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Abstract

There was an outcry from policymakers over sovereign credit rating downgrades
of African countries during the unprecedented COVID-19 lockdown periods.
This study investigates whether sovereign downgrades during the time African
countries were hit by COVID-19 had an impact on sovereign bond yields.
Applying an event study analysis on the Eurobonds yields of 4 African countries
that were downgraded during this period shows that there is significant evidence
of excess volatility around the downgrade event and a net increase in yields
within the rating event window. The results align to the view that rating agencies
negatively impact macroeconomic conditions through their procyclical ratings.
Hence, ratings should be regulated and controlled during crises times to avoid
the procyclical impact of ratings.
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1. Introduction

The world economies have been shaken by the coronavirus (COVID-19) and
its impact has been far-reaching. Global institutions such as the International
Monetary Fund (IMF) and the World Bank (WB) have estimated that it will take at
least 3 years for the world economies to recover from the effects of the pandemic
(IMF, 2020a). The global economic outlook is estimated to shrink by -3.2 percent,
with African economy expected to shrink by -1.6 percent, the first negative
growth in nearly two decades (IMF, 2020b). Sovereign debt is estimated to rise
to above 100 percent of Gross Domestic Product as African countries borrow to
support fiscal stimulus packages and safety nets for the vulnerable population.
Countries across the globe have gone into length periods of unprecedented
national lockdowns in order to stop the spread and to contain the virus. For
African countries, this has been strenuous given a myriad of other challenges the
continent is facing; falling global commodity prices, general subdued demand,
falling oil price, increasing protectionism and other socioeconomic challenges —
poverty, inequality and unemployment.

International credit rating agencies have come under fierce criticism
for igniting the déja vu of the 2008 global financial crisis by downgrading
countries during the COVID-19 crisis. Critics have questioned the rationale of
downgrading economies during their most vulnerable moments when they were
hit by COVID-19. Other scholars (Heywood, 2020; Mutize, 2020b; Maki, 2020)
further question the timing of rating downgrades, asking why rating agencies
chose to downgrade many emerging economies during crisis time like this.
Heywood (2020) posits that it is time for African countries ‘stop dancing to
Moody’s tune’, after Moody’s — the last one of the three international rating
agencies — had downgraded South Africa’s sovereign rating to sub investment
grade — or ‘junk status’. In Heywood’s views, downgrading South Africa’
sovereign rating during the covid-19 crisis time was tantamount to, ‘kicking a
man whilst he is down’.

On the other hand Jonker (2020), counters Heywood (2020)’s critique as
flawed as it ignores fundamental factors that results in a sovereign rating action.
Jonker defend sovereign rating downgrades as objective activities that are
based on credible and comprehensive methodologies. If rating agencies do not
perform their function of informing investors about the deteriorating sovereign
credit risk by downgrading an issuer based on fundamentals, their role becomes
irrelevant. Thus, the criticism of credit rating agencies should be dismissed, as
they cannot be blamed for simply fulfilling their mandate of providing factually
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accurate credit ratings for investors. Instead of laying the blame on rating
agencies, Jonker (2020) argues that downgrades should rightfully be blamed
on governments that fail to address economic fundaments to strengthen their
country’s risk profiles against a crisis.

Furthermore, in line with Jonker (2020), rating agencies defended their rating
actions as informed by changes in fundamentals and underlying economic
conditions. According to Moody's (2020) and Fitch (2020), its rating actions are
justified and there is no issue with timing as they perform reviews in accordance
with their regulatory calendar dates, which is published well in advance to the
market, it just so happened that COVID-19 came along. If rating agencies fail
to publish ratings on prescheduled dates, they are fined huge amounts by the
regulator — the European Securities Markets Authority (ESMA) — for diverting
from the schedule. Nevertheless, rating regulations have provisions that allow
rating agencies to take actions out of calendar when there are major changes to
a country’s fundamentals that materially affect the ratings, especially in times
of crises.

Based on the preceding opposing views, this study examines the following
arguments and research gap. Rating agencies are expected to provide objective
information to investors on the credit profile of issuers to bridge the information
gap between borrowers and lenders (Partnoy, 2002; Eijffinger, 2012). On
the other hand, during crisis periods, rating agencies are being criticized for
driving crises by downgrading issuers (Auh, 2015; Cesaroni, 2015; Freitag,
2015; Giacomino, 2011; Utzig, 2012; Yao et al., 2017). It thus emerges that
rating agencies do not know what is expected of them during times of crises
(Holden, 2018).

