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ABSTRACT 
 

 Policy makers have voiced concern that moral hazard played a role in driving 

financial crises. In the context of the global economy, sovereign countries may have 

received a credit boost in the form of U.S. support. This support has been observed 

through various mechanisms for political proximity. One of these has been the 

deployment of U.S. troops. As troop deployment serves as a major cost to the United 

States, it serves as a signal to market that the United States maintains a major strategic 

interest in the well being of a country and that it is willing to provide a bailout. I 

hypothesize that this spurs sovereign credit rating agencies into assigning more 

generous sovereign ratings for countries hosting U.S. troops. I find that a one percent 

increase in U.S. troop deployment increases sovereign credit rating by nearly 14 

percent. I also find that hosting U.S troops is correlated with lower bond spreads and 

lower interest on government securities, which protects against the argument of reverse 

causality. 
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INTRODUCTION 
 

Following the recent global financial crisis, policy makers have been searching 

for the drivers of financial crises in both domestic and international contexts. The 

difficulty in coordinating international policies first leads policy makers to examine 

domestic economic policies and potential sources of economic risk. The varying levels 

of economic development do not immunize a country against financial crises, but have 

contributed towards varying responses. 

Where many developed nation-states were more directly affected through the 

collapse of the financial system and the resulting credit crunch, policy makers were 

quick to prescribe remedies to jumpstart economic growth. In contrast, developing 

nations, who already faced issues regarding credit access, were limited in their ability to 

prescribe quick fixes. 

Despite the differences in economic development, common themes emerged 

among nations affected by the recent financial crises. Governments were found to be 

willing participants in overly expansionary fiscal and monetary policies in order to spur 

growth. In part motivated by a desire to increase growth in the short-term and satisfy the 

general populace, governments were offered little incentive to tighten the belt. 

Moral hazard may have in fact played a major role in supporting these activities. 

The ability to issue debt often determines the extent of additional government 

expenditures. Traditionally, the willingness and ability of a country to pay back its 

sovereign debt has been used as the primary measure of a government’s ability to access 

funding from international finances. For countries in lower to middle income groups, 
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additional finance would require a greater ability and willingness to service debt. 

Yet, some evidence suggests that greater access to finance does not necessitate 

greater burdens of debt. Credit rating agencies (CRAs) are considered to be trustworthy 

arbiters of a country’s willingness and ability to service its debt, by assessing a 

country’s financial health. CRAs provide information that is used by international 

financial markets, economic organizations, and sovereign governments in determining 

interest rates a sovereign faces in the international community (Reinhart, 2002). 

In this paper, I explore the idea that the information and credit ratings provided 

by CRAs are not entirely reflective of traditional macroeconomic indicators. I argue that 

CRAs observe a signal that indicates that countries have the backing of the United 

States, and that CRAs perceive there to be less risk in holding bonds of these countries. 

This signal indicates that the United States is willing to bailout these countries by 

providing easier access to finance. CRAs can observe United States commitment by 

looking at a country’s political proximity to the United States. I argue that this political 

proximity is seen in the form of U.S troop deployments; countries that host a greater 

numbers of U.S. troops have a visible United States political commitment, and thus 

have more pull on the international stage. This is manifested through greater access to 

international finance and is reflected in CRA models, which find a lower level of risk 

for the investor. Some of the default risk that would have lay solely on the shoulders of 

the investor is transferred to the United States government. 

Although I find that macroeconomic indicators are the primary drivers of CRA 

models for sovereign credit ratings, political proximity plays a large role. I find that a 
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one percent increase in U.S. troop deployment leads to a nearly 14 percent increase in 

sovereign credit ratings among countries that have not previously entered default. I also 

find strong results when looking at effects across regions. I also find that there is a 

significant decrease in interest rates on government securities and on bond spreads, 

which would be consistent with rejecting the claim that sovereign credit ratings are 

drivers of U.S. troop deployments. 

