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BASEL Il AND INDIAN CREDIT RATING AGENCIES — IMPACT & IMPLICATIONS
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DR. S. C. JAIN
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With Basel Il implementation in India, the bank borrowers are rushing to get themselves rated by the credit rating agencies. The business of the rating agencies is
growing in multiples. The individual size of these new clients is small and the credit profile is perceived to be weak. The structure of the client portfolio of rating
agencies has deteriorated with the dominance of low rated clients from AA to BB. Rating agencies opine that influx of low grade clients would redefine transition
probabilities of these grades. This means rating agencies are perhaps assigning conservative ratings which would improve the rating stability at low levels. Low
client ratings adds cost to the banks in terms of higher risk capital and increased borrowing costs to their clients. Under this scenario, due to the differential of
risk weights prescription for BB ratings and ‘no ratings’ at 150% & 100% respectively, banks do not gain by insisting external ratings to their clients, albeit
external ratings protect the bank managers for their lending decisions! The quality of ratings is failing on the test of ordinality for both Cummultive Default Rates
and stability.

JEL CODE
G210, G240, G280

KEYWORDS

Basel Il, bank, rating agencies, risk capital, rating transition.

INTRODUCTION
asel Committee of Banking Supervision (BCBS) formulated banking regulations have been religiously and zealously implemented by RBI on Indian banks,
irrespective of their size of operations abroad; though these regulations are primarily meant for Internationally active banks, as defined in BCBS (1988).
Under recently implemented BCBS banking regulations - 2004 (Basel I1), the risk weights of bank loan assets are linked to the external credit ratings, under
standardised approach, for the determination of risk capital of the banks. This necessitated obtaining the credit rating for most of the loan asset portfolio of the
banking industry. And, with implementation of Basel Il in India, the Indian credit rating agencies (CRAs)" are flooded with unprecedented number of rating
assignments and the client portfolio size of CRAs increased in multiples’. The increasing volume of business for the CRAs is reflected in the growth of number of
outstanding ratings over this period (see fig.1b). The number is still growing. CRAs collaterally gained from the implementation of Basel Il !
With the implementation of Basel Il in India, not-so-strong and small sized entities too are pressurised to seek ratings, just for being bank borrowers. Though the
client portfolio of CRAs is swelling, the revenue per client has declined. The difference between growth in number of rated entities and growth in revenue
overtime is a good indicator of the decline in per client revenue.
CRISIL (2013) reported 10,542 rated firms as on Sept.30, 2012 against 783 rated firms four years ago, registering above 133% CAGR. In contrast, its rating
revenue increased from Rs.188 cr in CY08 to Rs.313 cr in CY11, registering a CAGR of mere 18%. Though comparative period is not exactly same, large
commonality in the period does exist to draw suitable inferences. Further, it is not very clear from the fragmented data collected from various publications of
CRISIL that the above rated firm statistics include SME ratings3. And, if it does not, then the fall in per client rating revenue must have been steep. It is
noteworthy that CRAs charge rating fee on the basis of size of each of the rated instrument, instead of per rated entity basis. This means the growth in number
of rated instruments must have been more than that of rated entities and in effect, the fall in revenue per rated instruments must have been steeper.
Under this scenario, there can be two unwarranted possibilities —
(i) CRASs are aggressively competing for larger share of the new business and assigning higher ratings®; or
(ii) CRAs are exercising caution and assigning conservative ratings without conducting adequate due diligence and with low analyst input.
In both the cases, the banks would be the affected party. The banks would not know the actual credit risk of their loan portfolio and either they would provide
low risk capital or high risk capital. In the second case, the clients too would be affected with higher borrowing costs incorporating higher risk premium.
Further, the stability of these ratings is important from bank’s angle. The fluctuating ratings would lend similar fluctuation to the risk capital requirements of the
banks. The higher the credit risk of the loan portfolio, the higher would the risk capital that the bank would need to provide.
Hence, it is pertinent to study the impact and implications of Basel Il on Indian CRAs, including whether the rating quality of Indian CRAs has suffered. Here, we
have attempted to bridge some of this knowledge gap. In the following sections, the relevant research literature, methodology of the present research and
analysis, followed by conclusions is discussed.