This study therefore explores the impact of rating downgrades induced by
the COVID-19 pandemic in four African countries during time the countries
went into an unprecedented economic lockdown. It investigates the following
questions. First, whatare rating agencies expected to do in crisis times; downgrade
sovereigns or freeze rating actions. The study draws some conclusions and
makes recommendations on the action that rating agencies should take during
times of crisis? Second, COVID-19 hit all countries in the world; is it therefore
rational that rating downgrades should have been across the globe rather than
on the majority of African countries only? Third, African countries have drawn
comprehensive policy responses (IMF, 2020a) to cushion their economies from
the severity of COVID-19 crisis, it was therefore premature to downgrade
countries merely on speculative expectations without waiting for them to
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implement and evaluate the impact of their policy strategies? Lastly, sovereign
risk factors had not yet materially changed when the rating downgrades happened.
Thus, claims by rating agencies that they are reacting to changed circumstances
(Riddha Basu, 2020), reflecting sudden strains that have emerged as a result of the
coronavirus outbreak may not hold water.

The objective of this study is to investigate if rating downgrades induced
by COVID-19 crisis conditions have any significant impact on sovereign bond
yields. Thus, it examines the impact of COVID-19 induced sovereign downgrade
in Africa and makes the following contributions. First, present evidence to the
debate on whetherratings exacerbate a crisis by impacteconomies into arecession.
Second, whether COVID-19 downgrades had any impact on Eurobond yields,
which can be attributed to rating actions. Third, results of this study are key to the
policymakers in balancing between strengthening economic fundamentals and
shifting the blame of the crisis effects to rating agencies. Lastly, explore an area
that previous studies have alluded to but have not written about explicitly, that is
‘what should rating agencies do during a crisis?’; continue with rating reviews
as normal or postpone? There has been no exploration on this area and rating
agencies do not seem to know what is expected of them. Recommendations on
both options have significant implications on creditors and issuers of debt.

2. Literature review

Literature on the procyclical nature of rating agencies sprouted post the Asian
crisis (Amato & Furfine, 2004; Ferri et al., 1999; Kaminsky & Schmukler, 1999;
Kraussl, 2000) presenting evidence that rating agencies aggravated the crisis
by downgrading economies beyond what fundamentals would justify. These
studies have consensus in that, credit ratings have substantial influence on the
size and volatility of market dynamics. Another set of studies on the causes of
2008 global financial crisis pointing out the contributing role of rating agencies
to the crisis (Auh, 2015; Cesaroni, 2015; Freitag, 2015; Giacomino, 2011;
Utzig, 2012; Yao et al., 2017). Amato and Furfine (2004), Cesaroni (2015) and
Freitag (2015) argue that rating agencies do not reveal any new information
to financial markets, instead they magnify the current negative underlying
economic conditions through following already known economic events. This
view presents the procyclical nature of ratings which follows macroeconomic
indicators through downgrading (upgrading) companies and countries during
periods of their financial distress (boom) (Mutize & Gossel, 2018b). Their
rating actions create inaccurate optimism through positive ratings and outlooks
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which leads to asset bubbles that inevitably busts after some time, igniting or
exaggerating a crisis (Mutize & Gossel, 2018a, 2019).

The bubble busts followed by abrupt credit downgrades causes massive capital
outflows out of a country and destabilize economies such as in the Eurozone and
the US debt crisis of 2008. These conditions cause financial market distortions
to a country’s prevailing economic conditions, issuer’s financial challenges and
probability of defaulting on their debts. In its findings on the causes of the 2008
financial crisis in the US, the Financial Crisis Inquiry Commission report (2011)
reported that “the financial crisis would not have happened without credit rating
agencies as mortgage-related securities that were at the centre of the crisis
could not have been marketed and sold without rating seal of approval”. By
not downgrading issuers, rating agencies were seen as having disseminated
inaccurate information about the probability of default of issuers. Similarly,
the European Commission Economic Crisis report (2009) show evidence that
rating agencies were excessively conservative through maintaining ratings of
issuers even when their financial position had evidence of impending crisis.
This literature thus blames rating agencies for failure to act.