Where sovereign states have generally turned to the IMF as a source of finance, 

they have also faced hurdles in the form of conditions or standards to be implemented in 

the recipient country. Nevertheless, countries have been able to access lines of credit 

through the backing of other global powers. In this paper, I hypothesize that the United 

States acts as the primary agent in aiding foreign governments by signaling its 

willingness to provide a bailout by easing access to finance, and that this aid is reflected 

in credit rating models. 

 
Background and Literature Review 

 
Nominally, sovereign credit ratings are assessments of the likelihood that a 

sovereign nation will default on its debt (Cantor and Packer 1996). Governments seek 

credit ratings to allow for greater access to international finance, where investors 

traditionally seek investments in the form of rated securities. These securities are 

generally considered safe when assigned a formal rating.  

Sovereign governments therefore have an incentive to seek a formal credit rating 

in order to increase opportunities to access finance in international markets. This desire 
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to formalize the credit and rating “vetting process” is seen through an “issuer pay” 

model that requires that sovereign governments directly pay CRAs for an official credit 

rating (IMF 2010). 

In the sovereign credit rating market, three firms dominate, accounting for 95 

percent of all ratings: Standard & Poor’s, Moody’s, and Fitch Ratings (CFR 2015). All 

three of these firms use the “issuer pay” model when assessing a sovereign country’s 

credit rating. Thus, any country that seeks additional lines of credit through 

international markets must pay these firms a fee. Theoretically, this should lead to 

competition among CRAs in providing accurate ratings to both satisfy the objectives of 

the sovereign governments and the CRAs desire to maintain their reputation. Yet, 

sovereign credit ratings have shown little divergence over time, particularly among 

investment-grade labeled debt (IMF 2010). 

Unofficially, CRAs have relied upon eight indicators when formulating 

sovereign credit ratings: per capita income, GDP growth, inflation, fiscal balance, 

external balance, external debt, and economic development (Cantor and Packer 1996). 

Fitch has used groups of variables that fall into four different categories: economic 

policy, variables of the economic sector, variables of stress, and variables of political 

risk (Valle and Marin 2005), though the manner in which these variables are weighed 

has varied among different countries and investors (Arslanalp and Tsuda 2014). Regime 

type has also shown to play a part in credit rating models, with democracies receiving 

greater access to credit and receiving better ratings (Beaulieu et al., 2012; Archer et al., 

2007). 
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While official CRA models may be unavailable to the general public, these 

categories can help policy makers demonstrate to what extent certain indicators drive 

the political economy of sovereign credit ratings. I maintain that United States foreign 

policy can in part be a determinant of sovereign credit ratings as an indirect result of its 

actions. Although the United States may not have a direct interest in a country’s 

sovereign credit rating, qualitative evidence suggests that Washington has supported 

less stringent requirements by the IMF in order to secure finance for politically strategic 

allies (Thacker, 1999; Stone, 2008). We can therefore qualify considerable IMF 

concessions to be a proxy for United States support and the United States government 

as the lender of last resort (Aklin and Kern 2014). 

Where the United States demonstrates a willingness to act as this lender of last 

resort and provide a bailout, sovereign nations have more of an incentive to over-

borrow (Bolton and Skeel, 2005). This risky behavior might be reflected in less 

favorable sovereign credit ratings. For example, Moody’s bases its ratings on expected 

loss, whereas Fitch also bases its ratings on default probability (IMF 2010). If this were 

the case, we would expect CRAs to signal to the market that a sovereign country’s debt 

accumulation might be unsustainable. 

It is also important to note that the big three CRAs are either based in the United 

States or are held by a United States-based corporation. Previous literature suggests that 

the home country of a credit rating agency can greatly affect sovereign credit ratings by 

providing more favorable ratings for nations politically and/or culturally aligned (Fuchs 

and Gehring, 2013). Recalling the dominance of the big three CRAs, we would expect 
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United States foreign policy to play a major role in driving these ratings. 

