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[ Abstract 1

[ Abstract ]

The Application of the Credit Rating System to the Municipal Bond

Market in Korea

As the local autonomy system has been introduced, the demand to
fiscal decentralization attracts more concern than ever before. In turn each
local government seeks alternative financial tools to compliment the
diminished revenue capacity. The issuance of municipal bonds is among
them. As a result, the past 10 years have been experiencing the augmented
debt of local governments in Korea.

The various efforts to keep the financial condition of local
governments healthy have been made by both national government and
local governments. For example, the local governments can not finance any
project through bond issuance without the permission of the national
government. There are well sophisticated indicators to check the financial
position of local governments that are applying for debt issuance. It is,
however, not easy to propose objective indicators that pick up the
problematic governments. The western democracies have been utilizing both
governmental regulations and credit rating systems to curb the rampant
debt issuance of local governments.

This study introduces the credit rating system of municipal bonds as a
policy alternative to keep the financial condition of local governments

healthy. Before introducing the details of credit rating system, it has
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investigated the so-called debt limit approach that guidelines each
government the proper level of public debt. The local governments are free
to issue municipal bonds within the limit of debt issuance. This report
recommends a strategic introduction of credit rating system referring to the
debt limit approach.

The report describes the essence of credit rating system and the
justification of applying it to the municipal bond market in Korea. Secondly,
it introduces the brief history of credit rating industry and the role of credit
rating agencies (Moody’s, Standard and Poor’s, Fitch, and Japanese credit
rating companies). It also touches on the Korean credit rating companies
and the industry as well. Thirdly, the report contains various approaches of
credit rating techniques and important cases that show both the financial
criteria and the non-financial criteria being applied. Fourth, the study goes
on the development of its own credit rating model of municipal bonds. For
a test, municipal bonds being issued by 16 metro governments in Korea are
rated with the application of the model. Fifth, it proposes strategic
approaches of introducing the credit rating system of municipal bonds. The
first step involves understanding of the existing municipal bond market of
Korea and reducing the riskiness of adopting a new system. The second
step utilizes the debt limit approach as a temporary alternative. Finally, the
report recommends that a financial crisis management system should be
employed before the full scale credit rating system is introduced in the

Korean municipal bond market.
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<H% 5> FAFEAR AFoH A3

191844 | SAFHE | AR | SAFEE | SAEE

At I & II i
717 - 0.02 0.08 0.07 0.06
SAT - 0.01 0.01 0.03 0.04
73t - 0.00 0.00 0.00 0.00
ST - 0.00 0.00 0.00 0.00
S - 0.00 0.00 0.00 0.00
T 6.38 012 013 0.30 0.29
o] 11.70 0.16 017 047 045
s 6.32 0.16 015 040 032
BT 1566 0.26 031 055 0.68
ik 3597 0.27 0.27 1.33 094
FAHT 5.80 0.09 0.09 0.25 0.24
7F <t 12.98 012 011 040 031
AT 19.02 0.20 018 0.79 048
AT 1145 0.07 0.07 046 0.29
AT 9.78 0.06 0.06 0.27 023
LT 5.35 0.05 0.05 0.32 0.25
FA 14.65 0.09 0.09 040 0.29
AT 1058 0.05 0.04 0.36 012
447 19.25 011 011 0.67 048
ST 7.03 0.04 0.4 0.23 019
S 1542 0.05 0.06 0.26 0.24
AT 6.27 0.03 0.03 0.17 0.11
IAT 585 0.04 0.4 017 015
i 1342 0.06 0.07 0.23 039
Z ik 143 0.02 0.02 0.07 0.07
BoT 1615 0.08 0.06 058 019
Sk 1041 011 012 0.60 0.65
A5 1319 0.08 0.08 055 0.39
AT 498 011 012 040 046
S i 5.55 0.03 0.03 0.23 0.14
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ABAA A o] A GATAE £t

