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Neural Network Method as a New Corporate Rating Method for Basel 11
Hideki Katsuda and Katsuaki Tanaka

Abstract

As Basel II has been introduced, banks have to clearly classify their loan companies. Japanese city
banks have already established their own internal rating methods but the small financial institutes such
as local banks and shinkin banks and so on are hard put to establish their own internal rating methods
because of a rack of comparable stable rating information. So, we think that small financial institutes
become possible to minimize their rating cost if the definition of their own internal rating method is
established with the same accuracy of the external existing rating agencies. So, we analyze the
availability of the neural network method with using quantitative data. Firstly we speculate a decision
structure of Rating and Investment Information, Inc. (R&I), Japan Credit Rating Agency, Ltd. (JCR),
Moody’s, Japan (Moody’s) and Standard and Poor’s (S&P), and validate the reproduction ability of

neural network method against the ratings given by four rating agencies.

JEL Classification: G21, G28, G32
Key words: Basel II, Rating agencies, Neural Network method, New Corprate Rating method
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