


Research on the Asian debt markets reflects the

development of the markets themselves

-still young but growing. A new survey finds

out what regular and occasional investors think

of the piles of paper that hit their desks.

What is research? Who does it? Who does it best?

And who needs it? By James Ball.

Nothing gets people so hot under the
collar as a league table. Do a survey of
any dozen banks and you are sure to
make 11 enemies while the winner will
proudly include his award for excel-
lence in the next presentation to clients.
Even when the research is quantitative
and based on independent data, the
sparks can fly. But throw in a qualitative
element and reactions can be furious.

Asian Debt Review's f1rSt-ever survey
of institutional investors of Asian paper
is sure to generate even greater contro-
versy for a different reason. In the more
mature markets, most notably the United

States, the efficiency and liquidity of the
system lend themselves to specialisation:
credit analysts, equity analysts, econo-
mists, strategists and forecasters of
everything abound on the sell side
while investors target specific sectors.

In Asia, the distinctions are not so
clear-cut because the total market is still
relatively small and the debt market
even smaller. As a result, few banks and
brokers have so far been able to devote
the same resources to credit analysis as
they do to their equity research. On the
buy side, says Gregory Batey, executive
director and head of fiXed income

research at Peregrine in Hong Kong,
"The main thing is that investors in
Asian debt are far more generalist com-
pared to their specialist counterparts in
the United States and Europe."

For these reasons, any survey will be
accused of comparing apples and pears
-and, of course, lemons. Even so, the
results make interesting reading
because they demonstrate that research
on the Asian markets is still patchy and
confirm that the buyers of Asian paper,
ranging from Hong Kong to the Americ-
as and Europe, do not conform to any
stereotype. But the survey also demon-
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The country research category was a more arbitrary
selection. Some investors were interested in all the
countries in the region, others in only one or two.
Some of the respondents were happy to rank both
country and then bank, others bank and then country
while many just named favourite banks. Peregrine
again took top position while JP Morgan was close
behind in the rankings. As an absolute favourite, how-
ever, Morgan picked up more votes for first place than
Peregrine which was the usual second choice after
Morgan. Other banks getting top-place votes were ING
Barings, Goldman Sachs, Lehman Brothers and Mor-
gan Stanley. Bear Stearns was again second or third
choice as was Bankers Trust.

JP Morgan

SBC Warburg

Bear Stearns
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ING Barings
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Lehman Brothers

Salomon Brothers

Morgan Stanley

the wide differences between the
mature OECD markets and those in
Asian countries, Batey argues, "you have
to tailor the information you're putting
out to the needs of your customers."

Clearly, he has succeeded according
to this survey. Peregrine has made an
enormous effort in its fIXed income
research as the house's results and the
number of its publications bear witness.
~aideep Krishna, executive director

strates how quickly research on the
region's credits is developing and the

~usiasm o~ investors for. fmding ~ut

Ure and buymg on the basts of relative

value when they can get accurate com-
parisons across countries, industry sec-
tors and instruments.

But investors are also wary: can they
trust the research they receive? The
shortcomings of the research, it should
be added, do not necessarily reflect the
shortcomings of the researchers. Part of
the difficulty lies in the sheer geographi-

cal extent of Asia and the constraints of
time and travel; a further problem is the
availability of information, compounded
by the differences in the standards of
accounting across the region.

Apparent shortcomings also reflect
the different needs of investors. Some of
them are already experienced buyers of
Asian paper and can be impatient of

unnecessary background information;
others want to be led through the com-
plicated political, economic and cultural
particulars of each country. Because of

-

Jaideep Krishna and Greg Batey of Peregrine

-
at Peregrine ~i:xed Income, attributes his
firm's high standing in the POlls not just
to the numbers of people. "There are
three things that characterise us," he
argues. "The first is the depth of the
team measured in quality not quantity.
Second, our analysts are all locals in the
region who understand the culture and
can then overlay that understanding
with analysis. Third, we have a huge
database to support our relative-value
analysis where we calculate the credits
against the pricing. "

Investors' views on what they receive
are, inevitably, varied. Their diversity is
balanced by the different views among
analysts of what they are trying to
achieve. For example, in macroeco-
nomic analysis, the range of informa-
tion available is very broad.

