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 Mapping Sovereign Risk
Our latest quarterly update of the BlackRock Sovereign Risk Index (BSRI) highlights 
Japan, the United States and selected movers among the 48 countries we track.  
A newly created interactive BSRI allows for viewing individual country scores, 
comparing two countries and sorting overall rankings by index components. 

Highlights for the quarter ended December 31: 

	 �Japan fell two spots in the rankings as a result of its sharply deteriorating fiscal 
balance—a space worth monitoring in 2013 as a new government and central 
bank governor settle in. 

	�T he United States remained at 15th place even as it teetered on the edge  
of the “fiscal cliff” of automatic tax hikes and spending cuts. 

	 �China, Australia and New Zealand moved up in the rankings, with Australia 
jumping three spots thanks to an improved primary budget balance.

 �India’s profile improved on most fronts, but the country remained stuck  
at 39th place. South Africa dropped two notches to 36th place.

Drawing on a pool of financial data, surveys and political insights, the BSRI 
provides investors with a framework for tracking sovereign credit risk. The index 
uses more than 30 quantitative measures, complemented by qualitative insights 
from third-party sources. 

The index breaks down the data into four main categories that each count toward  
a country’s final BSRI score and ranking: Fiscal Space (40%), Willingness to Pay 
(30%), External Finance Position (20%) and Financial Sector Health (10%).

�	� Fiscal Space includes metrics such as debt to GDP, the debt’s term structure, 
tax revenues and dependency ratios. 

�	�Willingness to Pay measures a government’s perceived effectiveness and 
stability, and factors such as perceived corruption. 

�	�External Finance Position includes exposure to foreign currency debt and  
the state of the current account balance. 

�	�Financial Sector Health gauges the banking system’s strength. 

For full descriptions, see Introducing the BlackRock Sovereign Risk Index of June 
2011. The BSRI’s inputs are updated at irregular intervals, meaning some ratings 
changes may only reflect the timing of data releases. Small changes in ratings can 
spur big changes in rankings, as many issuers are bunched together in the index. 
The BSRI is not meant to forecast the creditworthiness of countries.
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Japan: From Bad to Worse 
The fiscal profile of Japan worsened enough to cause  
it to slip two spots to 35th place, even as its other BSRI 
components improved. Japan now ranks just ahead of 
South Africa but below the likes of Turkey, Indonesia and 
Slovakia. See the chart on the right.

Japan slipped into recession in the fourth calendar quarter, 
according to the most recent BlackRock Economic Cycle 
Survey. See the chart at the top of the next page. This 
happened as the country’s overall debt rose and its primary 
balance to Gross Domestic Product (GDP) went downhill.

Japan’s public debt burden—the highest in the developed 
world in relation to GDP—keeps growing. The market  
is expecting more fiscal stimulus from the incoming 
government and looser monetary policy from a new 
central bank chief to be appointed in April. 

A WORLD OF SOVEREIGN RISK
BSRI Country Rankings by Quintile, December 2012
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JAPAN: LAND OF THE RISING DEBT

Source: BlackRock.
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On the surface, all this would appear to increase Japan’s 
debt load. The country’s 12-month forward budget deficit 
shows little signs of improving, despite being slightly off 
lows seen from May 2011 until the middle of 2012. See 
the chart below. 

On the other hand, Prime Minister Shinzo Abe may succeed 
in weakening the country’s currency and inflating away 
the debt in the long run. 

A weaker yen should benefit Japanese equities—which 
still appear cheap compared with other markets and their 
own history. A contrarian pick for 2013 is buying Japanese 
exporters while selling the yen currency, as detailed in 
our Slow Turn Ahead? 2013 Investment Outlook of 
December 2012.

United States: Steady She Goes
Political dysfunction was on display in Washington during 
the feverish negotiations to avoid the fiscal cliff over the 
New Year holiday. 

The last-minute deal was better than nothing, we think, 
but its limited scope means more tortured budget talks— 
and market volatility—ahead. For details, see BlackRock’s 
US Fiscal Cliff Deal: A Stopgap, not a Solution of January 
2013 and our post-US election analysis Now for the Hard 
Part of November 2012.

The effectiveness—or impotence—of government lies at  
the heart of our Willingness to Pay score. It is important to 
realize, however, this metric and others do not turn on a dime. 