LITERATURE SURVEY

Like in India, Basel Il induced business must be accruing to the CRAs in other countries as well, wherein these regulations have been implemented. During

literature survey, we have not come across any research touching upon this aspect of Basel Il either for India or abroad. For India, there could perhaps be two

reasons —

(i) Indian rating industry is not too big to catch the attention of global financial researchers; and

(ii) the financial research originating from India is low and is largely focussed on stock markets and mutual funds.

At international level, the key research issues pertaining to credit ratings and banking regulations are non-standardisation of rating definitions, risk assessment

differences among CRAs, complacency of CRAs and over-reaction, pro-cyclicality, internal versus external ratings, and impact of inclusion of ratings for banks’

risk capital determination.

. No standarisation: There is no single quantitative definition of any rating class which is followed by CRAs. The probability of default and expected loss
pertaining to a rating class are not standardised. There are intances of differences of ratings assigned by two or more CRAs to the same entity. Such

INTERNATIONAL JOURNAL OF RESEARCH IN COMMERCE, IT & MANAGEMENT 95

A Monthly Double-Blind Peer Reviewed (Refereed/Juried) Open Access International e-Journal - Included in the International Serial Directories

http://ijrcm.org.in/




VoLUME No. 3(2013), I ssue No. 02 (FEBRUARY) | SSN 2231-5756
ratings differences are sometimes to the extent of two notches, according to Moody’s (2001). Roy (2005) says that the summary statistics of the three
CRAs (S&P, Moody’s and Fitch) shows the disagreement in ratings to the extent of 18% for corporates, 15% for banks and 13% for sovereign. Further, he
concluded that one CRA was systematically more conservative than the others. Moody’s (2001) believes that using non-standardised definition for ratings
would create confusion in the market when the rating is used for risk capital determination of banks. Entities with higher ratings would be benefited under
Basel II, with the linking of external ratings with the risk capital of the banks. Low rated entities would be penalised in terms of low availability of finance
and/or higher cost of finance.

. No superior information, complacency and over-reaction: Creighton et al (2006) conclude that the CRAs are not perceived to possess superior information
than what is there already in public domain. The financial markets reaction is just minimal to the rating actions. Similarly, Elkhoury (2008) concluded that
credit ratings tend to be sticky, lagging behind the market and then over-react. This behaviour of over-reaction might have aggravated the financial crisis
in the past contributing to the financial instability and cross-country contagion.

. Pro-cyclicality of ratings: Amanto & Furfine (2003) believe that though CRAs don’t react to the small changes in the risk profile of the firms but when rating
agencies do make a change, they over-react relative to present conditions, and the nature of this over-reaction is positively correlated with the state of the
aggregate economy. This could be the consequence of excessive optimism (pessimism) during economic upturns (down turns) on the part of the rating
agencies. In effect, the capital determination based on external ratings too would be pro-cyclical.

. Internal versus External ratings: The banks may have better knowledge about their customers by being in their regular touch, but they would have vested
interest in their risk assessment. Kirstein (2002) suggests the local supervisors may impose higher equity requirements on the banks indulging in such
irregularities, to do away with any incentive therein. In the absence of such correspondence between vested divergence and imposition of equity capital
requirements, Basel Il objectives would be served by external CRAs. But, CRAs have proved to be on the wrong side time and again in the event of a crisis.

