Fig 5.1a: South Africa’s Rating
{1992-98)
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Methodological problems also explain some sharp changes. For exam-
ple, Zambia rose 22 places in 1995-98 according to EM, due to favourable
economic performance and improved forfaiting terms, but this improve-
ment was not noticed by any other agency.

All of the lower-ranked countries were affected by an upward global
trend in emerging market confidence in the early 1990s, which has now
been largely reversed.
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Fig 5.1c: Uganda's Rating

(1992-98)
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Fig 5.1d: Zambia's Rating
(1992-98)
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Fig 5.1e: Zimbabwe's Rating
{(1692-98)
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Fig 5.2a: Instifutional Investor Ranks
{Percentile of Sample, 3/192- 3/97}
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Fig 5.2b: Euromoney Ranks
(Percentile of Sample, 9/92- 9/97)
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5.5 Conclusions

This chapter has shown that the methodology of ratings depends too
much on subjective perception and outdated data. Together with their
limited country coverage, these factors automatically bias ratings against
most African (and other low-income) countries.

Rating agencies acknowledge that many criteria are subjective, and that
others which appear objective contain large subjective components. Some
ratings agencies (notably EIU) have made major efforts to improve their
methodology. Agencies also argue that the elements of subjective perception
match the views of those considering investments, but this in turn reflects a
narrow view: they share and therefore reinforce the negative perceptions of
those global investors who are less likely to invest, but do not sufficiently
reflect the views of analysts or intra-regional investors. As a result, global
investors are missing out on important investment opportunities.

Fortunately, it does not appear that ratings are the crucial determinants
of most investment decisions. They were not cited by our survey respon-
dents as important for any type of flow except bonds — which means that
they are irrelevant to private capital flows for most SSA countries. But, as
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Sub-Saharan Africa becomes increasingly integrated into global financial
markets, it will be essential that rating agencies expand their country cov-
erage and improve their methodology to reflect the true investment cli-
mate of the continent.

Further, a recent study (Merchant International Group, 1999) showed
that there are a host of hidden and non-conventional risks, or “grey area
dynamics”, that can cause assets to underperform. These include crime,
fraud, business cronyism, and local customs and attitudes. Investors lose
out simply because they pay too little attention to them, and similarly,
these tend to be overlooked in the risk assessments of rating agencies and

banks.
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