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CARIBBEAN CENTRAL BANKS TO BENEFIT FROM IDB PROJECT WASHINGTON, CMC

The Multilateral Investment Fund (MIF) is providing
more than one million US dollars to fund a project
aimed at helping Latin American and Caribbean Cen-
tral Banks strengthen their information and statistics
systems.

The MIF, an autonomous fund administered by the
Inter-American Development Bank (IDB), supports
economic growth and poverty reduction in Latin
America and the Caribbean. It said the project would
help the banks better track remittances.

In recent years, remittances sent by Latin American
and Caribbean citizens living abroad have become a
major source of capital for many countries in the re-
gion.

According to MIF estimates, last year Latin America
and the Caribbean countries received more than
US$45.8 billion from its expatriate workers.

"Despite the magnitude of these flows, the region still
lacks a uniform methodology to collect information
and statistical data on remittances. The project sup-
ported by the MIF aims to fill this gap,” the IDB state-
ment said. The project will be carried out by the Mex-
ico City-based Center for Latin American Monetary
Studies (CEMLA), a regional association of central

banks involved in technical assistance, training, infor-
mation dissemination and research on monetary is-
sues.

The Central Banks of Aruba, Barbados, Belize, Bo-
livia, Colombia, Costa Rica, Dominican Republic, Ec-
uador, El Salvador, Guatemala, Guyana, Haiti, Hon-
duras, Jamaica, Mexico, Nicaragua, Paraguay, Peru,
Uruguay and Venezuela, as well as the Eastern Car-
ibbean Central Bank, have expressed interest in tak-
ing part in the project, the IDB said.

It said that Central Banks from other regions of the
world and multilateral agencies will be invited to form
an international advisory committee to provide guid-
ance and to coordinate this project with other efforts
underway to improve statistics on remittances.

The MIF says it expects this project will help spotlight
the importance of remittances and their economic
and social impact in the region, promoting greater
transparency in money transfer systems, more com-
petition among service providers and greater access
to formal financial services for the families that re-
ceive these flows.



http://www.caricom.org/

Quote:

M Money alone sets all the world in motion.

CAIB MISSION STATEMENT

Our mission is to promote networking among
Caribbean Indigenous Banks and Financid Insti-
tutions with a view to providing a range of
services to members to facilitate their effi-
ciency, effectiveness and profitability and to
influence policy formulation in the Caribbean,
particularly that which impacts on the practice
and conduct of banking and financial services

and the development of the Region.

The CAIB ANTHEM

WE STAND AS ONE

WESING ONE SONG

AND SHARE ONE DREAM

WITH HIGH ESTEEM

NO DARKENED PAST CAN SHADOW OUR FUTURE
WE SEE ONE LIGHT, A LIGHT THAT SHINES FOREVER.
FROM DIFFERENT PARTS WE CAME

THE STORIES ALL THE SAME

WE STAND AS ONE

WE SING ONE SONG.

..... Publius Syrus

Caribbean Association of Indigenous
Banks Inc.

CHAKIRO COURT
VIDE BOUTEILLE
P.O. BOX CP5404
CASTRIES ST LUCIA

TEL: (758) 452-2877
FAX: (758) 452-2878
EMAIL: caib@candw.lc

Quote:

Confidence is contagious and
so is lack of confidence, and a
customer will recognize both.

...Vincent Lombardi

Caribbean Association
of Indigenous Banks Inc
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REPUBLIC SUBSIDIARY SHOWS SIGNIFICANT GROWTH AT HALF YEAR I

Consolidated net income of the BNB
Group for the six months ended March
31, 2005 totalled $19.3 million, an in-
crease of 19.5% over the $16.1 million
result achieved in the corresponding
period of 2004. Total assets of the
Group reached $1.74 billion, an in-
crease of 9.1%.

Return on equity was a very satisfac-
tory 18.4% and for the six months
ended March 31, 2005 earnings per
share reached 20.1 cents, an improve-
ment over the 16.8 cents earned in
2004.

An interim dividend of 7.0 cents per

share is declared for the first six
months ended March 2005, and will be
paid on May 31, 2005 to all sharehold-
ers on record as at May 10, 2005.

The first half of our financial year was
characterized by continued growth in
loans, capital market transactions and
the physical expansion of our branch
network. The economy is trending up
nicely and we expect to return another
satisfactory end of year result.

(Source: Barbados National Bank Inc)

Notices

The CAIB’s Strate-
gic Planning Core
Team Meeting is
scheduled for June
17th and 18th at
the Bay Gardens
Hotel, Saint Lucia.
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CEQ's Editortal

Dear Colleagues

Our Srategic Planning Advance of May 27" and 28" was well or-
chestrated and executed and has left us with full anticipation of the
final plan. We are happy with our choice of Growth Facilitators to
lead usin this very important exercise.