The United States can provide greater support for countries seeking finance 

from the IMF under certain conditions. This may include countries adjusting policies to 

become more United States-friendly until reaching a “bliss point” where the United 

States exerts pressure on the IMF to provide more favorable lending conditions 

(Andersen et al., 2005). In this paper, I examine the deployment of U.S. troops to signal 

a shift or continuation of favorable policy in the host country. 

U.S. troop deployments can be a costly signal that indicates that the United 

States is politically invested in the host country (Aklin and Kern 2014). Similar 

literature explores the idea that investors do observe and use the deployment of U.S. 

troops as part of their decision to invest (Biglaiser and DeRouen, 2007). This is 

certainly true among conflict areas such as Afghanistan and Iraq, where U.S. troops are 

meant to serve as a stabilizing force. 

The majority of U.S. troops however, are deployed to areas that are not directly 

involved in combat. Official U.S. troop deployment figures include those who help in 

the delivery of foreign aid and technical assistance (Kane, 2012). Though U.S. troop 

deployment themselves may not directly affect a host country’s economic policies and 

the accompanying lending relationship with the IMF, they are found to be indicative of 

U.S. policy preferences. Turkey’s budgetary constraints and difficulty in acquiring 

finance through international channels were only alleviated through United States 
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supporta. Similar stories of IMF funds being allocated following U.S. support were 

evident in Ecuador (Calomiris 2000), Pakistan (Cohen and Chollet, 2007), Tajikistan 

(Nichol, 2003), and Kyrgyzstanb. In this paper, I shall explore whether CRAs 

underestimate the risk associated with lending to countries deemed strategically 

important. 

 
Theoretical Consideration 

 
I argue that governments are primarily concerned with retaining power and 

pursuing growth using available lines of credit. One channel for growth is expanding 

the limits of access to finance. CRAs are considered to be good arbiters of credit, yet 

have a limited view to see sovereign intentions. Where issues regarding debt repayment 

arise, it may be difficult for investors to recover funds. The threat of losing credit has 

not been shown to serve enough of a disincentive to avoid default (Ahmed et al., 2011). 

The seizure of the Argentinian ship Libertad and the subsequent release ordered by the 

UN Tribunal of the Law of the Sea is emblematic of the difficulties in securing 

compensation following a previous sovereign defaultc. 

Theoretically, sovereign countries that choose to not repay their debts should be 

easy to identify and bar from future finance channels. Investors have incentive to detect 

risky behavior and a country’s lack of commitment to repaying its debts. In cases where 

                                                
a	  “Tranching and Conditioning of U.S. Assistance to Turkey,” WikiLeaks, Cable Reference 
ID:03ANKARA2243, September 1, 2011.	  
b	  “Russia offers Kyrgyzstan $2.5 Billion to Shut Down Manas Air Base,” WikiLeaks, Cable Reference 
ID:09BISHKEK47, September 1, 2011. 
c	  “Enthusiastic Welcome for Seized Argentina Ship,” BBC News, April 26, 2013. 



 

8 
  

investors are aware of a country’s inclination to not repay, a third party covering this 

risk is needed. Here, moral hazard is a driver of risky activity on behalf of the investor 

and sovereign nation. This requires that the third party, the IMF and the United States, 

to have enough resources to bail out investors or sovereign nations. Furthermore, the 

IMF and the United States must have an interest in the two aforementioned parties. 

Finally, the IMF and the United States must provide a signal to markets that there is an 

incentive to help investors or sovereign nations. 

The influence of the United States on IMF lending is well documented in the 

literature. As the United States retains the largest level of voting power through its 

contributions, major IMF decisions require United States approval. Currently, decisions 

on 53 subjects require 70 or 85 percent of the total vote (Buira 2014); the United States 

maintains a 16.75 percent vote total, an effective veto on many major decisions. 

