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Our inde-
pendent rat-
ing advisory
service
facilitates
relations
with
international
rating
agencies.
Based on
twenty
years of
expertise
analysing
banks in
emerging
markets
and our
indepen-
dence
from both
rating
agencies and
investment
banks, our
advisory
service
benefits
banks seek-
ing first time
ratings and
those want-
ing to appeal
against exist-
ing ratings.

This is the second issue of Rating De-
velopments Review, which from time to
time presents original research on
credit rating related subjects of concern
to banks in emerging markets. The
study in this issue contrasts the ap-
proaches of regulators and rating

agencies towards
Subordinated Debt
(SND).

Banks throughout
Central and East-
ern Europe use
Subordinated Debt
as part of their
regulatory capital
but rating agen-
cies generally ig-
nore SND in their
capital adequacy
evaluations. The
study in this Re-
view assesses the
usefulness of SND

as a supplement to bank capital in
emerging markets, taking into account
the positions of regulators and rating
agencies. Its main findings are:

¾ The major rating agencies do not
include plain vanilla subordinated
debt (SND) in bank capital ade-
quacy calculations because its in-
terest cannot be deferred. Basel I
and Basel II include SND in regula-
tory capital.

¾ Banks have to balance between
the inclusion of SND in regulatory
capital under Basel I and Basel II
against its exclusion for capital ad-
equacy calculations by rating agen-
cies.

¾ There may be scope for rating
agency arbitrage as Fitch and
Moody’s may accept that long term

junior SND with deferrable interest
has some capital benefit.

Please contact me if you have com-
ments about this study or if you wish to
know more about our rating advisory
services for banks in emerging mar-
kets. The next Review looks at the im-
pact of rapid loan growth rates on non-
performing loans in Central and East-
ern Europe.
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Ramin Habibi
Managing Director
ramin.habibi@ratingdevelopments.com
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“... rating agen-
cies do not in-

clude plain
vanilla subordi-

nated debt in
bank capital...”

“There may be
scope for rating

agency arbi-
trage...”

Topics in Rating Developments Re-
view are based on several common
themes of concern raised by many
emerging market banks. They  relate
to the rules of thumb used by rating
agencies and how banks can best
work with them.