Viewpoint features the third article in the series of contributions
from CariCRIS Credit Ratings, focusing on the evolution of credit
ratings over time and the role it can play in our understanding of
the 21% century debt markets of the Caribbean. We express our ap-
preciation to CariCRIS for their contribution to our newsletter over
the past months.

Regional news captures the continuing growth of our members. Ex-
pansion into the Central American Markets is at the horizon for the
RBTT Group while Capital & Credits Merchant Bank, Group has
received the nod of approval for expansion to issue additional
shares to the market. We express best wishes to these members as
they pursue their growth strategies and attain their milestones.

This segment also provides a general focus on the contributions of
the indigenous banking sector towards fulfilling their corporate so-
cial responsibilities. There is the joint contribution of Barbados
National Bank and RBTT to the construction of the Creative Arts
Centre at Cave Hill, depicting their commitment to the economic
development of Caribbean art, a part of their “Make a Difference
Programme” to alleviate poverty and for youth development. Addi-
tionally, the contribution of National Commercial Bank Jamaica
Ltd. to the development of a model disaster shelter speaks to its cor-
porate goal of ‘building a better Jamaica’. Notwithstanding, the
CDB has expressed sentiments of inadequate delivery on key social
indicators like health, education and poverty alleviation while the
region succeeds at positive economic growth.

On another note, the Inter-American Development Bank (IDB) has
committed to a project to assist Latin America and Caribbean Cen-
tral Banks in better tracking remittances, with one of its aim being
the promotion of greater transparency in money transfer systems.

In closing, we urge you to encourage your staff and customers to
exercise measures which will guard against the ravages of the hurri-
cane season and provide protection of their lives and properties.

We continue to look forward to your news articles.

2005 ADVERTISING OPPORTUNITY
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VIEWPOINT: EVOLUTION OF CREDIT RATINGS

In March 2005, we started a series of articles by
Caribbean Information and Credit Rating Services
Limited (CariCRIS) — the Caribbean’s own credit
rating agency and the first to offer regional credit
ratings. This series of monthly articles discuss
issues relating to capital markets, bond markets
and credit ratings in particular, including evolution
and history, its role in bond markets, rating sym-
bols and terminology as well as a few rating meth-
odologies.

In the previous article we looked at the essential similarities
and differences between equity research and debt re-
search. We saw that the key difference emerges in the risk
analysis and its varying impact on the debt and equity hold-
ers and how a higher business or financial risk tends to
benefit equity holders at the cost of debt holders. We also
discussed how debt research translates into a ‘credit rating’
i.e. an assessment of the ability and willingness of an entity
to service its debt on a timely basis. We looked at what a
credit rating is ... and is not ... and how it can be applied to
just about any debt instrument. In this issue, we will ex-
plore in detail the origins of credit ratings and answer the
guestions - why, when and where did credit rating agencies
first appear and how they have evolved over time? This
background will allow us to understand more readily the
role that credit ratings can play in the 21% century debt mar-
kets of the Caribbean.

Credit ratings trace their roots back to 1850 A.D. and the
creation of a large market in US railroad companies’
bonded debt. While bond markets had already existed for
about three centuries, prior to 1850 bonds mostly com-
prised the sovereign debt of a few countries with represen-
tative governments whom investors trusted as being willing
and able to meet their commitments — primarily the Dutch,
English and later the American governments. European
businesses raised money by bank loans and stock issues.

The US economy, on the other hand, was fundamentally
different from the European economies. For one thing the
scale of domestic operations was vast — the country was
virtually a continent and their most pressing capital need
was that of trying to connect the country from end to end.
The connectivity technology of the time was railroads, intro-
duced in the 1820s. Railroad companies were primarily
private corporations, which initially located in settled parts
of the US and raised capital via bank loans and equity is-
sues.

By 1850, the railroad companies were pressed to expand
into “the wild west”. The scale and uncertainty presented
by the expansion meant that the railroad companies were
no longer able to raise sufficient capital from banks and
equity investors.

The solution to the capital needs of the railroad companies
was the rapid development of a huge market in railroad
company bonded debt. Indeed, by the early 1900s the rail-
road corporate bond market was several times larger than
that of the Dutch, English or US sovereign debt bond mar-
kets. (The US actually paid off its entire national debt in
1836!)

This new wave of corporate bond activity created a press-
ing need — transatlantic European investors demanded to
know critical credit information about the companies in
which they were being invited to invest on an unprece-
dented scale. The traditional means of obtaining informa-
tion via family, business and banking relationships became
insufficient. Investors wanted independent, third party infor-
mation upon which to make investment and pricing deci-
sions.