The United States also uses other channels to provide countries under financial 

duress. These include the Exchange Stabilization Fund, credits of the Commodity 

Credit Corporation Fund, the Export-Import Ban, and the Overseas Private Investment 

Corporation (Aklin and Kern 2014). It is well documented that countries have received 

assistance through these mechanisms; Mexico’s famous financial crisis of 1994 and 

1995 demanded United States-led intervention (Schwartz 1997). 

 
Hypothesis 

 
The literature suggests that political proximity to the United States can influence 

investor decisions in situations where the United States needs a host nation to 
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implement policy changes or has a strategic motive. In this paper, I shall test the 

hypothesis that U.S. troop deployments’ extends to CRAs and have an impact on a 

country’s sovereign credit rating. This is based on literature that demonstrates that 

investments follow the flag (Biglaiser and DeRouen, 2007) as part of their decision-

making. Investors view U.S troops as a type of failsafe, and can consider U.S. troop 

deployments to represent a sizable commitment to a country (Aklin and Kern 2014). I 

hypothesize that CRAs price these troop deployments into their model. Because 

countries hosting U.S. troops are willing to enter into agreements with the United 

States, I believe that larger troop deployments are indicative of a strong U.S. 

commitment to the host country, and that markets factor these deployments as part of 

CRA’s sovereign credit ratings. 

 
Empirical Model and Data 

 
Appropriately describing the effects of U.S. backing for sovereign nations can 

be difficult to capture. In this paper, I am using U.S. troop deployments to signal 

American commitment as it is indicative of political proximity and a strategic 

relationship with the host nation. Other proxy variables such as United Nations voting 

patterns and American foreign aid flows can serve as an insight into how other 

sovereign countries might be indicative of a relationship, but may not appropriately 

capture the issue of moral hazard. Furthermore, traditional aid flows do not factor into 

CRA decision-making, nor do they account for channels of international finance. 
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Sovereign credit ratings are assessments of the likelihood of default of a 

sovereign government. These ratings should be reflective of a country’s ability to pay. 

As CRAs are unable to monitor how sovereign governments choose to spend their 

money, they must focus on capacity. I will explore how sovereign credit ratings are 

driven by the perception of a sovereign nations’ ability to pay back its debt. This will be 

primarily by macroeconomic factors. 

In drafting an empirical model, I am seeking to explain changes in U.S. troop 

deployments as part of CRAs’ formulation of sovereign credit ratings. My dependent 

variable of interest is sovereign credit rating. I am using data collected by Fitch Ratings, 

which covers ratings from 1994 through 2012, for two main reasons. First, the data 

provided by Fitch is the most comprehensive publicly available data among the big 

three credit rating agencies. In seeking to explain the evolution of ratings over time, it is 

important to capture the longest period of time available, with the most ratings 

available. Second, as previously noted, Fitch bases its ratings on both the probability of 

default and expected loss. Thus, this model should account for greater changes in issued 

sovereign debt. 

Fitch bases its ratings on the relative risk of default, considering them to be 

“ordinal measures of credit risk and are not predictive of a specific frequency of default 

or loss” (Fitch Ratings 2014). I shall focus on Fitch’s long-term sovereign credit rating 

as they serve as a ceiling for other sovereign and corporate debt instruments in the 

country (Almeida et al., 2014). I have assigned numerical values to each letter rating, 

with “1” signifying the coveted “AAA” rating, and have added a one unit increase to 
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each demonstrate the level of notches below the perfect sovereign credit rating. Thus, 

lower values indicate and lower probabilities of default, and therefore, more favorable 

sovereign credit ratings. Negative coefficients will be indicative of positive effects on 

sovereign credit ratings, and positive coefficients will be indicative of negative effects. 

Restricted defaults, where Fitch has deemed that a country has not resolved an unpaid 

bond but has not entered bankruptcy or further extended its forbearance periods, are 

treated the same as full defaults and are assigned the value of “22.” Further distinctions 

are made between “investment-grade” bonds and “speculative,” which would separate 

bonds ranked below a “BBB.” 