(A1)
11844 | S | SRS | SAFEE | SAEE

A5 I H]& I I
AT 16.09 0.30 031 1.16 112
chok 518 0.07 0.07 037 0.34
2ARE 12.97 010 010 0.61 043
&7 1315 0.14 0.20 0.35 0.60
Hlof o 13.10 011 011 043 037
A 8.65 013 015 0.68 095
A% 1513 0.06 0.06 0.29 0.29
AT 6.54 0.08 0.08 037 036
o ab 1005 0.09 0.08 045 030
ot 453 0.05 0.05 0.16 017
IR 5.04 0.08 0.08 0.26 021
T 21.83 0.20 0.20 111 0.75
23T 6.85 0.03 0.03 0.14 0.09
Zlok+ 1991 0.07 0.07 045 035
ArT 6.64 0.02 0.02 0.15 0.09
AT 8.74 0.03 0.03 0.29 015
AT 12.05 0.04 0.03 0.32 0.20
N 2092 0.09 0.08 0.66 036
e 2161 012 011 0.72 043
ER i 269 015 015 1.01 0.68
AT 7.02 0.03 0.03 0.30 021
Tl 1349 0.05 0.05 0.30 015
T 2061 0.08 0.08 0.67 048
HAL 9.74 0.4 0.4 0.37 0.29
Sk 25.66 019 021 1.02 1.02
AT 439 0.02 0.02 017 011
A, 5.74 0.03 0.03 0.29 0.20
3l 10.76 0.07 0.06 052 0.29
iR 19.03 013 013 0.61 049
ok 29.00 016 016 117 0.76
S 53.06 021 018 133 0.60
R 7.90 0.10 0.14 036 0.79




ax

A

A

TAFHE

A

o == T |

A5 I H]& I I
AT 24.60 0.16 014 098 0.54
At 3231 0.14 014 1.07 0.83
T 23.56 0.08 0.08 058 036
Aokt 2343 0.4 0.04 043 0.2
9 2095 0.10 0.09 0.96 046
IJT 1621 0.08 0.07 0.65 033
45T 978 0.03 0.03 0.29 0.15
S 1745 0.04 0.04 056 0.27
ks 18.94 0.08 0.08 0.62 044
A 17.63 017 017 1.59 0.82
AT 024 0.14 017 048 081
AT 6.78 0.03 0.03 017 0.15
AT 752 0.09 012 0.2 038
o Ha 21.74 0.10 010 083 051
oSk 11.55 0.06 0.06 0.66 035
ST 3.77 0.05 0.05 0.24 018
SE 17.76 0.06 0.05 042 0.20
o 59.17 018 017 1.03 0.69
Shokrt 1511 013 013 049 040
I 31.96 0.19 019 0.88 0.78
AT 6.92 0.08 0.07 048 0.30
et 2149 0.09 0.09 0.70 044
SHe 6.28 0.05 0.05 030 0.20
AT 13.75 0.06 0.05 032 0.22
S 6.30 0.02 0.02 017 0.08
Ax 20.24 012 012 0.73 053
AT 794 0.03 0.03 0.14 0.11
AT 26.88 0.28 031 1.02 114
AT 36.67 0.30 032 146 142
TUA] 3.86 013 017 0.24 0.34
Al 342 0.15 018 0.26 035
A FA] 1661 0.38 043 0.80 0.86
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ABAA A o] A GATAE £t

(A1)
1R | S | SRS | SAFE | SAEE

A5 I H]& I I
QAFFAl 1.65 0.05 0.06 0.10 012
F-2A] 404 0.12 015 023 033
FEA 3.9 0.08 0.09 021 0.23
EEL 14.91 042 044 1.08 1.16
STAA 2581 0.25 0.27 0.69 0.67
QFAEA] 331 011 012 0.2 0.23
YA 2.9 0.06 0.08 010 012
A 015 0.00 0.01 0.00 0.01
T Al 15.05 0.37 044 0.73 0.92
HETA 784 0.16 016 038 033
QA 8.14 0.20 0.20 059 045
AIZA 21.02 046 054 0.82 0.9
TEA| 5.34 0.17 0.20 033 040
A 10.06 035 038 091 0.9
Al 310 0.06 0.06 0.14 013
A 647 0.15 016 037 0.38
oA A] 946 0.25 025 0.62 058
2214 153 0.06 0.07 012 0.14
QA 1359 0.24 0.24 081 0.66
AEA] 19.00 031 0.38 0.59 0.75
A 10.37 0.26 0.27 0.94 0.96
AT 6.42 013 014 041 040
7N 987 0.22 021 0.84 058
34 2143 0.29 027 1.08 0.73
Ef A 1818 015 0.14 0.76 042
22 17.33 027 0.28 093 0.81
A 1211 011 011 0.63 043
A 434 0.16 018 035 0.37
STA] 1742 0.2 0.2 0.83 0.65
A7 A 1559 017 018 0.87 0.67
Z1QkA] 254 0.07 0.09 017 027
TTA 6.88 0.07 0.08 0.25 033