With reference to African countries, the recent COVID-19 crisis brought
another dynamic of criticism against rating agencies. Literature on the how
rating can respond during the recent crisis can be broadly divided into three
categories, based on the role of rating agencies in times of crisis. First, the
perspective by Alanis (2020) and Heywood (2020) advance that rating agencies
exacerbated the impact of COVID-19 pandemic on African economies. Similar
to traditional literature on the procyclical nature of ratings, these studies
criticise the procyclical nature of ratings for worsening an already bad situation
of a COVID-19 induced economic crisis. Stoddard (2020) further questions the
timing of rating downgrades, asking why rating agencies chose to downgrade
many emerging economies during COVID-19 crisis time. Mutize (2020)
also points out that African countries and other emerging economies are not
borrowing too much but rather their default risk is aggravated by high interest
rates charged on borrowing, which is driven by poor ratings.

To further support literature on the procyclical nature of ratings, at the
height of the COVID-19 pandemic in March 2020, the European Markets and
Securities Authority (ESMA) — the European Union (EU) rating watchdog
— cautioned rating agencies (Maijoor, 2020) over knee-jerk downgrades in
pandemic, pushing economies deep into recession. Thus, Maki (2020) adds
that, by issuing the statement, the EU rating regulator acknowledges that rating
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agencies aggressively downgrade countries whose economies are already
strained, driving markets into panic. This procyclical action cause weakening
of investor confidence, raise cost of borrowing and ultimately making an
economic rescue package inevitable. Thus, like as a self-fulfilling prophecy
(Mutize, 2020b), these predictions, whether accurate or not, are most likely to
materialize as financial markets care about rating opinions and investors act on
sentiments (Benhabib et al., 2016; Shah et al., 2019). Since international rating
agencies have tremendous power to influence market expectations and investors’
portfolio allocation decisions, Ferri et al. (1999) present evidence that crisis-
induced downgrades undermine macroeconomic fundamentals. Even countries
with strong macroeconomic fundamentals, they deteriorate to converge with
model-predicted ratings as investors respond by raising the cost of borrowing or
by withdrawing their capital, aggravating a crisis situation.

Second, other literature (Jonker, 2020; Kisgen et al., 2019) supports the
actions of rating agencies during crisis periods, arguing that ratings simply
reflect the changing fundamentals, which is important for markets participants.
Jonker (2020) counters Heywood (2020)’s critique as flawed as it ignores
fundamental factors that results in a sovereign rating action. Jonker defended
sovereign rating downgrades as objective activities that are based on credible
(Gaillard, 2017) and comprehensive methodologies (Gaillard, 2014). If rating
agencies do not perform their function of bridging the information asymmetry
gap about the deteriorating sovereign credit risk by downgrading an issuer
based on fundamentals, their role becomes irrelevant (Humphrey, 2018; Kisgen
et al., 2019; White, 2018). Thus, these studies argue that the criticism of credit
rating agencies should be dismissed, as rating agencies cannot be blamed for
simply fulfilling their mandate of providing fundamentally accurate ratings for
investors. Instead of laying the blame on rating agencies, Jonker (2020) argues
that downgrades should rightfully be blamed on governments that fail to address
economic fundamentals and to strengthen a country’s risk profile against a crisis.

Furthermore, in line with Jonker (2020), rating agencies also defend their
rating actions as informed by changes in fundamentals and underlying economic
conditions. According to Fitch (2020) and Moody’s Investors Service (2020),
their rating actions are justified by scientific and legitimate rationale which is
published together with the downgrade announcements. They further defend
that there should be no criticism on timing of rating action as rating agencies
performs reviews in accordance with their regulatory calendar dates, which
are published every December of the previous year. It just happened that the
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dates coincided with COVID-19 lockdown periods. According to regulations
by Financial Sector Conduct Authority and other international regulatory
bodies, rating agencies that fail to publish ratings on prescheduled dates are
fined huge amounts in penalties for diverting from the schedule. Nevertheless,
rating regulations have provisions that allow rating agencies take actions out of
calendar when there are major changes to a country’s fundaments that materially
affect the ratings, especially in times of crisis.

With specific reference to Africa, another study (Mutize, 2020b) have
questioned the inconsistencies in timing of rating actions of African countries
compared to other emerging economies in Latin America, Europe and Asia.
Mutize (2020b) present evidence questioning the timing of rating downgrades
in Africa compared to Europe Asia and Latin America in response to fiscal strain
caused by the COVID-19. When the first case of COVID-19 was diagnosed
on the African continent, Italy, France and China were already hard hit by
COVID-19. Despite a debt to GDP ratio of at least 135, which was projected
to rise to over 158 by end of 2020 (International Monetary Fund, 2020), the
countries were neither downgraded nor their rating outlooks changed, they
maintained investment grades by all the three international rating agencies.