Speaking of Peregrine's Asia perspec-
tives, Peregrine's Batey concedes that "if
investors are looking strictly for macro-
economic research, they will be disap-
pointed. " Instead, attention is directed

to research that has a market function:
"What we try to do is focus on that seg-
ment of the investment decision process
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ferred "concise reporting with recom-
mendations". "You must give a view,"
says Bob ]anjuah, head of global credit
research at SBC Warburg in Hong Kong.
"Say buy or sell and at what price -

there's no point in writing hold."
Given the relative lack of information

on many Asian credits, investors valued
the opportunity to read and then dis-
cuss with the analysts their own
"insights and the results of their con-
versations with management". Pere-
grine's credit analyses also received
praise for their frequent updates which
kept investors abreast of developments.

Moreover, Peregrine's specific empha-
sis on the debt markets meant that its
corporate coverage was most impor-
tant. Real credit analysis made certain
banks stand out: "The majority of
houses focus on equities; the favoured

houses have specialist economists and
credit specialists. "

The importance of research has been
recognised increasingly for banks who
have taken a formerly rather reserved pro-
fession into the hands of headhunters.
"It's very difficult to find people," says
Jason Brown, head of research at Bear
Steams. At HSBC Markets, John Woods
agrees. "The market is crying out for cred-
it analysis," he says, "and, of course, for
credit analysts." As a result there is strong
demand for credit people. "It's taken me
12 months to find the analyst I want,"
admits one head of research, "and the
salaries are absolutely ridiculous."

The sources of staff fall into four main
categories: commercial bank credit ana-
lysts, counterparty credit analysts, con-
vertible bond and equity analysts and
rating agency researchers. While the
subject is fashionable, there will be plen-
ty of opportunities but the future could

look less rosy.
But the world of credit research has

gone well beyond mere analysis of the
underlying credit. Everyone is now try-
ing to assess relative value. "It is not sim-
ply credit analysis, " explains Brown,
"but value analysis. " But while that is the

common objective, the ways of achiev-
ing it and their underlying philosophies
vary widely across the firms.

"It's important to be customer
focused," says Peregrine's Krishna, "and
that's why we have our research team
on the trading floor so that they can capo
ture the market feel." But the movements
of the markets must also be interpreted

that links macroeconomics to market
strategy." For that reason, adds Batey,
"we do not have a separate economic
research function -that has been inte-
grated into market research."

"We spend time to get the macroeco-
nomics right but we devote most of our
writing to the strategy implications of the
trends in economic growth, trade bal-
ances and inflation. We concentrate on
what these trends mean for the timing
and direction of interest rates and curren-
cies." Following market movements
means that the Peregrine approach
includes a perspective on a much shorter
horizon than quarterly trends.

But what constitutes good research
from the investor's point of view? The
key criterion for many respondents lies
in the volume of information -words
and phrases such as "comprehensive"

il and "in-depth" feature frequently in the
responses to the questionnaire -but
managing to cover a wide spread in
detail is a pretty tall order for any piece
of research.

One investor who wanted to see both
qualities wanted to have his cake and eat
it by adding that some of the research he
received was too long. Another praised
Peregrine's in-depth approach but
added, "1 think it's almost too much
information and, as such, not ideal for
those who have too much reading. "

Weighty pieces of printed research
were valued by some for their reference
use -the macroeconomic analyses from
Peregrine got praise for their frequency
and timeliness -but many investors pre-

.
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The coverage of sovereign issuers ranged widely with
some respondents interpreting it as fairly general
political and economic coverage to others with a
clear focus on the bond market. The survey was con-
ducted during the period of the China global but
before Indonesia's debut, so a new poll might reveal
some differences. Joint winners Peregrine and SBC
Warburg were very evenly matched across all the
votes. JP Morgan's performance was also strong
across the board while Bear Stearns earned a broad
spread of support.

"First we made the people convert-
ible," says Overholt, "then we made
the products convertible." By dismiss-
ing "provincialism" with this approach,
he argues, Bankers Trust can give
a fund manager a broad view with
a regional focus. The bank concen-
trates on three specific sectors: short
term bills and commercial paper in
Thailand and Indonesia; high yield
eurobonds from Indonesia, Philippines
and India and high yield convertible
bonds (buster CBs).

Aaron Henderson, a former equity
analyst who is now head of fIXed
income research at Bankers Trust, is
proud of the bank's track record in
publishing controversial views. For
example, of a recent piece on Thai bills
of exchange, he says, "Client response
to this piece was excellent. As far as I

against the economic fundamentals. "We
start with the macroeconomic picture,"

It:ifPlains Krishna, "move ~to the ~oliti-
U1 context and then examIne the mdus-

try and the issuer's competitive position
and, finally, the regulatory framework."