Early-cycle Expansion 23%

Late Recession 59%

Early Recession 18%

Source: BlackRock.

DOOM AND GLOOM
Economists’ Assessment of Japan’s Economy, December 2012
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Willingness to Pay also measures perception of 
government’s stability, the rule of law and other  
factors that foster a favorable investment climate. 

For all the political drama during the debt ceiling crisis  
in 2011, the 2012 presidential election campaign and the 
recent fiscal cliff negotiations, the US score in this area 
has held steady since the summer of 2011. 

To be sure, the periods of political uncertainty have had  
a (temporary) impact. See the chart above. The issue at 
the heart of the budget arguments—US Fiscal Space— 
has not budged by our measures, however.

The United States still ranks 11th in Willingness to Pay, 
ahead of Australia and the UK. Overall, the country remains 
in 15th place, between the Netherlands and China.
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https://www2.blackrock.com/webcore/litService/search/getDocument.seam?venue=PUB_IND&source=GLOBAL&contentId=1111178333
https://www2.blackrock.com/webcore/litService/search/getDocument.seam?source=LITMOD&contentId=1111179993&venue=PUB_IND
https://www2.blackrock.com/webcore/litService/search/getDocument.seam?venue=PUB_IND&source=GLOBAL&contentId=1111175754
https://www2.blackrock.com/webcore/litService/search/getDocument.seam?venue=PUB_IND&source=GLOBAL&contentId=1111175754
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Moving Up: China, Australia  
and New Zealand 
China rose two spots to 16th place on the back of higher 
government revenues as a percentage of GDP. China’s 
Willingness to Pay score improved due to the relatively 
smooth once-a-decade leadership change, as detailed  
in The Next Generation: What to Expect from China’s New 
Leadership by BlackRock’s Asia team in November 2012.  

When China sneezes, its raw materials supplier Australia 
catches a cold, investors say these days. In BSRI terms, 
however, the lucky country appears to be taking its  
flu shots. It has remained largely immune to China’s 
slowdown in economic growth last year. Its steady  
march up accelerated this quarter when it jumped  
three notches to seventh place, mainly thanks to an 
improved primary balance. 

Increases in government receipts have more than offset 
an uptick in spending, and the country is expecting a 
surplus this fiscal year, according to the Australian 
Government Budget 2012-2013. Both Australia and New 
Zealand are showing improving primary balances. See  
the chart on the right.

New Zealand also moved up in the BSRI rankings and now 
occupies the 11th spot. The country’s Willingness to Pay 
score is the highest in the BSRI and its fiscal position is 
improving. New Zealand’s financial sector health improved 
due to bank downgrades in other countries.
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Down under BUDGETING
Expected Budget Deficits, 2008-2013

Who’s Up and Who’s Down
BlackRock Sovereign Risk Index Rankings, December 2012
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and www.euromoneycountryrisk.com.  
Note: Ranking changes based on movement from October 8 to December 31, 2012.

http://www.blackrock.com.hk/content/groups/hongkongsite/documents/literature/china-leadership-changenov2012.pdf
http://www.blackrock.com.hk/content/groups/hongkongsite/documents/literature/china-leadership-changenov2012.pdf
http://www.budget.gov.au/2012-13/content/overview/html/overview_36.htm
http://www.budget.gov.au/2012-13/content/overview/html/overview_36.htm


In and (nearly) out of Sick Bay: 
South Africa and India
South Africa slid two spots to 36th place mainly due to  
a rapidly worsening current account deficit. Anecdotal 
evidence has money fleeing the country at a rapid pace, 
and the BSRI appears to reflect this. South Africa’s 
external debt position declined while political unrest  
and widespread strikes helped pull down its Willingness 
to Pay score. See the chart below.

India, on the other hand, looks to be on the mend. We 
highlighted its deteriorating fiscal profile six months 
ago—a dynamic that had been in place since the fourth 
quarter of 2011. The trend reversed over the past quarter, 
although it (again) did not result in a ranking change.  

India’s Fiscal Space improved on a lower debt-to-GDP level 
and an improving primary balance. The country’s Willingness 
to Pay score improved as well, thanks to recent reforms 
on foreign investment. See the chart below. 
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South Africa: Slip Slidin’ Away 	
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India: the Elephant Gets Better
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