In comparison, rating agencies lowered sovereign ratings for five African
countries (South Africa, Gabon, Mauritius, Nigeria and Zambia) based on
expectations that their fiscal situations will deteriorate and their health systems
will be severely strained by pandemic (Fitch, 2020; Moody’s Investors Service,
2020). The COVID-19 downgrades of the first five African countries happened
at a time when they had a combined 1459 infections and only 14 fatalities. Their
average debt was expected to rise from approximately 62 percent to 80 percent
of GDP and rating agencies expected the risks to sovereign debt repayment
capacity to increase due to liquidity pressures (Moody’s Investors Service,
2020). In addition, the rationale was that COVID-19 would have a negative
impact on economic growth and deterioration of other fiscal metrics. Hence,
Mutize (2020b) present evidence that rating downgrades during crisis time
impose a wave of other problems than the crisis itself, cutting cuts sovereign
bond value as collateral in central-bank funding operations and drives interests
high. Thus, sovereign bond values are grossly discounted (Mutize & Gossel,
2019), at the same time escalating the cost of interest repayment installments
(Mutize, 2020b). As evident in the lack of consensus in literature, the objective of
this study is therefore to investigate if rating downgrades induced by COVID-19
crisis conditions have any significant impact on a country’s credit risk profile.
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3. Data description

To examine the objective of this study, an event study technique is applied on
Eurobond yields of tenures between 7 and 30 years. The impact is analysed over
the period from 1 January 2020 to 30 April 2020 when 10 African countries were
downgraded by the three international credit rating agencies in response to the
spread of COVID-19. A summary of Eurobonds of different tenures analysed in
this study is presented in Table 1 below.

TABLE 1: TENURE oF EUROBONDS

Country Bond Tenure I Bond Tenure II
Botswana 7-year 13-year
Mauritius 10-year 20-year
Nigeria 10-year

South Africa 10-year 30 year

From the 10 African countries that were downgraded, 6 were excluded from
this analysis — Angola, Gabon, Cameroon, Cape Verde, DRC and Zambia
— because; they have not yet issued sovereign Eurobonds, they have issued
sovereign Eurobonds but they are not being publicly traded or there is no
credible data available on the sovereign Eurobonds. Credit rating actions data
is obtained from a rating actions consolidation site, Tradingeconomics, a New
York-based financial indicators platform that provides historical data, economic
forecasts, news and trading recommendations. The sovereign bond yields were
obtained from Investing.com, a financial markets platform providing real-time
data and analysis across 250 exchanges around the world.

The Standard & Poor’s (S&P) Africa Hard Currency Sovereign Bond Index is
used as the benchmark index for estimating normal expected returns. The S&P
Africa Sovereign Bond Index is designed to track the performance of African
sovereign government bonds issued in Euros, Japanese yen, and U.S. dollars by
13 African countries — Botswana, Kenya, Namibia, Tanzania, Zambia, Egypt,
Mauritius, Nigeria, Tunisia, Ghana, Morocco, South Africa and Uganda. This
data is available on S&P Dow Jones website. Table 2 presents summary statistics
for the data.
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TABLE 2: SUMMARY STATISTICS

Botswana  Botswana  Mauritius  Mauritius Nigeria
13-year 7-year 10-year 20-year 10-year
Mean -0.000213 -0.012257  -0.002605 -0.002122 0.000153
Median 0.000000 0.000000 0.000000 0.000000 0.000000
Maximum 0.045500 0.041700 0.038000 0.046700 0.225700
Minimum -0.034100 -1.000000  -0.088800 -0.105900 -0.050800
Std. Dev. 0.010924 0.108708 0.012331 0.015688 0.027742
Skewness 1.177520 -8.869905  -4.247720 -3.605697 6.320937
Kurtosis 10.43581 81.13509 31.81824 26.82128 52.91956
Jarque-Bera 215.4659 23004.26 3196.933 2193.912 9391.718
Probability 0.000000 0.000000 0.000000 0.000000 0.000000
Sum -0.018100 -1.054060  -0.221400 -0.180400 0.013000
Sum Sq. Dev 0.010024 1.004479 0.012772 0.020673 0.064648
Observations 85 85 85 85 85
S&P South South
Africa Africa Africa
USS index 10-year 30-year
Mean 0.000402 0.003040 -0.004104
Median 0.000000 0.000000 0.000000
Maximum 0.011614 0.103100 0.073300
Minimum -0.005253 -0.054700 -0.500000
Std. Dev. 0.002676 0.021923 0.057063
Skewness 1.710605 1.446808 -7.819067
Kurtosis 7.872174 9.163792 68.79456
Jarque-Bera 125.5264 164.2106 16197.73
Probability 0.000000 0.000000 0.000000
Sum 0.034206 0.258400 -0.348800
Sum Sq. Dev 0.000601 0.040370 0.273516
Observations 85 85 85
4. Methodology

