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DEMYSTIFYING THE SOVEREIGN RATINGS COMMITTEE: PRACTICAL TIPS FOR AFRICAN OFFICIALS

EXECUTIVE SUMMARY

o The ratings committee (RC) decides the sovereign credit ratings (SCRs).

o Although much about the RC is confidential its centrality to the SCR process makes it
important for officials to understand the basics.

o Officials can and should attempt to anticipate RCs’ timing and focus.

o Officials need a firm grasp of the rules surrounding appeal committees and should not
hesitate to promptly request one, where warranted.

INTRODUCTION

The ratings committee (RC) is central to the production of all credit ratings, including sovereign
credit ratings (SCRs). Moreover, the RC process is highly standardized within each CRA, not only
across all SCRs but largely across all credit ratings. This paper will, nevertheless, focus on the
RC process used for SCRs. Finally, with relatively minor variations, the RC process is largely
common to all the major? CRAs.

Because the RC is at the core of the SCR process, any attempt to understand SCRs must include
at least a basic grasp of the RC’s role and how it works. Among other benefits, such
understanding will facilitate effective preparation for officials’ CRA engagement. Such
understanding will also help officials to better anticipate the timing of potential SCR changes,
which will benefit their own planning, prioritisation, and communication efforts. Itis also

2 This paper focusses on the RC processes at the “Big Three” CRAs (S&P Global Ratings, Moody’s Ratings, and Fitch
Ratings). The internal processes of certain other CRAs may differ. There are many other CRAs, a number of which
actively produce SCRs (from various bases) including Agusto & Co. (Nigeria), CareEdge Ratings (India), Dagong
Global Credit Rating (China), Egan-Jones Rating Company (USA), Japan Credit Rating Agency (Japan), Kroll Bond
Rating Agency (USA), Morningstar DBRS (Canada), and Scope Ratings (EU). One or more of these other CRAs may
be relevant to officials of a particular country: this will largely depend on the nationality of the sovereign’s
investor base, as investors are generally more likely to pay attention to CRAs that they are more familiar with and
these will tend to be those based in their country or region. Nevertheless, the Big Three CRAs, combined, have
more than a 90% share of the credit ratings market, globally.



important for officials to understand CRA rules regarding appeal committees so that officials
are well-prepared to exercise this option, in time, when circumstances warrant.

Do NOT BE MISLED

First, we must address certain occasional misperceptions regarding the RC, including:

e The purpose of the RC is solely to discuss qualitative inputs to the SCR decisions, making
it a kind of “qualitative overlay” that adjusts a preliminary quantitative, or even model-
driven, rating outcome;

Officials may observe, participate in, or otherwise play some role in the RC;

e RC deliberations are or become publicly accessible, at some point.

None of the assumptions listed above are correct?.

Almost all of the specifics of any particular RC are confidential and therefore not divulged
outside the CRA (the passage of time does not change this). There are only two important
qualifiers:

1. Internal CRA policies generally require that the RC’s conclusions (but not all the internal
debate that may have led to them) are summarized in subsequent CRA publications that
announce the RC result (upgrade, downgrade, affirmation, or some other change).

2. The CRA’s regulators will always be able to access RC documentation if they wish
(subject to all the normal constraints on their use of it).
Main Implications for Officials:
e Avoiding misunderstandings of the RC will help officials better prepare for CRA

interactions.

® Pressing CRAs for information that they are not allowed to divulge will waste time, at
best, and could hinder an efficient working relationship.

WHy ARC?

3 This includes with respect to Fitch Ratings, despite its use of its proprietary quantitative “sovereign rating model”
to derive a preliminary starting point for the SCR. That model output is simply a starting point for, or input to the
RC. The model output is not, in itself, a SCR.



Those unfamiliar with the CRAs’ internal processes may wonder why a RC is necessary. They
may ask themselves:

e Given the CRAs decide SCRs on the basis of well-defined and detailed rating
methodologies, once the factual inputs are known, what is left for a RC to debate?

e Given ranges indicated in the CRA methodologies for quantitative indicators, and clear
rules regarding the implications of these quantitative indicators for the SCR, surely the
only purpose of the RC could be to discuss qualitative inputs, as that which is harder to
measure is necessarily more debatable?