As sovereign credit ratings are reflective of the conditions of a country, ratings 

are based upon the information available. Consequently there are periods where no 

changes are made, or periods where there is a flurry of activity. In some situations, the 

flurry of activity results in CRAs having to adjust their ratings more frequently during 

the year. In the majority of these cases, the credit upgrade or downgrade is minimal, 

though in others, Fitch makes announcements of a sovereign default. In the dataset, I 

use the latest sovereign credit adjustment as it is reflective of the most information 

available. Consequently, countries that have previously been rated and have defaulted 

within the time period may have resolved their default and effectively signaled to CRAs 

that their financial crisis has been resolved before the final rating. This is the case with 

Fitch’s ratings for the Dominican Republic in 2005, Greece in 2012, Jamaica in 2010, 

and Uruguay in 2003. 

The main independent variable of interest is U.S. troop deployment. Data has 
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been collected by the Department of Defense and is available from 1950 through 2012 

(Kane, 2012). This data includes U.S. troops deployed to embassies and should not 

necessarily note greater conflict; the majority of U.S. troop deployments occur in non-

conflict areas. As I am interested in how CRAs respond to shifts in U.S. policy, I am 

only examining troop deployments from 1994 through 2012. I am also choosing to use 

the log number of troops to reduce the skewness of troop distribution (Aklin and Kern, 

2014). The summary statistics for my main independent variable and dependent variable 

of interest are in the table below. 

 
Summary Statistics 

 Troop Deployments Rating Value 
Mean 1721.451 8.630288 
Standard Deviation 8425.458 5.271417 
Minimum 0 1 
Maximum 87955 22 
N 1772 1182 
 

I argue that greater U.S. troop deployments signals U.S. commitment to a host 

nation and that this drives moral hazard. I argue that sovereign nations act on this U.S. 

backing by obtaining more generous loan terms, and that CRAs price United States 

support into their models by providing higher sovereign credit ratings to these host 

countries. In testing the hypothesis, I examine whether countries that have major 

changes in hosting U.S. troops leads to more generous sovereign credit ratings in the 

following year. This is done to provide insight into how CRAs adjust their ratings over 

the following year. 

As sovereign credit ratings are primarily driven by macroeconomic factors, I 
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draw on the World Bank’s World Development Indicators. My initial model includes 

GDP per-capita, GDP per-capita growth, inflation, and the percentage of the economy 

covered by the service sector. GDP per-capita and GDP per-capita growth account for 

the size of the economy, while inflation accounts for trends towards economic crisis or 

currency problems. The percentage of the economy is a proxy for the level of economic 

development in the country. I also use the log of the GDP variables as growth rates, 

rather than sheer size, are more indicative of the economic health of a sovereign 

country. 

 
Sovereign Credit Rating Grade of the Following Year = β0 + β1 * U.S. troop 

deployments + β2 * log(GDP growth) + β3 * log(GDP growth per capita) + β4 * 

Inflation + β5 * Service Sector as a percentage of the economy + β6 * Year 

 
As U.S troop deployments are meant to be friendly gestures between the host 

country and the United States, I also control for conflicts. We would expect there to be 

larger troop deployments in case of war of intra-state violent acts, though the majority 

of these happened in sovereign states that have not previously been rated by CRAs. 

Data is taken from the Uppsala Conflict Data Program and covers data through 2012. 

This baseline model controls for the importance of macroeconomic effects on sovereign 

credit ratings, while also controlling for year and country fixed effects. Inflation was 

removed as it was found to not have statistically significant effects. Additional analyses 

use the level of democracy by taking the Center for Systemic Peace’s polity scores and 

United Nations Security Council Membership from Dreher’s work on IMF decisions 
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(Dreher, 2006). 

 
Results 

 
With the exception of the first two columns, I control for both country and time 

fixed effects. I have avoided using simple OLS estimations, as they do not appropriately 

capture the differences among countries. After running variants of the initial model, I 

find that there are key differences among economic indicators. 

