28
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EUROMONEY RISK RATING: IVORY COAST 1980-2016
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SCORING/RATING OF COUNTRY RISK

Ẓ0-100 semi-annualwŀǘƛƴƎ ƻŦ мтф ŎƻǳƴǘǊƛŜǎΩ creditworthiness
basedon surveyof 100 leadinginternational bankers

ẒBest : Switzerland, Finland, Norway, Germany, Netherlands, 
CǊŀƴŎŜΣ ¦{Σ ¦YΣ [ǳȄŜƳōƻǳǊƎΧ {ƛƴƎŀǇƻǊŜΣ !ǳǎǘǊŀƭƛŀΣ ¢ŀƛǿŀƴΣ /ƘƛƭŜ

ẒWorst: Cuba, Myanmar, Cambodia, Nicaragua, Rwanda, Sudan, 
Iraq, Congo, Sierra Leone, North Korea, Liberia

Global averagerisk rating as of 03/2000 = 41

Global averagerisk rating 03/2015 = 45

Michel H. Bouchet/SKEMA-CIFE 2022 30

INSTITUTIONAL INVESTOR RISK RATING

ωInformation provided by leading international banks. 

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

ωSample updated every six months, ranges from 75 to 100 banks, each of 
which provides its own ratings. The names of all participants in the survey 
are kept strictly confidential. Banks are not permitted to rate their home 
country. 

ωIndividual responses are weighted using an Institutional Investorformula 
that gives more importance to responses from banks with greater 
worldwide exposure and more sophisticated country analysis systems.

Michel H. Bouchet/SKEMA-CIFE 2022 31

INSTITUTIONAL INVESTOR RISK RANKING 1981-2015 
IVORY COAST
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INSTITUTIONALINVESTORRISKRATING OF ASIA

üSwitzerland= 1

üNorway= 2

ÅSingapore = 6

ÅAustralia= 11

ÅHK= 17

ÅJapan= 19

ÅSouth Korea= 20

ÅTaiwan = 21

ÅChina = 26

ÅMalaysia= 37

ÅThailand= 47

ÅIndia= 48

ÅPhilippines=49

ÅIndonesia= 57

ÅVietnam= 73

ÅSri Lanka= 103

ÅBangladesh= 111

ÅCambodia= 119

ÅPakistan= 128

ÅLaos= 136

ÅMyanmar= 150

ÅEast Timor= 153

ÅNorth Korea= 173

Michel H. Bouchet/SKEMA-CIFE 2022 33

MEASURING GOVERNANCE & CORRUPTION
COUNTRY RISK: GOVERNANCEMATTERS!

ẒGovernance

ẒCorruption

ẒRegulatoryframework

ẒBusiness conditions

ẒTransparency

Michel H. Bouchet/SKEMA-CIFE 2022 34

WHAT IS GOVERNANCE?

Michel H. Bouchet/SKEMA-CIFE 2022

Governance consists of the traditions and institutions by which 
authority in a country is exercised.  

Process by which governments are selected, monitored and replaced; 
Capacity of the government to effectively formulate and implement 

sound policies; and Respect of citizens and the state for the institutions 
that govern economic and social interactions among them. 

6 dimensions:

1. Voice and Accountability
2. Political Stability and Absence of Violence

3. Government Effectiveness
4. Regulatory Quality

5. Rule of Law
6. Control of Corruption

Source: World Bank
35 Michel H. Bouchet/SKEMA-CIFE 2022

WORLD .!bYΩ{WORLD MAPOF GOVERNANCE

Source: Kaufman, World Bank
36
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WORDLBANK 

GOVERNANCE
INDICATORS

Michel H. Bouchet/SKEMA-CIFE 2022
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POLITICALORDER
ENFORCEMENT
AND CONTROL 

OF CORRUPTION 
IN THE MAGHREB

Michel H. Bouchet/SKEMA-CIFE 2022 Source: World Bank 2020
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IBRAHIM INDEX OF GOVERNANCEIN AFRICA

The Index groups governance and political freedom indicators into four 
main categories: 

1. Safety and Rule of Law, 

2. Participation and Human Rights, 

3. Sustainable Economic Opportunity, 

4. and Human Development.

Source: http://www.moibrahimfoundation.org/en/section/the-ibrahim-indexMichel H. Bouchet/SKEMA-CIFE 2022 39

IBRAHIM INDEX OF GOOD GOVERNANCEIN AFRICA

Michel H. Bouchet/SKEMA-CIFE 2022 40

http://www.moibrahimfoundation.org/en/section/the-ibrahim-index


11/05/2022

11

MEASURING
CORRUPTION?

Michel H. Bouchet/SKEMA-CIFE 2022 41

POLITICALTURMOILAND CORRUPTION

Michel H. Bouchet/SKEMA-CIFE 2022

In 2018-22, public anger and legal action over corruption have toppled 
political leaders in Malaysia, Peru, Slovakia, South Africa, and other 
countries. 
More than 10 percent of nations around the world have experienced 
corruption-fueled political change in the last five years (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.