In fact, there is almost never a shortage of topics to discuss at any SCR RC. To begin with, there
usually is debate concerning qualitative inputs, such as institutional stability or the quality of
the country’s civil service. In addition, often at least some components of the ideal set of data
and other quantitative inputs are currently missing, for various reasons, so assumptions must
be made and the RC will debate their appropriateness. Beyond that, however, even if all inputs
are available and we lay aside the qualitative debate, other points frequently debated at a SCR
RC will include:

e Data quality*. Should the RC accept the country’s statistics at face value? If there appear
to be inconsistencies between the numbers provided by various national and
international sources, what explains these gaps? Is there reason to believe that the
national statistical service may not be sufficiently independent from the country’s
leadership and the numbers may therefore be tilted in a direction convenient to the
current administration?

® Peer comparisons. A RC member may point out a similarity or discrepancy with another

rated country, perhaps pointing to a recent precedent set by a previous RC, arguing that
this necessitates an adjustment to the SCR under consideration, for global consistency.

e Crucially, the reasonability of the forecast assumptions made by the analytical team that
prepared the RC materials will always be debated. Note that these assumptions may or
may not fully align with forecast assumptions provided by the rated sovereign, per the

41t should be noted that several multilateral institutions (the IMF, in particular) contribute significantly to the
standardisation, clarification, and quality-checking of national data produced by most countries. The CRAs do not
have a statistical auditing function, per se, and largely rely on the work done by the IMF and other multilateral
institutions. Nevertheless, irregularities and inconsistencies in available official data often remain; indeed, the
CRAs will sometimes notice these when comparing national sources against figures provided by the IMF and other
multilaterals. The CRAs will generally compare data provided by all credible sources and this comparison will
normally inform their subsequent discussions with officials and during the RC.



analytical team’s judgement. Moreover, where analytical connections clearly exist, the
assumptions made for one country must be consistent with those the CRA has made for

others. For example, if the CRA’s internal economics team is forecasting weaker growth
in the Chinese construction sector, this must be reflected in the forecast assumptions
made for countries for whom the export of construction materials to China is an
important determinant of foreign-currency inflows. The RC often provides a useful
double-check that these kinds of broader considerations have not been missed by the
analytical team that prepared the RC recommendations.

Main Implications for Officials:

e Officials will do well to prepare, for CRA engagement, information and arguments that
will be useful to the Primary/Lead Analyst (PrA) for their country, in the RC, and that
either emphasise the country’s strengths or mitigate, by explanation, its weaknesses.
For example:

o Coherent explanations of any inconsistencies in nationally-produced official
statistics when compared with data provided by the IMF and other multilaterals.

o Arguments for the country’s strengths in comparison with peers also rated by
the CRA, particularly when ratings on peers have recently changed.

o Credible arguments underpinning officials’ forecasts for borrowing, fiscal deficits,
economic growth, and other key variables.

WHAT DO WE KNOW ABOUT THE RC?

The essential qualities of the RC that are important for officials of rated sovereigns to

understand are:

1. With very few potential qualifiers, the RC decides the SCR and all derivative® analytical
opinions.

> Per mandate, wherever it could make a difference, this paper will focus on the needs and perspectives that are
expected to be common to many African officials. Nevertheless, wherever no reference is specifically made to
Africa the paper’'s comments apply more generally.

6 Including, for example: indicators of potential future movements in the rating (known by various names,
depending on the CRA and the details, such as Positive/Negative Outlook, CreditWatch, On Review for
Upgrade/Downgrade, etc.); Transfer & Convertibility Assessments; and assessments of country risk that become
inputs to RCs on other rated entities in the rated sovereign’s jurisdiction.



2. RC membership is confidential and this information will not leave the CRA.

Nevertheless, it will surely include the PrA for the rated sovereign and likely any other
analyst(s) that has recently accompanied the PrA in virtual or in-person meetings with
the sovereign.

3. RC materials and deliberations are generally confidential although the PrA for the rated

sovereign is usually permitted to provide that sovereign’s officials a high-level oral
summary of:
Topics the RC focused most on;
Future trends the RC will be keen to observe, that could affect a future RC
decision;
c. Missing information the RC will require before finalizing its conclusions, if any;
The RC’s primary conclusions.