METHODOLOGY

The rating quality is determined by the stability of the outstanding ratings of the credit rating agency’s portfolio. The stability of the ratings is determined by the
philosophy of ratings agencies and the rating portfolio character. The rating philosophy means whether credit ratings are assigned keeping in view the current
stage of economic cycle and the likely economic behaviour over the maturity of the rated financial instrument’ or the forecasting is done assuming continuation
of the current scenario (extrapolation). The rating portfolio character is reflected in the distribution of the ratings in the CRA’s rated portfolio. Concentration of
the ‘live’ ratings towards high rating categories would lend more stability to the portfolio and vice versa. The higher rated entities are more likely to survive the
economic down turns and low category ratings have high mortality rates.

The stability is indicated by the ratio of the number of ratings remaining unchanged as a proportion to the outstanding ratings (of that rating class) within one
year. A matrix drawn for the migration of a rating class to various rating classes within one year is drawn. This matrix is known as one year rating transition
matrix. The ordinality in the rating stability and the cumulative default rates (CDRs) of the rating spectrum is used here for examining each CRA’s rating quality.
To study the impact and implications of Basel Il induced business on Indian CRAs, the trends in growth in rating portfolio, portfolio character, default rates,
rating philosophy and rating ordinality are examined.

DATA AND ITS LIMITATIONS

There are serious issues concerning the data, with respect to the rating transition matrices of various CRAs in India. The CRAs explicitly refused to furnish the
annual rating transition matrices for the past years, citing either policy matter or non-availability of data. Only ICRA, the third largest CRA in India is furnishing
one year transition matrix, but ICRA’s rating transition matrix too does not give the stability rates of ‘BB and lower’ ratings, where the current concentration of
rating portfolio lies. Other CRAs are publishing 1-year average transition matrices for erratic time periods. The averaging, by nature, eclipses the cyclical
variations as well as, pattern of deterioration or improvement in ratings stability. The periodic changes in averaging period further impede the quality of the
data for any meaningful analysis and conclusions, both from rating stability of individual CRA viewpoint and for inter-CRA comparisons. The averaging
smoothens out the fluctuations in the rating transition, which though affects the banks and their clients.

The difference between 1-year annual transition data and 1-year average transition data is reflected in the table-1:

TABLE:1. CRISIL RATINGS — 1-YR STABILITY RATES (%)

Ratings | 1-year annual stability rates* 1-year average stability rates

2002 | 2004 2005 2006 1992-02 | 1992-04 | 1992-05 | 1992-06
AAA 96.10 | 100.00 | 100.00 | 100.00 | 95.50 96.64 97.24 97.6
AA 90.80 | 91.10 94.90 93.60 86.50 89.26 89.66 89.9
A 75.00 | 88.50 81.80 100.00 | 82.80 82.40 82.37 82.6
BBB 75.00 | 66.70 75.00 100.00 | 75.50 73.27 73.26 73.6

*Published on one-off basis. CRISIL declined to give data for other years citing policy matter.

Source : CRISIL
The fluctuations in the annual rating data are discernible, which get smoothen out by the averaging in each rating class. In this context, the following analysis is
constrained by the availability of quality data. Consequently, the study relied on the fragmented, unstructured and inconsistent data published by the CRAs.
CRISIL, though in the same league, but its data are relatively more comprehensive than that of others, which is largely used for this study.

