A hEH SRS TR A B AR EEH E
S cEMtEEEERS

P 55 W
—HE T EERDRs i EERM AN ERE

Rating and Supervision
The Analysis and Proposals Based on American
RDRs Regulatory Framework

K 8 &

L

ﬁ 2SR AR A



RSN
—E T XERDRsUEIERH TSR E

Rating and Supervision
—The Analysis and Proposals Based on American
RDRs Regulatory Framework

205 I W AR At

ECONOMY & MANAGEMENT PUBLISHING HOUSE



EHEMR&E (CIP) HiE

TS W/ RS . —Jta: SUrE T AL, 2014.9
ISBN 978 -7 5096 —3398 -4

.0 0.Q#&K- . OLREEE—BE V. DF830.2

o B A 08 CIP B (2014) 55 225632 5

FAERST: 1

HRAAT: SV B it
(bR s 8 SHfEARE A g 11 F  100038)
i) fit: www. E — mp. com. cn
2] iH: (010) 51915602
E Rl . b REENRI

% W FERE

FF Z<; 720mm x 1000mm/16

El . 18

5 . 295 TF

Jiit W 2014 11 HEE 1 /R 2014 4E 11 A% 1 KERY
+ 5. ISBN 978 -7 -5096 —3398 -4

E #r. 95.00 JG )

- KRR E  BHEP@LEE -

At 45, A ENSEHR, M RS H A SRk,
BeARMAE: EEBA AR ME2 S

HLiE: (010) 68022974 k4. 100836



Yo AR MBI REL L

(—) WEZ

F £ F B EIwmew

BlEE:. T/ T+ KEH s

MBI, 31 & XeE HREAF

B R (REREEHT)
FEBE X # EIANA
ckE XN 5 B A
F &k FXHk FaMm
KR KFXR KMZ
RiEE MAE 2HTF
HFREXL F T RRXR
e BEEF #HN

() Sk

F £ kBEA NEFE HEH

BlEE: R & FAAE A&

B B (REREEHRF)

 F
BrE

SAM AL

B %

#oE (P4T)

Fuesk

MK AR

Z ER
F F
ZEF
RO 3
& EE
5 F
WA

WA

X3
F K
Z K
B A
® F
W4 e

I

;N
AT

F A
* Bz
P A
JA 5—
LA

)
\

o
;}!u\‘;



é‘—

WG R ER 19 L TFFrt A AR T LER REHY KRG
—FIEHBBRFELATHHE, ELHLCH—FE5H L,

20 #4280 F XA, WFLYRFEEFEIELERBMLEE, £
RNFRERXHNZFT, FPEFEEEREEG L EH E, 1985 4,
B LA RA R B3k,

PEOGH L EHRERMINBEET A XM FiHMR, 23 FTF
EE, ATERBREMERKEFHIEZEALSELTHEHFHELY
FTE, AR T EERER SR E, FRSEMBIBE EASHF,
1992 £, HAALSFFHIBAREE, 25T EHK20 F,

20 #2290 FRH, EXFEEZFALLEFREFHARETR
B2, BRRXAFIRERGREFTRL, T EHELHF
IHZFMERTHHAARAGELREZEN, FRFET, 5XLEARAH
t, YEHALHFERRAKR, HARFTEDEARLTFREHF
BEKEEIE, ERXIXFFEZIE, P B AELSFAE R EAE S,
KEFNH, FMKHFE, AN, RESHMAARL, RLBAW, Fisd)
#, AmACTFTEARASHFAEAL ERAERGEH, £4
B0 /8FA, MEFRALAREAIBE ., AT XG4 #FHF ik
MENREG, PTEGALSHFERNER TR T 2 LR Sk
EASENTHEZHFAFGE®R, mAAEAFPEFF ERGAMLE
BAT AT R4E, PENELSHFERELMAFIAEMNE
BEFHFARNERFLFPEET AR THERGEEZSA, £X