This study applies an event study to examine the procyclical impact of
COVID-19 induced rating actions on sovereign Eurobond yields. The event
study methodology is recommended by Kothari and Warner (2007) —a common
framework applied in testing the effects of an event on financial market yields.
This methodology is appropriate for this study as it isolate the rating actions
and examine their impact on specific date to reveal pertinent information about
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the behaviour of market securities in response to the procyclical rating actions.
Thus, the event in this analysis is ‘sovereign credit ratings’ that took place during
the COVID-19 pandemic crisis. The expected market model for sovereign bond
yields, Y, at time 7 is estimated as follows:

E(Yt) =BV, +B:te (D)
Assuming that E(e,) =0, E(e;, e,—;) = 0 and Var (e,) = o?

where:
e, 1s the stochastic error term, and;
B, and B, are model parameters estimated by ordinary least squares regression.

The benchmark S&P Africa Hard Currency Sovereign Bond Index is first
used to estimate expected normal sovereign bond yields as it is a composite
index that is rationally expected to be more stable than individual bond yields.
Thenafter, abnormal bond yields are estimated on individual sovereign bond
yields using the S&P Africa Hard Currency Sovereign Bond Index as normal
sovereign bond yields in the rating event window. Abnormal yield, AY, on day
t is determined by Equation 2 below:

AY, =Y, — E(%;) 2)

where:
Y, is the actual sovereign bond yield at time ¢.

Following the recommendation by Kothari and Warner (2007) that, to
sufficiently estimate the market model in a standard event methodology, an
estimation window period of 91 days before the event should be used, this study
applies the same. However, a 26-day event window (split into 20 days before
the event, 5 days after the event and 1 day as event day) is also applied, which
is more than the average event window of 11 days recommended by Kothari
and Warner (2007). This is done to allow the full impact of the information
announcement to be included for reaction assessment. The sovereign credit
rating action announcement date is considered as day 0 and other trading days
are skewed rounding the event day as -20 and +5 as illustrated in Figure 1 below.

FIGURE 1: SOVEREIGN RATING EVENT WINDOW

91 days » |« 20 day 5 days
- 205 dan
L—Esdmation window bld Event window '—DI
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After estimating the abnormal sovereign bond yields, the study tests the
significance of the sovereign rating event impact on the Eurobond yields using
t-statistics significance test. This significance tests determine whether the actual
yields significantly differ from expected yields within the event window. It
is hypothesised that, if the z-statistic is significant, then COVID-19 induced
sovereign rating actions triggers significant procyclical impact on sovereign
bond yields. The time-series #-test is applied as follows:

AY, Yo — [B1 + B.Ye + e ]

tg = = 3
std(AY;) St/\/r_z (3)

where:
¢ is the student -test at significance level; and
Std(AY ) 1s the standard error of abnormal bond yield at time «.

This study follows the standard significance levels of 5 percent (a = 0.05)
and 10 percent (a = 0.1), whose standard decision criterion for significance
of abnormal returns is -1.96 > a or a > 1.96) and -1.645 > a or a > 1.645),
respectively.