Sudden market movements can create
buying opportunities for the right credits
when other investors have jitters. "It's
important to put things into context,"
says Batey. "You get things like the
Malaysian trade deficit one month or
Moody's putting Thailand under review
the next." But there is also scope for
analysing bad news. "We don't sugar-
coat things," he says. "We give an objec-
tive analysis, which is particularly impor-
tant for investors outside the region. "

According to Mike Gibson, who
heads JP Morgan's credit analysis team
in Singapore, the bank's approach is

based on taking its G7/0ECD practices
and transferring them to the emerging
markets of Latin America and Asia. Sim-
liar, as Victor Garber points out, is Mor-
gan Stanley's approach, which is to
identify value world-wide on both local
and global issuance. Garber, a manag-
ing director in the firm's Hong Kong
office, uses Tenaga's bonds as an exam-
ple: "We compare Tenaga on a world-
wide matrix, " he explains, "as a

Malaysian risk and as a utility risk to
give investors a global benchmark. "

Morgan Stanley's analysis of high-yield-
ing instruments in the region drew par-
ticular praise from one investor -"a
very good methodology of evaluating a
country's specific risk."

The approach at Bankers Trust,
according to William Overholt, manag-
ing director and regional strategist and
Asian research manager, "aspires to a
more integrated view of financial mar-
kets although, to us, integrated isn't
analogous with trying to do everything
at all times". As an example, Bankers
Trust used to have individual debt, equi-
ty arid economic analysts cover the air-
line sector. But much of the content of
each report they produced was com-
mon across the areas so Bankers Trust
decided to integrate their efforts. Sec-
ond, the bank's real strengths lie in debt
and convertible bonds and in equity
derivatives "products". It therefore
makes sense to bring an overview across
the product range -products and areas
we know especially well and where we
have a competitive advantage." Aaron Henderson of Bankers TrustVic Garber of Morgan Stanley
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Regional strategy and general economic
research also figured in this table as well as
specifically macroeconomic research of rele-
vance to fixed income investors. JP Morgan was
the clear leader but SBC Warburg got four votes
for first place. Goldman Sachs and UBS also
did well in the first place votes but with few
responses for lower places. Bear Steams put in
a solid performance across the board while
BZW's team, composed of former Bear Steams
people, made the table for the first time.

JP Morgan

SBC Warburg

Peregrine

Goldman Sachs

Lehman Brothers

UBS

Bear Stearns

Nomura

Merrill Lynch

BZW
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But the big difference is that equity is

essentially a question of forecasting

growth in capital and dividends whereas

credit analysis is essentially downside

risk -the risk of default. The two per-

spectives are quite different so that a

solid debt offering might coincide with a

8

am aware, none of our competitors
are putting out such hard-hitting

pieces."
In addition to written research, live

research is critically important. Brown
has taken investors on site visits to back
up his written analysis. Such visits are

"The US is more geared to Latin
American fIXed income," explains
Brown, "and to Asian equity rather than
fixed income."

For investors, though, presentation
seems to come pretty low down in the
scale of things. Good, clear writing
scores points and makes it "easy to fol-
low the analyst's points".

Integration with the trading floor
takes pride of place at many banks.
Scott Latham, director and head of Asia
fixed income research at BZW in Singa-
pore, says, "our research is trade-orient-
ed and designed to support sales and
trading. "

Again, the goal is adding value by
spotting opportunities. "Fixed income
research at BZW is not just doing credit
research but taking the research one
step further by developing a trading
strategy based on our views of the cred-
it including sovereign, financial institu-
tions and corporate credits consequent-
ly we emphasise relative value in all our
research." For example, when Moody's
decided to put Thailand's short-term rat-
ing under review BZW's recommenda-
tion was to buy, based on the historical
evidence that it is rare for the agency to
affirm a rating after such a move.

Howard Davidson, managing director
at BZW in Hong Kong, thinks that hav-
ing a strong equity research team pro-
vides a warehouse of information for the
credit analysts to use. "I am much more
confident," says Latham, "through hav-
ing 80 equity analysts around the region.
The level of synergy is tenfold. "

I,"
i
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Chris van Niekerk of SBC Warburg

necessary because much of the infonI1a-
tion that would be available on an
OECD borrower may be unavailable.
Illan Nam, vice president in fIXed
income credit research at JP Morgan in
Hong Kong, also cites problems with
company accounts: they may be pre-
pared under different accounting con-
ventions, they may be filed annually
rather than quarterly as in the US or they
may simply be fIled late or not at all.
Moreover, many US investors are still
wary of Asian fixed income.

sell recommendation from the lead man-
ager's own equity analysts. But, as Bob
]anjuah, global head of research at SBC
Warburg, points out, debt and equity run
very closely together at the BBB level.