INTERPRETATION AND ANALYSIS

As already stated, the Indian CRAs are experiencing phenomenal rating business growth since the implementation of the Basel Il in India. CRISIL (2012) states
“CRISIL’s portfolio of outstanding ratings has continued to expand in recent years, both in numbers and rating composition. The outstanding ratings increased to
around 9000° entities as on March 31, 2012, up from around 400 entities, four years ago.” Further, CRISIL reported 10,542 rated entities as on Sept.30, 2012.
In six months, it rated 1500+ new entities (perhaps excluding SME ratings)! (see fig.1b). CRISIL is the largest CRA in India and hence may be treated as
representative for the industry business growth.
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FIG.1a: CRISIL RATING REVENUE FIG.1b: OUTSTANDING RATINGS (FY END POSITION)
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Source : Crisil Annual Reports *Data upto 1/4/2007 pertains to number of ratings and after that the data
relates to rated entities (excluding SME ratings).
Source : CRISIL
. Shifting rating portfolio character: With the rise in number of rated entities, the character of the rated entity portfolio has undergone massive change.
The majority of the ratings as on March 31, 2008 pertained to AA category which shifted to BB or lower class as on March 31, 2012! This trend is common
to both CRISIL and ICRA for which this data is available (see fig.2). Higher rated (AA and above) entities are more likely to withstand the macro-economic
downturns than lower rated entities. According to the CRISIL (2011), over the period 1988-2011, the 3 yr cumulative default rate (CDR) of AA is 1.09%
against a high of 24.58% for BB. Fitch Ratings (2012) reported better 3 yr CDR of 16.67% during 2000-2009. Significantly, India Ratings (formerly, Fitch
India) reported 100% CDR for BB category in 4 year period.
The deterioration in quality of concentration of rated portfolio of both these CRAs (CRISIL & ICRA) is very significant, with more than 60% of its rating portfolio
relates to speculative grade (BB or below) as on March 31, 2012. And further, the portfolio is deteriorating fast such that as on Sept.30, 2012, CRISIL reported
rise in share of ‘BB or below’ rated entities to 74% of its portfolio up from 13% four years ago (see fig.3).
In the absence of information about number of outstanding ratings at the end of year for various rating categories, it is not possible to deduce if the portfolio
concentration shifting is due to actual downgrades or addition of new ratings directly to speculative grades’.

FIG.2a : DISTRIBUTION OF RATING PORTFOLIO OF CRISIL FIG.2b : DISTRIBUTION OF RATING PORTFOLIO OF ICRA
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There are some peculiar aspects of the rating business in India. During the initial phase of credit rating industry, the strong and big business entities which were
eligible to get high ratings got themselves rated during first 20 years of rating history of India. These high rated entities have been active borrowers in fixed
income markets so they require mandatory credit ratings. CRAs too targeted those entities as these are high margin clients, as the rating fee is dependent upon
the size of the instrument rated. Also, there is prestige issue involved to have impressive client portfolio with low probability of default.
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FIG.3: RATING DISTRIBUTION OF CRISIL AS ON SEPT.30, 2012
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Another important fact of Indian credit rating business is that once a rating is assigned, it needs the acceptance of rated entity for it to go public. Non-accepted
ratings die their own death and never come in public domain. Earlier, the acceptance rate of speculative grade was almost nil. But with Basel Il induced
solicited ratings coming in speculative categories, the newly rated entities are not giving too much importance to the rating grades, as it is just a formality for
them to seek ratings on banks’ insistence and there is no possibility for better rating through rating shopping. The acceptance of speculative grade ratings was
unseen before, which has now skewed the rating portfolio of the CRAs.
The weakening character of the rating portfolio may adversely affect its overall rating migration record. The default may rise in the coming years for the overall
rating portfolio.
It is noteworthy that under Basel Il guidelines, loans to BB rated entities carry 150% risk weights against 100% risk weight for unrated entities. This is against the
Basel | stipulations of 100% risk weights for all types of private loan assets. With high proportion of rated entities figuring in, BB or below categories, the
purpose of obtaining credit rating is lost for both bank and its clients, in view of the risk weight structure of the regulations. Banks have to provide more capital
if a loan is rated BB than would have to, if it remains unrated.
It can be better understood by an illustration. For a loan asset of Rs.1,000, the risk capital requirements would be as under :

TABLE:2. CAPITAL REQUIREMENTS UNDER VARIOUS RATING CATEGORIES

Ratings = AAA | AA A BBB BB & Below | Unrated
Risk weight 20% | 30% | 50% | 100% | 150% 100%
Capital Required (Rs.)* | 18 27 45 90 135 90

*at 9% CAR

On one side, BB & below rated bank clients are paying rating fee to the CRAs and are penalised with higher interest rates on risk based interest rate card, and on

the other side, banks have to provide more risk capital than they would have otherwise, had the loan assets remain unrated. Eventually, under this situation,

the banks may not insist their weak clients to obtain credit ratings. External ratings protect the bank managers for their lending decisions, though!