5. Empirical findings

Results of the event study analyses are presented in country-based tables. Table
3 shows results of Botswana, downgraded from upper to lower medium grade
— A (stable) to BBB+ (stable) - due to expectation that diamond revenues will
weaken and economy will decelerate because of COVID-19. As shown in the
results, there is significantly high volatility in yields of both 7 and 13-year
sovereign bonds as the t-test values (marked **) represent significance at 5 per
cent level. The values that are statistically significant (marked **) in the table are
both positive and negative, implying that was volatility from both negative and
positive changes in bond returns around the announcement date. In the volatility
of yields, the increases were higher than the fall in the analysis window meaning
the net effect of the rating downgrade is an increase in bond interest rates. The
downgrade of Botswana thus add to other challenges behind the downgrade
such as the prolonged depressed diamond market, slowing domestic diamond
production, COVID-19 outbreak and fall in demand from China which all leads
to economic deceleration. These finding align to studies (Auh, 2015; Cesaroni,
2015; Freitag, 2015; Giacomino, 2011; Utzig, 2012; Yao et al., 2017), which
also find procyclical evidence of rating agencies in crisis periods.
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Converse to downgrade of Botswana, Table 4 above shows a significant
decrease in Mauritian bond yields 10 days before the event and no significant
change after the rating announcement in both 10 and 20-year bonds. Mauritius
rating change was driven by the shock transmitted through the decline and
expected prolonged slump in the tourism industry, which represents a relatively
sizable proportion of gross value added in the economy as well as a source
of government revenue and export earnings. The rating action may not have
an impact on announcement date possibly because the country began to
experience a slump in tourism was immediately after the first COVID-19 cases
were diagnosed in China. These results concur with Amato and Furfine (2004),
Cesaroni (2015) and Freitag (2015) who find that rating agencies magnify the
current negative underlying economic conditions through following already
known economic events.

As can be seen in Table 5, the downgrade of Nigeria in highly speculative
grade had a significant increase in the yield of its 10-year bond around the
two event dates. The rating changes added to the COVID-19 challenges, fiscal
and external shock resulting from lower oil prices and economic recession.
These results thus show that sovereign downgrades during the crisis times add
to the impact on sovereign bond yields. The results agree with Mutize and
Gossel (2018a, 2019) who present evidence on the procyclical nature of ratings
which follows macroeconomic indicators through downgrading (upgrading)
companies and countries during periods of their financial distress (boom),
creating inaccurate optimism through positive ratings and outlooks which leads
to asset bubbles that inevitably busts after some time, igniting or exaggerating
a crisis.

Moody’s downgraded South Africa, the most industrialised economy in
Africa with liquid and well-established financial markets from investment grade
to sub-investment grade. There was excessively high volatility in yields of both
10 and 30-year sovereign bonds throughout the estimations and event window.
The table shows a 17.88% net increase in 10-year sovereign bond yield within
the analysis window, proof that crisis ratings changes significantly drives cost
of borrowing. This has a direct aggravation on the factors that caused the rating
action such as the rising debt burden and structurally weak economic growth.
Thus, it can be concluded that procyclical effect of the downgrade magnified
the impact of the lockdown.
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These findings support the assertion that negative rating actions are procyclical
and increase the magnitude of a crisis. It agrees with Benhabib et al., (2016),
Shah et al. (2019) and Ferri et al. (1999) who also present evidence that crisis-
induced downgrades undermine macroeconomic fundamentals. Even countries
with strong macroeconomic fundamentals deteriorate to converge with model-
predicted ratings as investors respond by raising the cost of borrowing or by
withdrawing their capital, aggravating a crisis situation.

6. Conclusion andrecommendations

The study applies event study analysis on four African countries that were
downgraded in response to COVID-19 challenges. The results show that the
procyclical rating actions during the COVID-19 pandemic caused an abrupt
rise in bond interest that governments would be required to pay more on the
same amount of debt they previously owed. The volatility yields are evident that
investors have a knee-jack portfolio adjustment in response to ratings, which
is likely to cause capital flight. This study thus conclude that, although there
is an inherent conflict of expectations between investors and issuers, in crisis
times rating agencies should consider actions that are not detrimental to already
stressed sovereign fundamentals.

Based on the conclusion, this study makes the following four recommendations
and pragmatic responses. First, countries that have regulatory bodies for
rating agencies need to regulate the timing of announcement of ratings to curb
procyclical nature of rating actions that disrupt markets by triggering a knee-
jerk market panic. In times of crises like the COVID-19 pandemic, financial
markets have a natural way of discounting risk when fundamentals are
conspicuously changing. Second, to enhance transparency and disclosure for
more comprehensive engagements between governments and rating agencies,
there should be more physical presence in rated countries rather than assessing
countries from a remote location. Third, in collaboration with other market
regulatory bodies such as stock exchanges and debt markets, countries should
restrict or ban short selling transactions to minimize spikes in yields.
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and Master’s of Science in Finance and Investment from the University of
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