SAFHE | SAFEE | SAFE | SRS
I H|& i I
0.20 0.20 098 0.74
013 013 045 046
011 011 047 041
0.08 0.08 041 031
019 025 039 0.61
0.27 0.29 0.96 1.04
018 018 0.69 059
018 019 0.96 0.90
017 017 1.10 0.87
0.12 012 0.77 0.61
0.23 023 0.80 0.62
0.07 0.08 025 0.24
011 0.10 042 0.30
0.20 021 1.03 0.93
i 0.16 018 055 055
A 0.20 0.2 052 0.56
TA 0.19 0.20 071 0.72
AR 0.10 010 043 037
OkEA 0.08 0.09 0.39 0.37
7] 0.18 0.2 046 0.61
T 0.14 014 0.75 0.56
A 013 014 0.87 0.70
A 0.10 0.09 0.68 0.28
573 0.15 015 1.06 0.73
RN 0.2 0.26 0.60 0.81
el 0.04 0.05 0.07 012
TR 013 015 027 0.37
ZIFA 0.25 0.26 0.84 0.77
Z18j| A 0.11 0.11 0.37 0.37
52 0.2 023 116 0.96
0.06 0.06 032 0.20
052 057 1.26 1.28
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AYAA AL AR HIE St

(A1)
19344 | SAFHE | A | SAFEE | SIS

A I ]S i I
20X 2111 0.20 019 0.95 071
AR 423 0.09 010 033 0.28
A 6.86 0.26 0.27 0.62 0.60
AFA] 731 0.2 0.26 0.67 0.79
REEN 21.00 0.29 031 1.4 1.06
Z27 0.04 0.01 0.01 0.04 0.10
=T - - - - -
SA - - - - -
AET - - - - -
FRT 0.19 0.01 0.02 0.06 015
TUET - - - - -
3T - - - - -
48T 0.34 0.2 0.2 0.08 0.2
BET - - - - -
=57 0.06 0.00 0.00 0.01 0.02
YT - - - - -
297 - - - - -
AT - - - - -
H}j{:ﬁ _ _ _ _ _
AT - - - - -
7OLA1—_[L _ _ _ _ _
T2 - - - - -
AT - - - - -
BeET - - - - -
3T - - - - -
et 0.10 0.00 0.01 0.2 0.05
/\1 3_? _ _ _ _ _
T - - - - -
S 0.02 0.00 0.00 0.01 0.02
FET 011 0.01 0.01 0.03 0.07
s T 0.04 0.01 0.01 0.03 0.05
FAA T 0.74 0.04 0.04 019 019




ax

19944 | TS | AR | SAFEE | SATEE

AFEe I & II Ul
HAbsT 0.20 0.02 0.02 010 013
JET 044 0.02 0.02 010 014
Halba 018 0.02 0.02 0.07 0.07
ST 0.16 0.02 0.02 0.06 0.06
ST 0.52 0.03 0.03 011 011
FARET 048 0.02 0.02 0.09 0.10
ST 0.09 0.01 0.01 0.02 0.02
Ak 021 0.01 0.02 0.04 0.06
AT 0.03 0.00 0.00 0.01 0.01
AT 091 0.03 0.02 0.20 011
AT 0.24 0.02 0.02 0.07 007
TAT 0.19 0.02 0.02 0.07 0.07
AV 0.03 0.00 0.00 0.01 0.01
75T 019 0.03 0.03 0.14 010
57 0.34 0.01 0.01 0.07 0.05
AT 1.79 010 0.09 0.56 041
g7 018 0.01 0.01 0.05 0.04
g5 0.23 0.01 0.01 007 0.05
T 012 0.01 0.01 0.06 0.06
AT 0.00 0.00 0.00 0.00 0.00
QAT 0.00 0.00 0.00 0.00 0.00
AATT 0.00 0.00 0.00 0.00 0.00
AT 0.00 0.00 0.00 0.00 0.00
e 0.00 0.00 0.00 0.00 0.00
BT 0.00 0.00 0.00 0.00 0.00
Hg 0.00 0.00 0.00 0.00 0.00
AT 0.00 0.00 0.00 0.00 0.00
A 0.00 0.00 0.00 0.00 0.00
BTET 046 0.05 0.05 0.23 019
FTAT 037 0.02 0.02 0.06 007
FTET 012 0.01 0.01 0.2 0.03
FA 0.79 0.03 0.03 013 011
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x; = al, + u,

A7 xS i 1ol HEEES AAA G FxAo g,
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(multiplicative stocastic disturbance)°|th. olw, &5
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