. ‘Point-of-Time’ Ratings moving with macro-economic cycles: CRAs generally claim that they assign ratings which are through-the-cycle (TTC) that covers the
rated instruments’ tenure. TTC ratings are long term assessment of the risk associated with an entity which does not change with the economic cycle and
therefore, the rating of the borrower will not change due to economic condition. Against this, the point-in-time (PIT) default ratings are assessment of the
borrower risk at that particular point-in-time and the borrower will move up or down credit grades in line with the economic cycles (Dalessandro (2011)).

Analysis of the ratings migration of Indian CRAs shows that their assigned ratings are PIT ratings instead of TTC ratings, as these ratings are moving in tandem

with the economic cycles. While commenting on the upgrades and downgrades of rating, CRISIL (2002), noted “A strong correlation was observed between GDP

growth and the credit ratio® for the previous six years upto 1999-00... IIP growth rate was higher at 9.5% and 13% during 1994-95 and 1995-96 respectively and
in those years the credit ratios were above 1.5 levels. Subsequently, IIP growth dropped to around 4-6% and the credit ratio trends also followed a similar trend
within 1.0 or lower levels.”  And, almost 10 years later, CRISIL (2013) maintained and reasoned, “CRISIL’s credit ratio exhibits a correlation with economic
indicators such as index of industrial production (IIP) and GDP. Notably, the steep fall in credit ratio has been accompanied by a sharp decline in I1IP and GDP in

H1 of 2012-13.” (see fig.4a). ICRA’s exhibit also showing similar pattern of upgrade-downgrades with economic cycle phases (fig.4b). This is against the usual

claim of rating agencies that their ratings are TTC.

FIG.4A : CREDIT RATIO OF CRISIL WITH IIP AND GDP FIG.4B : UPGRADES/DOWNGRADE WITH ECO EVENTS*
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*|CRA's chart is showing ‘inverse credit ratio’ curve against credit ratio curve of CRISIL in adjoining chart
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The two premier CRAs of India themselves noted in their own publications that rating upgrades-downgrades are following IIP and GDP growth patterns. The
claim that ratings are TTC, at least in India, does not hold true, by CRAs’ own admission and the relevant data. If credit ratings are subject to economic risks,
then the pro-cyclicality is imbibed.

It is noteworthy to quote S&P (2006) here, “The ideal is to rate ‘through the cycle’. There is no point in assigning high ratings to a company enjoying peak

prosperity if that performance level is expected to be only temporary. Similarly, there is no need to lower ratings to reflect poor performance as long as one can

reliably anticipate that better times are just around the corner.” This is against the Indian CRAs’ track record.

PIT ratings lose their significance in offering predictability or probability of servicing of the rated financial instruments. In other words, the credit ratings become

pro-cyclical. And, this feature of ratings affects the risk capital requirements of the banks, and lends pro-cyclicality attributes. Amato & Furfine (2003) feel that

to the extent that ratings are pro-cyclical, banks’ CAR will tend to be higher during downturns thereby reducing credit supply from banking.

. Rising incidence of defaults: With shifting profile of rated entities to low investment or non-investment grades and the pro-cyclical nature of credit ratings,
the default rate is rising (fig.5). The defaults rate in CRISIL’s rated portfolio has risen within a period of 6 months from 3.4% in 2011-12 to 4.2% in
1HFY2013. CRISIL reported 183 defaults during first two quarters of FY2013 against 107 in the corresponding period of FY2012. Similarly, India Ratings
reported rising default rates in its portfolio. The default rate of India Ratings increased to 2.21% in 2010-11 from 1.28% in 2009-10. And, this default rate
is likely to rise further to unprecedented levels as the actual effect of portfolio character deterioration would come into being in next 8-12 quarters. The
default rate would though depend upon the rating stability at lower levels.