 
Table 1. 

 
 

In the first column, I show that log troop deployments do not have a statistically 

significant impact on sovereign credit rating. As I expected, macroeconomic factors are 

driving the bulk of CRA models, as shown by columns 2 through 6. Column 4 includes 

a control on currency reserves held which had a negative coefficient (and therefore, 

positive impact on sovereign credit rating) but was not statistically significant. Column 
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5 denotes statistically significant effects of log GDP among countries classified as 

democracies and retained a negative coefficient on the troop deployment variable. This 

is reflective of previous literature discussing “democratic advantage” playing a role on 

sovereign credit ratings (Archer et al., 2007). Column 6 shows that statistically 

significant effects of log GDP per capita and log GDP per capita growth remain when 

accounting for United Nations Security Council membership. The actual variable of 

membership did have a negative coefficient, but not at a statistically significant level. 

This was largely due to the limited number of seats on the Security Council and the fact 

that membership and voting patterns are more indicative of commitment to the United 

States, rather than vice versa. 

 
Table 2. 

 
 

Where Table 1 results demonstrate the importance of macroeconomic 

fundamentals on sovereign credit ratings, they do not account for countries that have 
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experienced conflict and any subsequent deployment of U.S. troops. Column 1 

demonstrates that when accounting for conflict, log GDP per capita and log GDP per 

capita growth are the main drivers of sovereign credit rating. Column 2 demonstrates 

the effects when examining middle-income countries. I find that the coefficient on the 

log troop deployment variable flips, though still not at a statistically significant level. 

Column 3 examines the effects on high-income countries and demonstrates that there 

are statistically significant effects for log U.S troop deployments. The sign on this 

coefficient has also reverted back to negative. The significant drop in observations may 

explain statistically significant effects of U.S. troop deployments among high-income 

countries as opposed to middle-income countries. As CRAs generally rate more 

developed economies, there may simply not be enough rated countries at lower levels of 

income. 

Columns 4 and 5 examine the effects on sovereign credit ratings on host 

countries with U.S. troop deployments of at least 10 or 50, respectively. I find that there 

are no statistically significant effects on either group. Column 6 shows statistically 

significant effects of U.S. troop deployments at the 90 percent level before 2001. As 

there was a major shift in U.S. foreign policy following the attacks on September 11th, 

2001, the effects of U.S. troop deployments may have been more pronounced prior to 

redeployments for military reasons. 
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Table 3. 
 

 
 

Table 3 examines effects across regions and subgroups. Column 1 looks purely 

at effects on macroeconomic variables for comparison. Columns 2 and 3 look at the 

effects on regions. I find that there are strong, statistically significant effects on log U.S. 

troop deployments in both Europe and countries outside of the Western Hemisphere. 

Europe should have a higher number of countries that have received sovereign credit 

ratings and have closer political ties with the United States; countries in Eastern Europe 

and have been grouped separately, as they may have closer political ties to Russia and 

thus, may be less receptive to hosting U.S. troops on a general level. 

Column 4 examines the effect of a sovereign government not having previously 
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defaulted. This effectively removes three countries from the analysis: Argentina, 

Ecuador, and Moldova. Previously mentioned countries that resolved their defaults 

before the end of the year have already been controlled for. The coefficient on log U.S. 

troop deployment is statistically significant at the 95 percent level and indicates a nearly 

14 percent improvement in sovereign credit rating following a 1 percent increase in 

U.S. troop deployments. 

In the case of Ecuador, financial crisis played a large role in driving down credit 

ratings.  Though the IMF was sending hundreds of millions of dollars to the country 

(Calomiris, 2000), “there was no consensus for reform,” though United States still 

clearly sought to protect its military interests regarding anti drug-trafficking operations. 