The PrA will generally not be at liberty to share with officials the recommendation that
he/she intends to make to the upcoming RC (neither before nor after the RC).

4. RCdecisions are made by formal vote by RC members eligible to vote in that RC. The

majority voted is the RC’s decision. Some RCs may also include members ineligible to
vote’.

5. The RC process is highly-structured, following well-established internal policies and

procedures (rules) internal to the CRA. Although these rules generally provide some

flexibility to accommodate unusual circumstances, the rules are the same for all rated
sovereigns and African officials cannot expect to change them.

Among other points, these rules will prescribe, for example:
a. Voter eligibility requirements;
b. Chairperson eligibility requirements;
c. Minimum requirements for the contents of the written “RC package” that is
distributed to RC members in advance of the RC;
d. A minimum time in advance of the RC that the RC package must be distributed;
e. Requirements regarding the documentation of the RC’s decisions.

’ These may include, for example, internal Compliance Officers or managers of the team the eligible voters belong
to. Non-voting observers on SCR RCs may also include analysts from other practices that can provide useful input
but are not experienced enough with SCR methodology to vote on a SCR (although such an analyst may well vote
on RCs in his/her sector). A common example of this would be a Corporate Ratings analyst specialized in the
energy-producing sectors in the case of a sovereign for which energy production is important to its economy. In
no case would RC membership (voting or non-voting) include anyone who is not an employee of the CRA, nor
would it ever include someone who is an employee of the CRA but on the commercial (sales) side.



For a SCR, the Chairperson is always a senior analyst, or manager of analysts, within the
SCR division of the CRA. Among other duties, it will be the Chairperson’s responsibility
to ensure that applicable internal policies and procedures are followed. For example,
the Chairperson will ensure that:
e Applicable rating methodologies are followed;
o The RC has sufficient information;
e Each voting member is given reasonable opportunity to ask his/her questions
and explain his/her vote;
A decisive vote is held;
e The RC’s decision is accurately recorded and in sufficient detail to be
understandable to a third party® auditing the file;
e Resulting publications reflect the RC’s decisions and, where appropriate,
discussion.

6. RCs must apply applicable (public) rating methodologies in reaching their conclusions.
The methodologies establish boundaries on the range of possible RC outcomes.

7. The RCis mandated to make its decisions independent of any extraneous

consideration.® Its decisions must always follow internal rules and apply the relevant
public rating methodologies.

8. Although rarely accepted, it is possible for officials to request that an Appeal
Committee (AppCttee) revisit a recent RC decision. As the AppCttee is just a special case

of RC, almost all the general RC rules apply. For a CRA to entertain officials’ request for
an AppCttee all of (i) through (iv) will generally be required:

i. Officials have very recently® been informed of the RC decision; AND

8 CRA Compliance Officers and/or Internal Audit will often sample RC-decision files for auditing purposes, as will
the CRA’s regulators.

° For example, the CRAs’ internal rules and methodologies prohibit the RC from allowing its decisions to be
influenced by any concern that the sovereign might terminate the contractual rating relationship in the event that
the RC reaches a decision that the sovereign views as negative. This is also the primary reason why CRA
commercial (sales) staff work on the opposite side of an internal “firewall” from the analytical staff. While one can
never categorically exclude the possibility of such concerns influencing RC members’ voting, if such a link were
demonstrated this would constitute a very serious internal compliance breach with swift and painful consequences
both for the individuals involved and for the CRA as a whole, including from its regulators. As another example,
the RC decisions must not be influenced by any sort of intimidation.

10 Generally within the last 48 hours; could be as few as two, depending on the market, applicable regulations,
and other circumstances. This time allowance will be a function of the norms imposed by such circumstances on



ii. The RC decision is to change the rating (the CRAs will generally not
entertain appeal requests concerning a RC decision to affirm the current
ratings, nor concerning any RC decision regarding rating derivatives, such
as outlooks); AND

iii. The officials’ written request for an AppCttee is promptly received by the
CRA; AND

iv. One of the following:

a) Officials have new, material information of which the RC was
unaware; OR

b) Officials can demonstrate to the CRA that the CRA’s PrA/other
analysts have significantly misunderstood material facts of the
case; OR

c) Officials can demonstrate to the CRA that at least one material
element of its decision is inconsistent with the CRA’s own
applicable published rating methodology.