Banks like ING Barings also have a
substantial presence in the region with
a total of 120 analysts. "We can integrate
that equity information into our debt
coverage," says Symon Drake-Brockman
of ING Barings in Hong Kong. "It's
important to emphasise the integrity of
research in the development of the cap"
ital markets."

Stephen Roberts, managing director
and head of capital markets at Salomon
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The search for relative value is one of the main
reasons why banks are increasingly putting their
research teams on the trading floor to integrate the
two activities. Peregrine's results were based on
seven votes for first place and three for second
place while Bear Stearns and SBC Warburg tied for
first place votes (three each) but Bear Stearns
picked up a lead for the number of second and third
place votes.
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SBC Warburg

HSBC Markets

Deutsche MG

Merrill Lynch

ING Barings

JP Morgan

Salomon Brothers

Morgan Stanley
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Brothers in Hong Kong, thinks that
research will become of increasing
importance as the bulge-bracket firms

8 seek to differentiate themselves from
each other. "A research analyst is a bet-
ter salesman than a phone jockey -

there's a direct correlation between
sales and research."

"It's incredibly important," agrees
Chris van Niekerk, executive director of
debt capital markets at SBC Warburg in
Hong Kong, "because investors take
credit analysis very seriously." He recalls
a presentation during the PT Astra issue
when a prospective investor had 20
Post-It notes sticking out of the offer
document.

Don Ullman, head of global fixed
income research at Merri1l Lynch in
New York sees the role of research as an
advance guard in educating investors.

companies is often complicated by the
network of interlinked companies and
implicit political support. Unsolicited
ratings are more controversial matters.
Not only do they create a good deal of
resentment with the rated institution
but many observers think that the most
important features of rating are the con-
tact with management and the access to
internal information. Even the HKMA
expressed its concern, when David
Carse, its deputy chief executive, won-
dered aloud whether they might con-
fuse more than inform.

The response from the agencies -

who have become used to this sort of

"We do a lot of private research because
of the deal flow and we track spreads
and relative value. We should like to
expand our published work but we're
not publishing just for the sake of it."

The rating agencies cante in for a
mixed reception from investors. Standard
and Poor's and Moody's were, naturally,
the most frequently mentioned of the
international firms but nearly a quarter of
those polled specified "neither" while
one investor commented simply but
rather brutally "not much good" to
describe the international agencies while
adding that he would still rather use them
than their domestic counterparts.

The usual criticism is that the agencies
are too American, too insensitive to the
particular characteristics of Asia and, in
the case of Moody's, too aggressive.
Moody's action in providing unsolicited
ratings -most notably its decision to
rate the sister banks of the Bank of
China -has upset some people. Similar-
ly, the decision to place Thailand's
short-term rating under review (cur-
rently P-I) attracted surprise from many
observers.

The complaint about their being
American (both are owned by conglom-
erate information providers: Moody's is
owned by Dun & Bradstreet and stan-
dard & Poor's by McGraw-Hil1) is effec-
tively the sante as the accusation of
insensitivity. Analysts in the US, and else-
where in the OECD, have access to a
mass of information and the rating
process is well understood. On the
other hand, the credit position of AsianEdward Young of Moody's Asia Pacific
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criticism for many years in other
regions -is simple: an attempt to
explain, yet again, what it is they offer
and what they do not. "Some people
are still not too sure about what we
actually do. Ratings are about simplifi-
cation," says Paul Coughlin, managing
director of Standard & Poor's in Hong
Kong, "and the aim is to establish a
global benchmark and to establish a
common language around the world."

"We provide a glabally comparable
and consistent framework of the risk
of default" says Edward Young, man-
aging director of Moody's in Hong
Kong. "The agency's job is to evaluate
information and prepare an opinion -

then the market can agree or not."
"We are not saying that we know

everything about credit, " admits

Coughlin, "and we accept that the
users of our information may disagree.
But the point is that we provide the
common language."