Though there was clear United States backing, the market had already recognized the 

inability of the Ecuadorian government to reform, and thus, CRAs could not provide a 

positive outlook or generous sovereign credit rating. 
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Table 4. 

 
I also choose to examine effects on bond spreads and interest rates on 

government securities. Columns 1 and 2 show identical coefficients for macroeconomic 

indicators and U.S. troop deployments. Column 2 takes bond spreads from the 

International Financial Statistics, while Column 3 takes bond spreads from the World 

Development Indicators. As the bond spreads should be reflective of interest rates, my 

findings are consistent with the idea that U.S. troop deployments are factored into 

financial modeling. The bond spread according to the WDI provides a larger sample 

size and a coefficient in line with my hypothesis, but not at a statistically significant 

level. 
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Policy Implications 
 

Statistically significant coefficients on log U.S. troop deployments suggest that 

the United States effectively signals their intention to support and bailout a host nation. 

The greater number of troops deployed in particular regions of the world are reflective 

of this. Though U.S. troops can be associated with greater military conflict and 

intervention in countries that are less economically developed, there is a definitive story 

among countries that have higher levels of GDP and economic growth. 

With regards to sovereign credit ratings, CRAs will prioritize the economic size 

and health of a country. CRAs also examine other economic indicators such as inflation 

and currency reserves held, which are indicative of a country’s ability to react to 

currency crises and credit slowdowns. Though a country may enjoy strong economic 

growth, it may also be forced to deal with external factors that force some type of policy 

action. The credit crunch in the Eurozone is emblematic of the budgetary shortfalls and 

economic slowdown in Spain and Greece following the global financial crisis. These 

countries received significant sovereign credit downgrades yet received bailouts from 

countries that had an interest in maintaining a certain market price on Eurozone debt 

(Roch and Uhlig, 2014). 

In the absence of shared interest in maintaining sovereign bond prices, a large, 

deep-pocketed investor is needed. As the United States is one of the few sovereign 

investors that can provide both the necessary capital and political weight to sway 

international financial institutions, countries can seek more favorable loan favorable 

terms from United States-backed institutions. 
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Though United States political support has been shown to be effective in 

obtaining additional lines of credit, it is difficult to pinpoint the extent of United States 

driven economic assistance. It is possible that the United States uses other channels for 

support such as development assistance or other more endogenous method. The use of 

U.S. troop deployments is one method that the United States uses in order to carry out 

assistance-related activities, but does not necessarily capture all United States-related 

support. 

The technical support provided United States troops is more evident where host 

nations are looking to build infrastructure or increase host country capacity for dealing 

with internal issues. The recent Ebola epidemic in West Africa saw the deployment of 

U.S. troops to aid the construction of health-related infrastructure. Similarly, in the 

immediate aftermath of the 2011 Japanese earthquake, the United States rapidly 

deployed its troops for emergency assistance (Chanlett-Avery and Feickert, 2011). 

Though there may not be immediate implications for sovereign credit ratings in this 

model, the United States makes itself available for situations requiring major 

intervention, and aiding in the bailout of these countries. 

For countries that have not previously received a sovereign credit rating, U.S. 

troop deployment may still have a positive impact. In the cases of both Afghanistan and 

Iraq, U.S. troop deployments have served as both a stabilizing and capacity building 

force following initial conflicts; U.S. troops have been involved with assisting Afghan 

banks to further develop payment infrastructure (Sopko, 2014). 
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Sovereign credit ratings, however, are not a prerequisite for obtaining finance, 

and thus not the final arbiter of a sovereign nation’s credit. Dozens of sovereign 

countries are still able to issue sovereign bonds in part due to other signs of income such 

as natural resources or commodities. Generally, however, the capacity to issue 

sovereign debt in these countries pales in comparison to more developed nations. 

Greater access to international finance has not precluded sovereign countries 

from the threat of default. Among countries with previous defaults since 1800, the most 

defaults have come from countries that have previously received sovereign credit 

ratings: Ecuador, Venezuela, Uruguay, Costa Rica, Brazil, and Chiled. The frequency of 

defaults for these countries suggest that investors are still driven to buy sovereign bonds 

from countries less deserving of the credit rating assigned to them. 