In practice, the likelihood of the circumstances in (iv) decreases dramatically as one
progresses from (a) through (c).

If the CRA is convinced to hold an AppCttee, this will generally be held as soon as
possible.'! Once it is held, the AppCttee’s decision is final (it cannot be appealed).

Main Implications for Officials:

o Veiled or explicit threats (for example, to terminate a rating contract) if officials are

unsatisfied with the outcome are not likely to result in a more favourable RC outcome.

e Discussions you have with your PrA, and any analyst(s) accompanying your PrA, provide an
indication of the next RC’s likely topic-focus.

the acceptable delay between the rated entity (in this case, the rated sovereign) first learning of the rating action
and its dissemination to the general public. Regulations impose limits on this delay to ensure market integrity (fair
trading): in other words, to limit the likelihood of someone being able to profit solely from early access to market-
moving information. In general, the more developed the capital markets are in the jurisdiction with regulatory
authority over the CRA analysts leading the SCR work, the shorter the acceptable delay. Note that, in the case of
an international CRA, headquartered in country X, providing a SCR on country Y, the applicable regulatory and
other norms are not necessarily those of country Y, nor of country X, but of the jurisdiction in which the CRA’s PrA
for country Y is based.

11 1n most circumstances this will happen within a maximum of two business days. Exceptions may occasionally be
made for private or confidential ratings.



e |tisimportant to understand each CRA’s appeal process, ideally before this becomes urgent.

How THE RC FITS IN TO THE OVERALL SCR PROCESS

To better appreciate the centrality of the RC to SCR decisions it may be useful to place it
within the context of the overall SCR surveillance process, as summarized below. For any
outstanding SCR, the essential steps of the SCR process??, led by the PrA, are:

) Desk surveillance (of applicable data, documents, third-party commentary, news,
etc.);

) Informal discussions with officials to address questions arising from 1) or information
gaps;

) Formal surveillance meetings with officials (onsite or virtual);

V) Preparation of the “RC package”: written materials that will underpin the PrA’s
formal, written recommendations (regarding changes, if any, that the PrA believes
the RC should make to the SCRs and any derivative analytical opinions) to the RC;

V) Distribution and consumption of the RC package by RC voting members and non-
voting “observer” members;

Vi) The RC;

Vi) Notifying the sovereign’s officials of the RC outcome(s);

VIIl)  Publications announcing the RC outcome(s) to the public.

Note that, for outstanding SCRs, the above process is continuous and reactive to

developments within the country: upon achieving VIIl) the process returns immediately to
step I.

Main Implications for Officials:

® Paying attention to the overall SCR process, including the central role of the RC, within it,

will help officials to better anticipate, prepare for, and react to RC decisions.

SUMMARY PRACTICAL IMPLICATIONS FOR OFFICIALS

12 This is the process for public SCRs that are already assigned. There may be minor variation for non-public
ratings, or those being assigned for the first time.



The SCR surveillance process described above has several implications for officials with
respect to the management of their CRA relationships. These include the following:

e In most circumstances, the CRA will follow all of steps I) through VIII). Therefore the
RC is likely to happen not many weeks after Ill). The PrA will often give officials a

“broad-brush” indication of the likely timing of the next RC, as well as the topics it is
likely to focus on. Officials will do well to note this guidance. There may be some
variance between CRAs regarding how specifically either will be foreshadowed.

e The topics/questions that the PrA and his/her colleagues appear most-focused on
during the most recent Il) or 1ll) are your best guide to the discussions that the
upcoming RC is likely to have. If CRA comments and/or questions during I1) or 11I)
appear focused on downside risks then officials must prepare for possible negative
rating action®3.

o Nevertheless, a RC may be held at any time. Indeed, both inter-CRA competition

and investor pressure will goad each CRA to strive to react promptly to material
news regarding any sovereign, regardless of where the above eight-step process is
currently at. Recent news that represents a significant departure from the RC’s prior
expectations is likely to lead it to organise an urgent RC: what is often called an
“event-driven review” (one type of RC). Whenever practical, CRA analysts will
generally strive to have at least some engagement with officials shortly before their
RC (even an event-driven review), partly to check their own understanding of recent
events and partly to signal to officials that rating action may be forthcoming.
Therefore, officials that realise recent news represents such a significant departure
would do well to prepare for urgent CRA interaction that could result in a potential
change to the SCR and/or its derivative opinions. In some cases there may be useful
information that officials could provide, especially in a quickly developing situation,
that may influence the RC outcome. Officials must understand, however, that if the
CRA believes the news warrants urgent rating action and officials do not promptly
make themselves available to the CRA analysts, the RC will not wait for the officials.