In response to this market need, a gentleman by the name
of Henry Varnum Poor, who took over as editor of the
American Railroad Journal in 1849, started to publish sys-
tematic information on the property of railroads, their as-
sets, liabilities and earnings. This proved so popular with
investors that after the American Civil War ended in 1865,
Poor and his son started their own publication, Poor's Man-
ual of the Railroads of the United States. This annual vol-
ume remained the industry’s authoritative information
source for several decades. These statistics were the fore-
runner of modern-day credit ratings.

In 1909, another gentleman, John Moody, took the publica-
tion of credit information a step further and assigned the
first credit rating by publishing an opinion on the creditwor-
thiness of the corporate debt paper issued by railroad com-
panies. His opinions were based on extensive company
and industry information and rigorous analysis. The Poor
company followed suit in 1916. It later merged with Stan-
dard Statistics, another information and ratings company, to
form Standard & Poor’s. Fitch Publishing Company started
publishing financial information in 1913 and in 1924 intro-
duced the now familiar “AAA” to “D” rating scale.

With three companies providing opinions on creditworthi-
ness and the US bond market expanding to include increas-
ing issues by local and state governments, public utilities
and industrial corporations, the credit rating industry was
well and truly established. The rating agencies themselves
became known for independence, integrity and reliability.

Interestingly, the US stock market crash of 1929 sparked
even greater demand for credit ratings as investors worried
about high bond default rates and credit risk. By the end of
the 1920s the vast majority of bond issues were rated by
the rating agencies.
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There is a key event that signals the importance of the role
of the credit rating agency by the 1930s. In 1931 the US
Treasury Department, through the Comptroller of Cur-
rency, adopted credit ratings as appropriate measures of
the quality of the bond accounts for the national banks.
This was the first formal rule incorporating credit ratings.
Indeed, the importance of the rating agency’s independent
role is further highlighted by court decisions that relied ex-
plicitly on ratings to assess whether fiduciaries had satis-
fied their duties in exercising due care and prudence when
investing the funds in their trust.

The next boom of the credit rating industry is owed to an-
other recession, this time in 1970 during which the infa-
mous default of Penn Central Railroad on $82 million of
commercial paper obligations occurred. Investors recog-
nized anew the need to have independent evaluation of
credit risk available. This renewed and extensive demand
by investors allowed the rating agencies to adopt the cur-
rent business model of charging issuers in order to provide
a valuable service to investors.

With this background in place, we will complete our histori-
cal journey by looking at the global expansion of credit rat-
ings since the 1970s, the further development of credit rat-
ings and the application to the Caribbean environment.
Then we will look at five points underlying the credit ratings
innovation and examine the current relevance in the con-
text of Caribbean financial markets.

The fact that credit ratings are first and foremost a re-
sponse to the market's demand for information is evi-
denced by the number of entrants to the credit ratings
business since the 1970s. In 1973 the Bretton Woods sys-
tem of fixed exchange rates collapsed giving way to flexi-
ble international exchange rates. International capital
flows and financial globalization on a theretofore unknown
scale emerged. There was a manifold increase in the
scope for raising global funds — and with it came the urgent
need for better, more extensive credit information world-
wide.

The first expansion of credit rating agencies outside of the
US was seen in its northern neighbour, Canada. The Ca-
nadian Bond Rating Service was founded in 1972 followed
by the Dominion Bond Rating Service which now serves
Canada, the US, Europe and Japan. The Japanese fol-
lowed with Mikuni & Co in 1975, the Japan Bond Research
Institute in 1979 and the Japan Credit Rating Agency in
1985.

International Bank Credit Analysis was formed in the UK in
1979 and was merged with Fitch in 1997 to form Fitch/
IBCA.

CRISIL Limited was started in India in 1987 and has grown
to become the largest rating agency after S&P, Moody’s
and Fitch. CRISIL is the technical consultant to CariCRIS.
Recently, S&P increased its stake in CRISIL through an
open offer and CRISIL is now a subsidiary of S&P.

There are at least 60 credit rating agencies worldwide and
it is an almost impossible task to keep track of them all due
to mergers, buyouts, etc. The majority of CRAs are do-
mestic and use national rating scales. A national rating
scale allows an investor to compare the creditworthiness of
a borrower in respect of a particular debt instrument issued
in the domestic financial market relative to all other borrow-
ers issuing paper in the same market.

CariCRIS is proud to be a global innovator in the ratings
business by introducing a rating scale where the sphere of
comparison is neither global nor national but rather re-
gional.

In order to assess the timeliness and relevance of CariC-
RIS to the regional financial markets, it is useful to exam-
ine how the Caribbean compares with the state of the US/
world financial markets at the time that credit ratings were
birthed and flourished.