The charge of Americanism is also
rejected. "We are sensitive to local
needs," asserts Coughlin, "not a US
company with foreign branches." But
the valuable thing about a global
agency, he argues, goes beyond the
global benchmarking and allows
analysis to be comparative across bor-
ders. For example, deregulation in
Asia is still at an early stage whereas it
has already made substantial progress
in several of the OECD countries. The
implications of such liberalisation -

whether in banking or in telecommu-
nications -have already been seen
and analysed elsewhere and that expe-

e

rience can provide a template for
assessing what will happen in Asia.

Young has an even more relevant
example in the Japanese property
boom of the 1980s. "With an
independent perspective, you can
ask questions which others don't.
There was an assumption that prop-
erty prices. would appreciate which
many people shared but we didn't.
It's like the emperor's new clothes:
in reality, he was naked and it takes a
fresh eye to see that." Only in the last
year has the extent of that boom
been exposed in the huge provisions
of the Japanese banking system.

On the controversy surrounding the
Thailand warning, Young is unrepen-
tant: "The rating incorporates a range
of scenarios as you test the current sit-
uation against the initial and subse-
quent parameters. " People have com-

plained less about the review itself
than about the timing but the point of
putting an issuer on the Watchlist is to
inform the market in advance of any
change; to warn in advance that issuers
are under watch to be placed on
Watchlist would be rather ridiculous.

Support for the agencies also comes
from bankers. "They provide an
excellent service to the investing
community," says Chris van Niekerk,
executive director of debt capital
markets at SBC Warburg in Hong
Kong, "and the rating provides an ini-
tial benchmark against which to think
and which investors can overlay with
their own analysis. " The decision on

credit quality is one which must, ulti-
mately, be made by the people with
money to lose: banks and investors.
"You can agree or disagree," says van
Niekerk. "We disagree, for example,
on Thailand and they disagree two
notches on China with each other."

Takashi Abiko, executive director of
the debt capital markets group at
Nomura International in Hong Kong,
has also noticed a change of sentiment
among his investor base. "The general
opinion used to be that Japanese
investors were not so keen on ratings
but now the rating is one of the most
important factors. " This change also

reflects a more adventurous approach
from Japanese institutions which pre-
viously would not have bought paper

rated at less than AA but which are
now taking A or even BBB.

The peculiarities of corporate struc-
ture and implicit state support are also
assessed by the agencies. "Ratings are
more than just financial ratios, " says

Coughlin. "We take other things into
consideration such as family ties and
political factors."

Despite all the reservations and com-
plaints, there seems little doubt but
that the ratings industry will continue
to grow. Young at Moody's explains
the logic: "In the banking sector, the
growth in derivatives has led to a
growth in assessing counterparty risk
and the ratings play an important part
in this. So we are now seeing greater
interest from the banking community
with a slower interest from investors.
But, as the markets grow, the process
of disintermediation will take the
credit responsibilities away from the
banks and directly to investors." The
need for longer tenors than the bank-
ing system can provide will lead
inevitably to greater issuance in the
capital markets.

The bank sector is the initial target
area for IBCA, a London agency,
which is also intending to expand its
Asian coverage.

The HKMA has accepted credit rat-
ings from Japan Bond Research Insti-
tute and IBCA for eligibility to the LAP .

Structured frnance is another area
where everybody is looking. BothChin Gan of Duff & Phelps
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agencies rated the recent Zhuhai High-
way deal from Morgan Stanley. These
types of deal are very complicated and,
according to Coughlin, they can take up
to a year to understand and analyse the
different classes. That is one of the rea-
sons why Duff & Phelps, a relative new-
comer to the region, has decided to
build up a team of four analysts in the
course of the next year under Chin Gan,
a veteran of bank (JP Morgan and
Nomura International) and agency

(Standard & Poor's where he was
responsible for corporate Europe)
analysis. One of the areas that the
agency has already identified elsewhere
in the world is the use of securitisation
to help companies break through the
sovereign ceiling. Usually, the sovereign
credit is the highest to which any non-
government institution can aspire but,
in certain cases, the credit quality of the
issuer may be rated more highly if some
stream of revenue -typically in a hard

currency -can be isolated to service
debt and ensure its timely repayment.

Export receivables, for instance, can be
securitised and placed into an offshore
trust; another example might be receipts
from credit cards when foreign tourists
visit. Duff & Phelps reckons to have rated
some $2.7bn of the $2.8bn of emerging
market securitisations arranged last year ,
running from credit card receivables in
Turkey (rated A) and Mexico (A- ) through
to airline tickets in Mexico (B+ ). m
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