e |[f officials believe there is reason to appeal a RC decision that they have recently

been informed of then they must forthwith (i) muster their argument(s)/evidence
and (ii) inform their PrA, in writing, of their request for an AppCttee. Their written
request for the AppCttee must include, at a minimum, a clearly-worded explanation

13 “Rating action” refers to any change of the SCR or its derivative analytical opinions, and can be positive or
negative.

10



of the reasons why they believe an AppCttee would be warranted. If these reasons
involve material new information then the officials’ written request must either
provide the new information or, if it is anticipated but not yet in hand, specify as
accurately as possible the timeframe within which it is expected to be obtained.
Likewise, if officials believe either that the CRA analysts assigned to their country
have significantly misunderstood material facts, or that some element of the RC’s
decision is inconsistent with its published methodology, then officials must clearly
state these arguments in their written request for the AppCttee.

APPEAL COMMITTEE EXAMPLES

The following examples!* may help to clarify the practical implications of the limits imposed on
AppCttees, as well as the opportunities they can provide officials with.

Examples of Unsuccessful Appeals

Scenario 1

The CRA informed officials of Country 1, yesterday, that the CRA’s RC had decided to
downgrade its SCR on Country 1 from B- to CCC+, on the grounds that the rule of law in Country
1 had significantly weakened, prompting two large multinational mining companies to close
operations in Country 1, earlier this year. The CRA forwarded officials an advance copy of its
draft media release (MR) in their morning, informing officials that, if they wished to comment
on it, the CRA must receive such comments within a maximum of six*> hours.

Officials wanted to appeal the RC decision, believing that they could offer meaningful counter-
evidence, including tax and labour disputes with the two companies, as well as the testimony of
a third mining company, that had operated for decades in Country 1 and with whom the
government’s relations were much better. Officials realized that the RC may not have been
aware of these factors. At the time officials received the draft MR, however, their Minister’s
flight had just taken off for Singapore. As officials had been instructed to ensure that their
Minister personally approved any official reaction or comment concerning a change to Country
1’s SCR, they did not respond to the CRA until their Minister, jet-lagged from the voyage, first

14 These are hypothetical but grounded in the experience of actual RCs.
15 5ee note, above, regarding variance in the length of these maximum time delays, across jurisdictions.
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responded to their messages, the following evening, by which time the CRA had already
published its MR and the timeframe for requesting an AppCttee had expired.

This request for an AppCttee was unsuccessful primarily because too much time had elapsed.

Had officials responded to the CRA more promptly, there would have been a reasonable chance
that their request for an AppCttee, on the basis of new information provided regarding all three
companies, would have been seriously considered by the CRA.

Suggested solution: Officials of rated sovereigns must appreciate that the CRA is at liberty to

change its SCR on their country at any time, and plan accordingly, including via:

- Attempting to foresee the likely timing of future RC decisions;

- Designating specific senior officials with the responsibility and authority to definitively
respond on the country’s behalf, within the timeframes the CRAs require, including
when advance ministerial approval is not possible.

Scenario 2

The CRA informed officials of Country 2, very early in Country 2’s morning, that the CRA’s RC
had decided to change the outlook on its SCR on Country 2 to Negative from Stable, on the
basis of increased uncertainty regarding the government’s multi-year fiscal consolidation
programme, in light of large-scale, continuous public protests during the past four weeks,
sparked by the government’s recent budget bill that attempted to raise government revenue by
noticeably increasing taxes across a broad base, including a number of staple food items. The
RC had decided, nevertheless, to leave its B- rating on Country 2 unchanged, for the time being.
The CRA forwarded officials an advance copy of its draft MR in their early-morning, informing
officials that, if they wished to comment on it, the CRA must receive such comments within a
maximum of four hours.