Conditions that created the need for credit ratings at the
beginning of the 20" century:

e Large sums of capital required. With the advent of
large railroad projects the amount of debt to be raised
both domestically and internationally was too much for
bank loans and equity injections. This characteristic
remains true for several large projects being under-
taken in Trinidad & Tobago and the wider region — a
single jurisdiction is not able to absorb the full capital
requirement of individual large projects. Examples
include issues by Trinidad Cement Limited, National
Gas Company and National Flour Mills in T&T.

e Globalisation. European investors wanted to benefit
from on-the-ground knowledge without being present
during the US railroad expansion. If the demands of
globalization were felt in the 1900s they are felt even
more keenly now. In applying this point to the Carib-
bean region perhaps the term “regionalization” can be
used. Regional markets were birthed in the 1990s
when governments did not have access to favourable
conditions outside of the Caribbean. Caribbean cross-
border transactions will only increase. A Trinidadian
investor in Jamaican, Antiguan or Barbadian paper
increasingly wants verifiable on-the-ground information
— word of mouth is insufficient.
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e Expansion of investor base. Before the birth of the US
corporate bond market, investors in bonds comprised
the very few, very wealthy. As the US corporate bond
market was birthed, the investing class expanded rap-
idly. There was a rising swell of demand for informa-
tion. The Caribbean region is becoming increasingly
more financially sophisticated with lay and other non-
institutional investors joining the market. As at June
2004, mutual funds nearly matched the global deposits
of the banking system in T&T. This is being replicated
throughout the Caribbean. But most investors are ig-
norant of the underlying credit risks of the mutual fund
— and most mutual funds have no guarantees. In other
words, soon the investing public is going to move be-
yond the illusion of safety offered by a mutual fund and
demand to know the underlying credit risks and the
specific diversification benefits.

e Need for independent information. As the investor
class expanded, the reputation of merchant banks was
insufficient; investors wanted access to the same infor-
mation and they wanted it from an independent
source. The Caribbean financial markets are at a simi-
lar juncture — the demand for independent information
is increasing. This was evidenced when CariCRIS
performed its feasibility study — all market participants
thought the time was ripe for an independent informa-
tion and rating agency.

e Need for uniform comparability. Although the US cor-
porate bond market started in the railroad industry, the
amount of debt issued by state and local government
grew quickly. In addition, public utility and manufactur-
ing companies joined the market. Investors wanted to
be able to compare creditworthiness of various kinds
of instruments in different industries on the same scale
and thus benefit fully from comparability. This is a
pressing need in the Caribbean financial markets to-
day.

CariCRIS was formed and launched for operations in 2004
in response to the Caribbean market's need for independ-
ent information and analysis, particularly on a regionally
comparable and consistent scale. The questions of appro-
priate pricing and risk diversification demand this informa-
tion.

In conclusion, we can see from this brief history lesson
how today’s ratings were a response to the market's need
for independent credit information. The ratings themselves
started first as credit reporting, the publication of statistics
and specialized publications on financial data only to rap-
idly evolve into the future oriented opinions on creditworthi-
ness that they are today. The reason that credit ratings
were innovated in 1909 is the same reason that they re-
main relevant today: the demand of investors for a reliable

opinion on the creditworthiness of investments.

In the next article and the ones to follow we will be dis-
cussing the rating methodologies adopted by CariCRIS
in assigning ratings. Publication of these methodolo-
gies is an important part of CariCRIS’ effort to be trans-
parent and to bring about investor confidence in the
analytical robustness and the objectivity of its credit
ratings. We will begin with CariCRIS’ approach in as-
signing ratings to national governments, also known as
sovereign ratings.

CariCRIS is the Caribbean’s Regional Credit Rating
Agency. This article forms part of a series on issues sur-
rounding capital markets and credit ratings. E-mail:
info@caricris.com or call 868-627-8879.

(Source: Arjoon Harripaul, Senior Rating Analyst and Muthu Raman,
Technical Consultant- Caribbean Information & Credit Rating Services
Limited- CariCRIS)

Profession Jokes

Bankers:

Jones applied to a finance agency for a job,
but he had no experience. He was so intense
that the manager gave him a tough account
with the promise that if he collected it, he'd
get the job.

Two hours later, Jones came back with the en-
tire amount. "Amazing!" the manager said.
"How did you do it?"

"Easy," Jones replied. "l told him if he didn't
pay up, I'd tell all his other creditors he paid
us."

La: ers

A new client had just come in to see a famous
lawyer. Can you tell me how much you
charge?", said the client. "Of course", the law-
yer replied, "I charge $200 to answer three
questions!"

"Well that's a bit steep, isn't it?"Yes it is", said
the lawyer, "

And what's your third question?"







