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• Credit rating agencies (CRAs) have not consistently met the expectations placed
on them by investors and policymakers. It is difficult, however, to improve the
quality of ratings through regulatory initiatives. In the short term, changes to the
CRAs’ regulatory environment, in a context of high market uncertainty, may add
to market stress.

• The role of credit ratings in regulation should be reduced but eliminating it entirely
would have significant downsides, at least in the short term. The transfer of ratings
responsibility to public authorities, including the European Central Bank, is unli-
kely to be a good alternative because of inherent conflicts of interest. The notion
of risk-free sovereign bonds is challenged by the crisis, but the most straightfor-
ward way to address this challenge in the euro-area context would be the esta-
blishment of a euro-area-wide sovereign bond instrument.  
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1. See, for example,
Nowotny, July 2011: “It is

all apparent from public
statistics and whether

these statistics are
accurate or not, the rating

agencies... do not give any
more intrinsic knowledge,
they simply give opinion.
And these opinions, they
continue to give them in

such a way that it worsens
the crisis”(available at

http://in.reuters.com/article
/2011/07/12/ecb-

nowotny-idINLDE76B1Q32
0110712).

can be considered a lagging indicator that often
show only information that is already known by
the market.

When negative ratings decisions are made, they
are unsurprisingly generally associated with yield
increases (an outlier was the downgrade of the
United States by S&P in early August 2011, which
was associated with a general increase in risk
aversion and lower yields on US bonds because of
their safe-haven status). This effect is confirmed
by recent studies such as those published by the
International Monetary Fund (Arezki, Candelon &
Sy, 2011) or the European Central Bank (Afonso,
Furceri & Gomes, 2011).

However, the extent of this impact is less clear. In



Furthermore, this is not a static picture as
investors’ behaviour changes over time. Anecdotal
evidence suggests a gradually reduced depend-
ence on credit ratings since the start of the euro-
area crisis. For example, some large investors
appear to have moved away from reliance on rat-
ings-based sovereign-bond benchmarks indices
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3. No figures are publicly
available but anecdotal evi-

dence suggests that rev-
enue generated by

sovereign ratings as a
share of the total revenue of

the leading ratings agen-
cies is no more than a few

percent at most.

3 A EUROPEAN RATINGS FOUNDATION

In a June 2011 resolution, the European Parlia-
ment asked the European Commission to study
the creation of a new fully-independent European
Credit Ratings Foundation (European Parliament,
2011). The resolution does not include an explicit
deadline for this. The Commission's proposal for a
third EU Regulation on CRAs (CRA 3) does not
retain the option of EU-level public sponsorship of
a new CRA:

“This proposal is not aimed at setting up a
European credit rating agency. As requested by
the European Parliament in its report on credit
rating agencies of 8 June 2011, this option was
assessed in detail in the impact assessment
accompanying this proposal. The impact
assessment found that even if a publicly
funded CRA may have some benefits it terms of
increasing the diversity of opinions in the rating
market and providing an alternative to the
issuer pays model, it would be difficult to
address concerns relating to conflicts of inter-
est and its credibility, especially if such CRA
would rate sovereign debt. However, these find-
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