Officials immediately responded by informing their CRA counterparts that they wanted to
appeal the RC decision on the basis that Country 2’s President had, in the past half-hour,
announced a cabinet reshuffle with the aim of bringing in to government a number of
opposition leaders, thereby soothing tensions and encouraging productive dialogue regarding
Country 2’s fiscal decisions. Officials pointed out that the CRA’s RC must have concluded before
the announcement, therefore this constituted material new information for the CRA.

This request for an AppCttee was unsuccessful primarily because changes other than to ratings,

such as changes to outlooks, are generally not subject to appeal.

Suggested solution: Officials must attempt to proactively anticipate likely future RC decisions.

The aforementioned scenario is a typical example of the type of scenario in which a CRA will

12



assign a Negative Outlook. Knowing this, had it been possible to announce the cabinet
reshuffle earlier, or at least to inform the CRA, confidentially, that the government is working,
behind-the-scenes, toward a compromise with opposition leaders, and that an important
announcement will soon be made — with all of this accomplished before the RC met —the CRA
might have decided to await the results of these efforts before holding its RC.

Scenario 3

The CRA informed officials of Country 3, early this morning, in a brief video-call, that the CRA’s
RC had decided to downgrade its SCR on Country 3 from B- to CCC+, and assign a Negative
Outlook, in light of the US government’s announcing, last week, that new tariffs, up to 100% of
value, would be applied to Country 3’s exports, and US financial institutions would be barred
from providing any financial services to Country 3 or any companies doing business in Country
3, as the US now considers Country 3 to be supporting international terrorism. Because
Country 3’s foreign-currency inflows have, for a number of years, primarily been a function of
its lithium exports, mined by Australian companies and sold to US-based manufacturers, the
CRA is concerned that the sharp change in US policy will drive the Australian companies to
leave, cripple Country 3’s balance of payments, throw Country 3’s economy into recession, and
substantially increase its fiscal burdens. The CRA forwarded officials an advance copy of its
draft MR in their morning, informing officials that, if they wished to comment on it, the CRA
must receive such comments within a maximum of two hours.

Near the end of the video-call, officials told the CRA that they believed an AppCttee might be
warranted because Country 3’s government, having anticipated this possibility, is on the verge
of concluding major agreements with Chinese mining companies that would mine lithium
exclusively for Chinese manufacturers. Negotiations with Chinese counterparts are highly
confidential but expected to conclude later this week, at which point they will be announced.
Officials told the CRA analysts that they will confidentially provide a preliminary outline of the
envisaged agreements, together with a written request for an AppCttee, as soon as possible.
The CRA analysts agree that this information could justify an AppCttee and remind officials that
the CRA would need to receive Country 3’s written request within a maximum of two hours for
an AppCttee to be considered.

Due to the highly confidential nature of the negotiations with Chinese representatives, officials
have been instructed that no related written correspondence can leave the Ministry without
the Minster’s personal, explicit approval. Upon attempting to discuss the CRA news with their
Minister, ministerial staff inform them that the Minister is at a working lunch with the Chinese
delegation and cannot be disturbed until further notice. Despite officials’ protestations

13



regarding the exceptional urgency of the CRA matter, although they have drafted the required
e-mail to the CRA, in which they provide a basic outline of the negotiations and formally
request the AppCttee, they do not succeed in reaching the Minister until four hours after their
initial call, at which point the Minister promptly approves and the officials’ e-mail is sent. By
this time, however, the CRA MR has been published and the CRA informs officials that it is now
too late to hold an AppCttee.

This request for an AppCttee was unsuccessful primarily because the CRA did not receive a
written request promptly enough.

Suggested solution: Asin Scenario 1, officials of rated sovereigns must appreciate that the CRA
is at liberty to change its SCR on their country at any time, and plan accordingly, including via:

- Attempting to foresee the likely timing of future RC decisions;
- Designating specific senior officials with the responsibility and authority to definitively
respond on the country’s behalf — including formally, in writing — within the timeframes

the CRAs require, including when advance ministerial approval is not possible.

Scenario 4

The CRA informed officials of Country 4, yesterday, that the CRA’s RC had decided to
downgrade its SCR on Country 4 from B- to CCC+, in light of revisions to the public accounts,
announced a month ago, by the Auditor General, that resulted in an increase in last year’s
government debt numbers by 40% of GDP. The CRA forwarded officials an advance copy of its
draft MR in their morning, informing officials that, if they wished to comment on it, the CRA
must receive such comments within a maximum of six hours.

