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Assessment on the Sovereign Ratings of Japan and the Republic of Korea
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and MASAHIRO ISHIIH!

From late 1990's to 2002, Moodys Inc. consecutively lowered Japanese sovereign rating and
it became a big issue among not only the people in financial industry but also the politicians
and the bureaucrats. In this research, we discuss the validity of the sovereign ratings of Japan
assuming that the sovereign rating on the debt with Yen could be totally different from that
on the debt with other currencies. For the discussion, we effectively utilize the famous Mer-
ton model, which is often adopted in the valuation of the default risk in corporate bonds to
capture the default risk in both of the sovereign debts. When we examine the feature and
the validity of the sovereign ratings by several major rating agencies based on the proposed
method, we also analyze the sovereign risk of the Republic of Korea, which is in the same
development stage as Japan in Asian countries and compare the results with those in the case
of Japan. In our discussion, the sovereign ratings of Japan seem to be reasonable.
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