This may in part be due to how defaults are classified and which countries are 

rated. Generally speaking, countries that are deemed financially solvent should receive 

a sovereign credit rating. Furthermore, ratings among different CRAs have remained 

close, as they are making similar assessment with regards to a country’s outlook. Yet 

after looking at the same time period as the Fitch dataset covers, I find that Moody’s 

notes other instances of sovereign defaults in Peru, Ukraine, Ecuador, Pakistan, 

Ukraine, and Russia, not covered by Fitche. These marked defaults are largely instances 

of delayed payments rather than a prolonged period of financial stress. In the case of 

Pakistan and Ukraine, Moody’s has decided that they were worthy of credit 

                                                
d “Usual Suspects,” The Economist, July 31, 2014. 
e “Moody’s Global Credit Research,” Moody’s, March 2008. 
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consideration, whereas Fitch may have deemed these sovereign countries unworthy. 

Alternative channels for credit may also alter the perception that non-sovereign 

credit rated countries have an inability to access finance. This is most apparent in 

Africa, where Fitch has rated just 19 African countries, only three of which have ever 

been classified as “investment-grade.” African governments have been able to access 

credit from other sources however. For example, China has economic and technical 

cooperation agreements that grant concessional loans to African states, that in some 

cases, are either forgiven or restructured during repayment (Bräutigam, 2011). 

 
Conclusion 

 
Moral hazard has led to sovereign countries taking additional risks in financial 

markets, and CRAs giving more generous ratings. Though CRAs still rely primarily 

upon macroeconomic indicators, the failure to appropriately gauge a sovereign 

country’s ability to pay has been made evident through continued financial stress or 

default. 

Only in the aftermath of the global financial crisis CRAs have been able to 

appropriately adjust their sovereign credit ratings. Although appropriate in reacting to 

current economic conditions, CRAs failed to anticipate repayment problems that were 

driven by the existing financial structure. CRAs have noted the existence of a political 

component to ratings, yet the degree to which this component is used is varied and 

seemingly undervalued. 

Though U.S support can vary on a case-by-case basis, I find that a one percent 
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increase in U.S. troop deployment leads to a nearly 14 percent improvement in 

sovereign credit rating for the host country, given that it has not previously defaulted. I 

also find that countries that host a greater number of U.S. troops face lower interest 

rates when selling government securities and generally enjoy lower bond spreads. 

How governments, investors, and CRAs address the issue of overly generous 

sovereign credit ratings will differ among policy makers. The United States will 

continue to maintain its strategic interests and aid host nations through the acquisition 

of greater finance or less stringent requirements. Investors will continue to rely on CRA 

sovereign credit rating models for guidance, and CRAs will continue to base their 

ratings based on information available. 

One possible solution to this problem is muting the signal the United States 

sends to markets regarding its willingness to bailout countries. This would require the 

United States to instead signal its unwillingness to bailout countries. However, this may 

be inconsistent with U.S. interests, which would require intervention (Aklin and Kern 

2014). 

Preventing previously defaulting countries from obtaining lucrative finance 

deals may be an option. As I find having defaulted to be a significant factor in affecting 

ratings, it may prudent to not rate these countries. This would entail either deeming 

these countries to be unable to pay, which many instances they are able, or deeming 

these countries to be unwilling. As CRAs make no explicit judgments on willingness to 

pay, they will have to continue to rely on macroeconomic indicators as the main driver 

of ratings. 
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Improving the availability of information on U.S. interests and provisions for 

bailouts can alleviate the problem of moral hazard. It is unlikely that investors or CRAs 

will have perfect information regarding U.S. support, but parties can anticipate that U.S. 

support may have an over inflationary effect on investor perceptions and sovereign 

credit ratings. 
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