Officials immediately responded by informing their CRA counterparts that they wanted to
appeal the RC decision on the basis that the Auditor General’s announcement, of last month,
represented an improvement in fiscal transparency and, therefore, should be seen as a positive
development for Country 4’s creditworthiness.

This request for an AppCttee was unsuccessful because it did not meet any of the requirements
listed in 8.iv), above. More specifically:

- Officials were not offering the CRA new information;

- Officials were not demonstrating that the CRA analysts had materially
misunderstood the facts of the case;

- Officials were not demonstrating that at least one material element of the CRA’s
decision was inconsistent with the CRA’s own applicable published rating
methodology.

14



Suggested solution: It would be unrealistic for officials to hope that they can convince a CRA to
hold an AppCttee without at least one of the above three required conditions being met. More
broadly, it would be unrealistic for officials to hope that they could convince a CRA to view the
relativities of positive and negative factors differently without providing any tangible evidence

to support this adjustment. It would be even more unrealistic for officials to hope that a CRA
would make exceptions to its normal methodological rules, for their country, simply because
they believe the CRA should. Given this, in Scenario 4 the best officials can do, in the short
term, is to proactively manage in-country and international communication regarding the
downgrade, including:

- Ensuring the causes of the downgrade are understood by policymakers (up to and
including ministerial level) and their electorate;

- Ensuring the government’s plans to improve the situation are well-considered and well
understood, both domestically and by the CRAs;

- Having mitigating talking points and/or written ministerial statements ready for
dissemination as soon as possible after the CRA’s own MR is released.

In the medium-term, if officials continue to believe that Country 4 is making meaningful
improvement in transparency and other governance qualities then they should incrementally
compile their evidence of this, using the most-objective measures available, and periodically
direct the CRA’s attention to this evidence, in a repetitive manner, until this progress becomes
credible enough that it is reflected in a future RC decision.

Example of a Successful Appeal

Scenario 5

The CRA informed officials of Country 5, early this morning, by video-call, that the CRA’s RC had
decided to downgrade its SCR on Country 5 from B3 to Caal, and put the Caal rating On Review
for Downgrade, in light of international news reports of widespread devastation caused by an
unprecedented tsunami that hit the coast of Country 5, two days ago. International news has
reported that the centre of the tsunami struck Country 5’s capital and largest metropolitan
area, located on its sea-coast, resulting in high mortality rates and significant damage to both
inland infrastructure, including several of the capital’s main hospitals, and Country 5’s main sea-
port, through which most of its international trade normally flows, rendering the latter
unusable. A state of emergency remains in effect and reports are that Country 5’s emergency-
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response services are overwhelmed. The CRA forwarded officials an advance copy of its MR at
the conclusion of the aforementioned video-call, informing officials that, if they wished to
comment on it, the CRA must receive such comments within a maximum of two hours.

Officials responded immediately, during the video-call, that they have new information to
provide the CRA, which they believe the CRA will agree is material, and will shortly send a
written request for an AppCttee outlining this new information, which they are in the process
of assembling, which the CRA needed to keep confidential pending its announcement, later the
same day. Within one hour of the conclusion of the video-call, officials sent an e-mail to the
CRA, briefly listing the categories of new information that they would shortly be providing more
detail about, including:

- Their own preliminary estimates of the total cost of the damage, and the time required
to repair the sea-port and critical infrastructure, both of which are considerably less
than the amounts reported by international media;

- Their plans to temporarily convert, by next week, a nearby naval port, so it may be used
for both the receipt of emergency supplies and international trade, until the main
commercial sea-port is repaired;

- Plans for an international team of foreign emergency responders, organized by the
African Union, to begin work in Country 5 next week;

- An emergency line of hard-currency credit that Country 5 will temporarily benefit from,
administered by the BADEA, backed by guarantees from the UAE and Qatar, two of the
largest foreign purchasers of Country 5’s food exports;

- The aforementioned four points will be announced by Country 5’s President at a
dedicated news conference, in early evening, today, at which time further details of
each point will be made available to the CRA.