FIG.5 RISING DEFAULT RATE (CRISIL) IN 6 MONTHS
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. Rising stability at low rating categories: Indian CRAs feel that the stability rates and default rates in lower rating categories (BBB and BB or below) would
rise. This means the rating transition rate of lower ratings would improve and so would be the CDR. CRISIL (2010) reported surge in BBB and lower ratings
during 2010 with smaller companies availing the ratings for their bank loan facilities and its overall default rate declined in 2010 to 2.3% from 3% in 2009
even though there was steep rise in default susceptible lower category ratings in its overall rating portfolio. Further, it reported improvement in default
rates and stability rates prominently in BB & B categories, though it did not furnish the related data.

TABLE 3: CRISIL’S 1-YEAR AVERAGE RATING STABILITY RATES
Period AAA AA A BBB

2000-2007 | 98.1% | 93.7% | 86.4% | 73.8%
2000-2008 | 97.9% | 94.7% | 87.7% | 75.8%
2000-2009 | 96.5% | 93.8% | 88.4% | 80.2%
2000-2010 | 96.9% | 93.9% | 88.8% | 87.2%
2000-2011 | 97.3% | 94.4% | 89.9% | 89.3%

Note : Data for BB and below is not available
Source: CRISIL
BBB ratings showed marked improvement in one year average stability rates from 73.8% during 2000-2007 to 89.3% during 2000-2011. Despite new ratings,
which are largely related to small business outfits, getting added to BBB or below categories during 2007-2011 (Basel Il induced business), there was significant
improvement in stability rates in these categories. This implies that the smaller entities showed better credit risk profile stability when the economy was
slowing!
There can be two reasons for this trend:
i) CRAs assigning low rating to the banks’ clients, giving higher weightage to the entity size factor though these are better managed businesses (owner —
manager type entities) and owner-management has high stakes in business success, and business reputation is important to them; or
i) Caution on the part of the CRAs to handle such high workload of new ratings (more than 10,000 in one year) and, naturally, assigning lower ratings without
conducting desired analytical due diligence and relying more on process driven exercise.
In any of these cases, both clients and banks get penalised. The bank borrowers are assigned low ratings and hence, banks would have to provide higher risk
capital and clients have to bear higher borrowing costs associated with low level of ratings.
It would be a learning for Indian CRAs too that eventually these would rectify their style of operations, in case stability of BB rises higher to that of BBB. Till then,
both banks and their clients would suffer.
. Quality of Ratings: Though, the quality of ratings is determined by the stability of ratings as determined by the 1-year annual transition matrix and CDRs of
rating classes, in the absence of this information, ordinality in rating transition and CDR is a good indicator for examining the quality of individual CRA’s

ratings.
TABLE 4: CRISIL’S 3-YR CDR AND 1-YR TRANSITION RATES FOR LOWER CATEGORIES
Calculation Basis Long Term Instruments | Short Term Instruments
(for 2001-2011) 3 YR CDR 1 Yr Avg. Stability Rates
BB B Al A2 A3 A4

Monthly static pool basis | 19.50% 15.46% 85.63% | 88.99% | 86.58% | 92.26%
Annual static pool basis 17.65% 15.31% 85.70% | 88.60% | 87.10% | 92.40%
Source : CRISIL Default Study 2011
CRISIL claims that its rating process is vetted by the ordinal nature of default rates, high stability and predictability of its ratings. But, as per published
information in CRISIL (2011), such claim is not fully admissible, at least for lower rating categories (see table-4). The statistics for lower grade ratings is better
than higher grades for both short and long term instruments for both default and transition rates, calculated on either monthly or annual static pool basis. In
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fact, A2 & A4 categories showed better stability than their respective immediate higher rating categories and stability rates of A4 are better than all other higher
rating categories!

CRISIL numbers are just indicative in nature and this study should not be construed as a company-specific case study. CRISIL is the largest CRA in India. The story
could be similar or worse for other CRAs, which have shied away from disclosing the relevant data on self regulatory basis.

