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Moody’s is introducing local rating currency guidelines to facilitate the assignment of local cur-
rency ratings.  This is a natural outgrowth of the explosion of crossborder interest in local cur-
rency securities primarily in emerging markets.  Financial market deregulation, globalization of
capital markets,  the spread of securitization, the increasing use of derivatives instruments to
help mitigate exchange rate risks are all combining to raise the demand for such local currency-
denominated securities. 

Operational Definition
A local currency guideline is a prudential measure intended to capture the elements of country risk that
could adversely affect obligor performance in a particular jurisdiction in local currency. 

BACKGROUND
Local currency country guidelines will supplement Moody’s existing foreign-currency ceilings.
Foreign-currency ceilings assess convertibility or transfer risk, measuring the likelihood that
governments would impose restrictions on the repayment of foreign-currency-denominated
obligations.  Foreign currency defaults have been a relatively common phenomenon, not only in
the pre-World War II period, but also since the late 1970s.  In most of these instances, govern-
ments, when faced with a national shortage of foreign exchange, have imposed payment restric-
tions of various sorts on foreign currency debt obligations.  Sometimes these restrictions result-
ed in an actual loan or marketable security default, or “line maintenance facilities” were imposed
which required creditors to rollover maturing instruments into new securities, an event which
Moody’s would deem equivalent to a default.

A local currency guideline represents a risk measure of a very different sort.  It assesses the
general country-level risks that need to be incorporated into the ratings of  locally domiciled
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obligors or  locally originated structured transactions denominated in local currency.  In particular, while
not acting as an absolutely rigid ceiling, it will indicate the rating level that might be assigned to the finan-
cially strongest transactions in the country, if they warrant that level on the basis of their stand-alone cred-
itworthiness.  

It could be argued that the guideline for obligors in local currency should be Aaa because there are
always “premier” borrowers in every country.  If a Aaa represented a simple ordinal ranking, that might be
the case.  However, since the ratings scale is associated with the risk of repayment on a scale which is com-
parable globally, the best credit within one country, even in local currency, might not be the equivalent of
the best credit in another country.  With this as background,  it becomes important to assess whether
there are any possible institutional, structural, political or other features of individual countries which
might lead one to conclude that even the best credit in that country should be rated below Aaa.  

In establishing this type of “country risk guideline”, both quantifiable and non-quantifiable criteria are
relevant: 1) Is there a substantial risk of political regime change which could lead to a general repudiation
of debts — or a risk of civil war/anarchy or foreign invasion?  2) Does the country have a well-established
system of contract law, which allows for successful suits for collection of unpaid debts, seizure of collateral,
etc.?  3) Does the country have a deep financial system which is effective in making payments and avoiding
technical breakdowns?  4) Is the regulatory/legal environment malleable, corrupt, unpredictable, etc.? 5) Is
there a tendency towards hyperinflation?  (Concerning  hyperinflation, what we are interested in is not so
much the rate of inflation itself, but rather the possibility that the government of the country, in an
attempt to avoid a descent into hyperinflation, might impose controls on the domestic payments system
[e.g., a deposit freeze] which could jeopardize many obligors’ ability to repay debts on a timely basis.)

Although the risk of a foreign-currency default is not a perfect predictor of possible local currency
risks, many of the variables required to determine a foreign-currency ceiling are similar to those which
would indicate the level of country risk measured in local currency.  Nonetheless, since the risks posed by
systemic default risks in local currency are generally, though not necessarily always, lower than the risk of
a default in foreign currency, most local currency guidelines are significantly higher than the foreign- cur-
rency rating.  Also, these guidelines are usually  higher even than the default risk of the national govern-
ment’s local currency bonds, since even if a government reschedules its debt, this does not necessarily lead
to large-scale disruption of  the local currency payments system.  At the same time, since any rescheduling
of government securities would probably have a significant effect upon the banking system, a local curren-
cy bank deposit rating is probably more often closely related to the actual government bond rating in local
currency than it would be to the local currency guideline for the country.

NOTE
These guidelines do not affect possible local currency ratings of genuinely foreign obligors.  Foreign
obligors are usually able to receive a rating similar to their local currency rating in their home country.
They are not generally constrained by these guidelines.  The reason for this is relatively simple.  Moody’s
has not been able to find instances, even when countries were in severe financial distress, where those
countries were unwilling to accept foreign currency in exchange for local currency; in fact, just the oppo-
site is usually the case.  Countries in distress are usually in need of foreign currency.  Therefore, a credit-
worthy foreign obligor which has to repay an obligation in local currency could always bring in an ade-
quate amount of foreign currency to purchase local currency in order to meet its debt service obligations
in local currency. For instance, Moody’s has rated and will continue to rate local currency-denominated
bonds of multilateral organizations such as the World Bank, the Asian Development Bank,  etc., Aaa even
when they have borrowed in exotic local currencies.  However, local subsidiaries and/or local branches of
foreign banks are subject to the guidelines unless there is an explicit guarantee, or similar assurance, from
the home office.

Attached is the list of currently determined country guidelines.
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Country Domestic Currency Guideline
Argentina A1
Australia Aaa
Austria Aaa
Belgium Aaa
Bermuda Aaa
Brazil A1
Canada Aaa
Chile Aa1
Colombia A1
Croatia Aa3
Cyprus Aa1
Czech Republic Aa2
Denmark Aaa
Egypt A3
Finland Aaa
France Aaa
Germany Aaa
Greece Aaa
Hong Kong Aa1
Hungary Aa2
Iceland Aaa
India Aa3
Indonesia Ba1
Ireland Aaa
Israel Aa1
Italy Aaa
Japan Aaa
Korea Aa3
Liechtenstein Aaa
Lithuania A1
Luxembourg Aaa
Malaysia Aa2
Mexico A1
Netherlands Aaa
New Zealand Aaa
Norway Aaa
Philippines A1
Poland Aa3
Portugal Aaa
Russia Baa3
Singapore Aaa
Slovakia Aa3
Slovenia Aa2
South Africa Aa3
Spain Aaa
Sweden Aaa
Switzerland Aaa
Taiwan Aa3
Thailand A1
Turkey Baa1
United Kingdom Aaa
United States Aaa
Uruguay A1
Venezuela A1