Upon receiving the e-mail with this new information, the CRA analysts agreed to speak to
their colleagues about the possibility of holding an AppCttee. Within one hour of receiving
the aforementioned e-mail, the CRA analysts informed officials that an AppCttee would be
held near end-of-day, immediately following the President’s news conference, to review
whether or not the downgrade decided by the earlier RC was still warranted, in light of what
appeared to be new and material information. Nevertheless, the CRA’s ratings on Country 5
would be placed On Review for Downgrade, regardless.
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Approximately four hours from the conclusion of the initial video-call, the CRA issued its
MR, announcing that its ratings on Country 5 were On Review for Downgrade, pending
receipt of more information concerning the extent of the damage, its medium-term impact
on Country 5’s economy, and the implications for the future trajectory of Country 5’s fiscal
and external accounts. The CRA specified that it expected to decide whether or not to
downgrade the rating within the coming 90 days.

Two hours following the President’s news conference, the CRA analysts informed officials
that the AppCttee had decided to leave the ratings unchanged for the time being. A new RC
will be held within the coming 90 days, once more information becomes available.

This appeal request was successful, despite the speed and extent of the damage, because:

(i) Officials reacted promptly to the CRA’s notification with material, new information,
provided (confidentially) in writing; and

(ii) Officials had material new information to provide because the government had
reacted promptly and proactively to the disaster, both by mobilizing pre-established
contingency plans that foresaw the devastation that a tsunami could cause and by
proactively and creatively seeking help from international partners with which a
productive relationship, including mutual trust, was already established.

Main Implications for Officials:

e The appeal process can be a useful channel for officials to challenge a RC decision.
For it to be useful, officials must clearly understand each CRA’s requirements for this
process, ideally before this becomes urgent.

o |If officials believe such a challenge warranted, they must accord the appeal process their

utmost priority.

RECOMMENDATIONS FOR OFFICIALS, REGARDING THE RC

Officials’ efforts in any of the following directions are not likely to help their country’s SCR
outcomes:
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e Demanding the CRA reveal RC membership, materials, or the recommendation that will
or has been presented to it.
Arguing that SCR methodology should be different (generally or exceptionally).

® Requesting an AppCttee orally (without written follow-up) or too late.

e Attempting to somehow inappropriately influence the CRA analysts. This would include,
for example, threatening to terminate the SCR contract in the case of a disappointing
SCR outcome.

Alternatively, officials’ efforts in any of the following directions may help their country’s SCR

outcomes, including by ensuring the RC uses high-quality, up-to-date information:

e Timely responses to CRA analysts’ enquiries (directly, this will help ensure the PrA has
everything required for the RC; indirectly, it will contribute to positive CRA impressions
re. Governance);

e High-quality responses to CRA analysts’ enquiries to preempt possible misunderstanding
{and the same point regarding Governance).

Timely provision of material new information, especially if positive.

e Understanding the applicable SCR methodology in sufficient depth to be able to (i) argue
the strengths of officials’ own country, in comparison with peers, within the
methodology, and (ii) question if a RC decision appears to deviate from the
methodology.

Even when officials cannot stave off a negative RC decision they can at least prepare
themselves and their Minister/leadership for it. Solid preparation would include:

® Asclear an idea as possible of where future negative rating pressure(s) are most
likely to emerge. Can the government do something to mitigate these
weaknesses/negative trends?

e full clarity with respect to the reasons for the most-recent negative rating action.
Why did the RC make this decision? What could have swayed it? What can still be
done to improve the situation?

e full clarity with respect to any missing information that might change the RC’s mind.
What supplementary information, that the PrA did not already request, could
matter?

e Careful attention to the CRA’s stated and implied timelines for future RC decisions.
How long do we have before the next RC is likely to happen? What can we achieve
by then? How should this influence our prioritisation?

CONCLUSIONS

- The centrality of the RC to SCRs makes it important for officials to understand the basics.
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Although officials must respect certain rules regarding RCs, including the confidentiality
of most aspects, it is in officials’ interest to pay close attention to whatever the CRA
representatives do share about a recent or forthcoming RC.

It is in officials’ interest to attempt to anticipate the timing of the next likely RC, and
plan accordingly.

In particular, although it is a small minority of the cases, it is in officials’ interest to know
the rules regarding AppCttees and to promptly pursue this option, when warranted.
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