CONCLUSION

Overall, Indian CRAs have seen massive business growth during since 2008, which is largely Basel Il induced. These CRAs are experiencing structural changes in
their rating portfolio which would have long term ramifications on rating transitions and default rates.

Though the new rating business is boon to CRAs from revenue point of view, the concentration of rating portfolio has already shifted from high investment
grade ratings to speculative grades ratings. The low ratings naturally are more susceptible to quick rating migrations (low stability) and high default rates as
compared to their high investment grade counterparts.

Crisil, the largest CRA in India, opines that shifting of rating portfolio to low grades would redefine transition or default probabilities of these rating classes. This
means, these low rating classes would better their default probabilities from the current levels. BBB ratings are already showing high improvement in stability
from 74% to 89% during 2007-2011. If this observation of CRAs is believed to be correct, then CRAs are either giving too much weightage to the size of the
entities disregard to their owner-management feature, business and financial strengths or are conducting inadequate analytical due diligence and simply
assigning low grade ratings to be on safer side through process-driven rating exercise.

Irrespective of the future events of whether low rating classes would redefine their risk perception or whether these entities would show actual deterioration or
caution on the part of the CRAs, banks have to provide more risk capital for these rated entities than they would have to, otherwise. The higher pricing of
finance due to provision of higher risk capital is collateral damage to their clients.

The pro-cyclical feature of the ratings in India would adversely affect the capital requirements of the banks. Even if Indian banks graduate themselves for
internal ratings under Advance Approach of the Basel Il for credit risk, the pro-cyclicality is unlikely to be diminished because these CRAs are reported to be
advising and implementing their models in the banks. The ordinality in the lower rating classes of CRISIL for both CDR and transition is missing for both short
term and long term instruments. This reflects the lack of quality of ratings.

Another important aspect of the credit ratings is the 1-yr transition matrix which determines the quality of the ratings. This information is consciously being kept
under wraps by the frontline Indian CRAs. Indian CRAs are publishing 1-yr transition matrix on average basis for inconsistent periods which hides annual random
movement of the ratings. The presence of this random movement is reflected by one-off published data shown in Table-1. The dispersion of ratings stability
could not be determined due to absence of data, the random movement though affects the level of risk capital of the banks which is based on this movement.
This side of the story could not be explored due to secrecy maintained around it. However, the secrecy can’t be without reasons.
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NOTES

1. The data used in this paper is collated from various publications of CRAs given in unstructured formats.

2. In India, there five CRAs-CRISIL, CARE, ICRA, India Ratings (formerly, Fitch India) and Brickworks. (SME Rating Agency received license from SEBI and RBI in
Sept-Oct.2012).

3. In Crisil's Annual Report (2007), Director Report says ....”The Reserve Bank of India’s guidelines on the use of external ratings for computation of Capital
under Basel Il norms have opened up the bank loan rating market. The Bank Loan Rating activity got off to a brisk start in 2007... We expect substantial
growth in the bank loan rating business in 2008 with banks’ need to comply with Basel Il requirements.”

4.  CRISIL assigned fresh 2,434 bank loan ratings and 7,800 SME ratings in CY2010 itself and about 12500 SME ratings in CY2011.

5. In 2006 alone, Moody’s stamped 30 securities everyday as triple-A. 83% of the triple-A rated securities were downgraded ultimately in that year (Financial
Crisis Inquiry Commission Report 2011)

6. It is noteworthy that credit rating is assigned to the financial instrument and not to the rated entity. The specifications of the financial instruments are
considered while assigning the rating.

7. Major rise came in CY2009 — from 900 ratings as on Dec.31, 2008 to more than 8,000 ratings as on Dec.31, 2009.

S&P provides this data in its publications but its Indian affiliate and other Indian CRAs prefer not to publish such data.

9.  Credit ratio is the ratio of no. of upgrades to no. of downgrades.
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