42

WORLD BANK 
MAPOF

CONTROL OF 
CORRUPTION

Michel H. Bouchet/SKEMA-CIFE 2022 43

ICRG: POLITICAL RISK COMPONENTS

Source: www.icrg.com Michel H. Bouchet/SKEMA-CIFE 2022 44
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ICRG CORRUPTION AND GOVERNANCEINDICES

Michel H. Bouchet/SKEMA-CIFE 2022
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HOW ASSESSINGCORRUPTION?

TRANSPARENCY ěƕȹ°Ȉƕ!ȹěƵƕ!ų̃ȠCPI

ẒGermany-basedNGO, foundedin 1993 

ẒGlobal networkwith national chaptersin >70 countries

ẒAnnualCorruption perception indexranking180 countries

ẒAnnualBribe index

CPI isa composite index: poll of pollsconductedover a 3-year 
period, drawingon 13 surveysfrom 8 independentorganizations

Michel H. Bouchet/SKEMA-CIFE 2022 46

TI WORLD MAP
OF 

CORRUPTION

Michel H. Bouchet/SKEMA-CIFE 2022
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MEASURING CORRUPTION? 
TRANSPARENCY INTERNATIONAL CPI

1 New Zealand

2 Denmark

3 Singapore

3 Sweden

5 Switzerland

6 Finland

6 Netherlands

8 Australia

8 Canada

8 Iceland

11 Norway

12 Hong Kong

12 Luxembourg

14 Germany

14 Ireland

16 Austria

162 Guinea-Bissau

162 Kyrgyzstan

162 Venezuela

168 Burundi

168 Equatorial Guinea

168 Guinea

168 Haiti

168 Iran

168 Turkmenistan

174 Uzbekistan

175 Chad

176 Iraq

176 Sudan

178 Myanmar

179 Afghanistan

180 Somalia

France = 23

China = 78

India= 86

Brazil = 94

Russia= 129

Michel H. Bouchet/SKEMA-CIFE 2022
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OIL-BASEDGROWTHLEADS TO POWER AND WEALTHCONCENTRATION, AND CORRUPTION
(EXCEPTEDIN NORWAY!!?)

Michel H. Bouchet/SKEMA-CIFE 2022
Source: Bouchet & alii Palgrave 2019
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INSTITUTIONALFRAGILITYAND CORRUPTION

Michel H. Bouchet/SKEMA-CIFE 2022
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HERITAGEFOUNDATION: INDEX OF ECONOMICFREEDOM

ẒEconomic freedom= absence of government coercion or 
constraint on the production, distribution, or consumption 
of goods and services beyond the extent necessary for 
citizens to protect and maintain liberty itself.

ẒThe Index includes a broad array of institutional factors 
determining economic freedom:corruption, non-tariff
barriersto trade, the fiscal burden of government, the 
rule of law, regulatoryburdens, restrictions on banks, 
labor marketregulations, black marketactivitiesΧ

Michel H. Bouchet/SKEMA-CIFE 2022 51

CRITERIAOF ECONOMICFREEDOM
Ẓ 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, 

2. Fiscal burden of government, 

3. Government intervention in the economy, 

4. Monetary policy, 

5. Capital flows and foreign investment, 

6. Banking and finance, 

7. Wages and prices, 

8. Property rights, 

9. Regulation, and 

10. Black market activity
Michel H. Bouchet/SKEMA-CIFE 2022 52
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HERITAGE
FOUNDATION

2021

INDEX OF 

ECONOMIC

FREEDOM

Michel H. Bouchet/SKEMA-CIFE 2022
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FREEDOM HOUSE: 
POLITICAL FREEDOM IN THE WORLD ANNUAL REPORT (1972-2011)

ẒSince1972, FreedomHouse has publishedan annualassessmentof 
the state of freedomin all countries in the world, basedon a 
checklist of questions on political rightsand civil libertiesthat are 
derivedfrom the Universal Declarationof HumanRights. Each
country isassigneda rating for PR and a rating for CL basedon a 
scaleof 1 (best) to 7 (worst). 

Ẓhttp://www.freedomhouse.org/ratings/index.htm

Michel H. Bouchet/SKEMA-CIFE 2022 54

FREEDOM HOUSE: 
FREEDOM IN THE WORLD ANNUAL REPORT

Free countries (89)
ẒAustralia
ẒFinland
ẒMalta
ẒSlovenia
ẒUruguay
ẒBulgaria
ẒChile
ẒCosta Rica
ẒMauritius
ẒPoland

Not Free countries 
(47)

ẒCameroon
ẒCongo
ẒHaiti
ẒIran
ẒChina
ẒVietnam
ẒBurma
ẒCuba

ẒSaudi Arabia
ẒSyria

ẒTurkménistan

Michel H. Bouchet/SKEMA-CIFE 2022 55

FRASER INSTITUTE

ẒSince1975

ẒAnnualIndices of Economic& HumanFreedomin the world: reliable
measureof cross-country differencesin economicfreedom, usingthird-
party data to help ensureobjectivity

ẒCriteria: governmentquality, legalstructure, securityof property rights, 
accessto soundmoney, personalchoice, freedomto exchange with
foreignersand to competein markets, qualityof regulationsand 
institutional strengthΧ

ẒThe Economic Freedom Annual Reportis the 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 credit, labor and business. The 
report compares 159 countries and territories

Michel H. Bouchet/SKEMA-CIFE 2022 56


