Accepted Manuscript

Journal of
BANKING
& FINANCE

Sovereign credit rating determinants: a comparison before and after
the European debt crisis

Peter Reusens, Christophe Croux

Pl S0378-4266(17)30011-0

DOI: 10.1016/j.jbankfin.2017.01.006 =
Reference: JBF 5076 =
To appear in: Journal of Banking and Finance

Received date: 27 April 2016

Revised date: 12 December 2016

Accepted date: 13 January 2017

Please cite this article as: Peter Reusens, Christophe Croux, Sovereign credit rating determinants: a
comparison before and after the European debt crisis, Journal of Banking and Finance (2017), doi:
10.1016/j.jbankfin.2017.01.006

This is a PDF file of an unedited manuscript that has been accepted for publication. As a service
to our customers we are providing this early version of the manuscript. The manuscript will undergo
copyediting, typesetting, and review of the resulting proof before it is published in its final form. Please
note that during the production process errors may be discovered which could affect the content, and
all legal disclaimers that apply to the journal pertain.


http://dx.doi.org/10.1016/j.jbankfin.2017.01.006
http://dx.doi.org/10.1016/j.jbankfin.2017.01.006

Sovereign credit rating determinants:
a comparison before and after the European debt crisis

Peter Reusens?®, Christophe Croux®*

% Faculty of Economics and Business, KU Leuven, Belgium.

Abstract

This paper compares the importance of different sovereign credit rating determinants over time,
using a sample of 90 countries for the years 2002-2015. Applying the composite marginal likelihood
approach, we estimate a multi-year ordered probit model for each ofsthesthree major credit rating
agencies. After the start of the European debt crisis in 2009, the impértance of the financial balance,
the economic development and the external debt increased substantially and the effect of eurozone
membership switched from positive to negative. In addition \GDP,growth gained a lot of importance
for highly indebted sovereigns and government debt became much more important for countries with
a low GDP growth rate. These findings provide empirical evidence that the credit rating agencies
changed their sovereign credit rating assessment after/the’start of the European debt crisis.
Keywords: Composite marginal likelihood, Credit rating agencies, European debt crisis, Multi-year
ordered probit model, Sovereign credit rating.determinants

JEL: 033, C35, F34, G24, H63

1. Introduction

A sovereign credit rating is,a measure of the creditworthiness of a sovereign government assigned
by a credit rating agency (CRA). Each sovereign credit rating is determined by a rating committee,
which assesses the different factors that drive the sovereign’s creditworthiness. Rather than computing
a fixed weighted average of these factors, CRAs can vary the relative importance of the various factors
over time, in response to changing macroeconomic circumstances (Kiff et al., 2010). For instance,

Fitch((2014) states they attach more importance to the sovereign public finance ratios and financing
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