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Appendix 1:

Potential Benefits of Ratings for Country
Why should we get a credit rating, given the time and expense involved?

· A rating is a “passport” to a wider audience of creditors and investors.  It will help attract the international capital that Country needs to develop the country.

· A rating opens up an important alternative financing option, often more cost-effective and longer term than bank loans. 

· It prompts foreign investors to take notice of Country since an independent assessment has been done.

· A rating will bring Country further into the global financial community and help meet international standards of transparency and cooperation.   

· A rating exercise provides a taste of the kind of international scrutiny the Government must expect in today’s interdependent world.  It forces a certain awareness and discipline on government officials. 

· Having no rating at all implies to investors that the country cannot get a rating and must have defaulted in the past. 

· A rating will enable the Government to estimate borrowing costs more accurately.

· The rating agencies look beyond current economic conditions and “through” the cycle at a country’s underlying fundamentals. Current political uncertainties or low commodity prices usually do not penalize the rating. 

· If the Cook Islands, Ghana, Cuba, Kazakhstan and Suriname can get a rating, so can Country, which has many more advantages.

· A first-time rating would be a path-breaking event and an important legacy for the current Government of Country. 

· Requesting a rating avoids an imposed unsolicited rating and allows you to be in control of the process.

What if the rating is low?  What good will it be?  

· Any rating is better than no rating.  Without a rating, investors assume the worst.

· A rating shows you have passed a test of international scrutiny that half the world’s nations have not passed. 

· A first-time rating can be indicative and confidential, not released to the market.

· One must start somewhere.  Ratings can be raised in the future. 

· Any rating adds new information to the market, assisting investor evaluations.

· A low rating is not a national insult; it is simply an outsider’s opinion of a country’s current credit status—an opinion that will change over time. 

Appendix 2:

Sovereign Rating Criteria
Sovereign ratings are determined by the rating agencies through application of their sovereign ratings criteria. Though different agencies use similar criteria, the weights they assigned to the same factors are probably different. The criteria include both political willingness to repay debt on time and the economic ability to do so.  

The assessment of political risk is quite subjective and focuses on such factors as (in no particular order): the level of education and political awareness, the presence of social and ethnic differences and tensions, the extent to which a Western-style democratic tradition and institutions exist, the process by which political conflicts are resolved, the process of transition in political leadership, the ability to understand economic difficulties and take sustained policy actions to correct structural economic and financial imbalances whenever this becomes necessary, etc.

The economic ability to repay debt is determined through a careful and often highly quantitative examination of five factors. First, the agencies examine the structure of the country' s external balance sheet, using both narrow and broad measures of the country's external assets and liabilities. A key goal is to measure the structure and the burden of external debt (both public and private) and the adequacy of international reserves. 

Second, the agencies assess balance of payments flexibility, including the compressibility of imports and the prospects for growth in exports (which may depend on product and market mix of exports as well as wage and price competitiveness) and the ability to attract foreign direct as well as portfolio investments. 

Third, the agencies examine the structure of the economy, the level of development, the adequacy of economic and social infrastructure, diversity of production, natural and human resource endowment, the rate and composition of economic growth, and the benefits (if any) of membership in any regional trading or economic or currency co-operation zones. 

Fourth, the agencies consider the government’s ability to maintain internal and external financial balance, especially under economic stress, through the development and implementation of effective structural adjustment measures and the receptivity of the political environment to the sustainability of difficult reforms.

Fifth, the agencies assess the country's economic outlook in generating growth without excessive imbalances, with an emphasis on the outlook for budget deficits, exports, the current account balance, and external debt service. 
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