v 1l s



AT

ABCREEE e G kit A r, PEASHAFHE I EHES R TIE,
{isb P B Lit o FHEEH E 20 AFZMR, AT AT E
P EAAHFH L EAFERR, EFHPEALLHRFHLEHE
#H—F L&, +tEHETEERLET o TRAASHFRER L 2#
B, HAERT S RESEEHEL, REpE (FRALELHAFHL
BXE) (AT (XE)). BA—NEF. 2%, 2@EF
AL FABRE L SR FERRGEFRTE, (X&) BRARTF
BiasfFH I EFARARNK, F AL EHERGFRY A Ffoitd
Hra e ER, ARSI T KL EFAFFAR R EFL] i 8
ik 3%, RAEIF AL FABREFAAAEAS GRS
) #, Hrafedlit, £ (LE) shE KRB R,
KRG, BARLRAEZR, Nt FHEEeRS L™
FREA I, RERBEA TR LR —FRASRG
M F. BT EFHEL, 5 LTS E— g R R R
ZRARF, RMARBE—IFFZEFRE S INE, —F&Kk, &K
MEZEELFRERIEZ “F7, RAVE B9 A M E e T4 L3,
it AL, W B AR AR IE L RIE A A, T T AR B b B
R RTIRIRE, BA A A XK, 82 5 FFHehimid 42,
AL A O R FEAE 0 T Ao i 38, 12— TF FFHBIUAR “3R”
ke, RMBETRKFE, BA, EKRMNAR, #E—FFN
EFe i E —FF M EABE, BETREAETE: WEREHIE,
Z 3 ARRFegEM; LaditiEd g, FEERAFE,
KMRBRNH, BERALEFLF EZ 3 L, X BB F %,
BAARABAAAN THRALIES PEF LA L AETE, Fd
"Ik 5EFEFEFE, “BELS5EANG " 2K LRZRMAER
ZHRX P NI ARATBATEFT O AR, 4 “BERFRL FiEsH
e —" FF, BN F %, RERFAMA, FH LA
X—FFAAABRFT AR ELIEAARAFEAR XL F L )6 £ R R

“ D .



5 -

F. OBAR | BHALAER; HERAHFEMET, WK ZREEX—
WHREE, ATER—ABRZE B4R, P me LagE . R,
ITARERE, XA, EHiEEX#HwB L£ER LA —4,
#RAEHF, Bk, KMNFRBRV B LG RF X, KMNHK
KER, TE2HRBARALSFAFHHALACRREFHRLFHiE
w,

BAMXBFAREAE Yo FEANR, XEHGYaS, RE
BFERAYhA, LOEALYaAFRBAGRH AN, RERXYHH
mE, NiEWRR XN FERFHKRE, BEKFERARS
B FRARGLEBINT, E2R2FRH L AARE, ETF55
GRRBAFENRARXEAE, kAR IMmE, N RRE
e EARITHE AL E TR, FALHFE AAF
—#, LA—AHALEM, HARXKRREOAEL* ik, &
MAEB RN, ZafeikitoE kb, 26> ke,
BEAT I, RAGRYa I TS, TRETFHLAS2EH
ABEXYh, AEWARFE—AKFE, B5EFRKE%E, SR
SCRA 0 K B AR B T Ak

BMERE T F, TFRRAOFR, RMNBAKBTERAN
W, BEiA TR, BRAHEFFRRBZIR, ORGP HF4
M FIENRITFER., SHFRARERE FToh, RMNFZR
(XE) feBE ATRITFUFRBE, AXFTRRERTHKAE,

54

T HiaFf Frral ek
TEMASMFRELEERRET L I
2012 %9 A



F =

B2l bR LR, AFTERABRGBESESFAZ
—o MAFRZHRFFHEREGH LA, UFEASHRFHEREK
FHRAEFE AR RTRRAC GRS HAFRAFAFE R,

BHREFHOYTFHLHAFAST, TRAEBTHERXAREGE
BABEZ—, WFEHALHAFHAFTRIE, FHFEE D FoBF 50 R RAE
AERRY “REA”, EELRAANREZFPSERRA T RN
15, o @mEix D EEES, i s F LIARML, ZIPE
RFEBRXE X HELRABRY, UFALHAFALARTHERN TR
YER., AMAER ERA, —FBAEARERFLLEE L 56 K%
BME, RFERERYEFALMFAA—RE KRR FL0REIESH
MEINERSF, BHEABEFHASHAFZHOEXRGLE, HAFE
HEAL2IXFUIRBEBAHAGECRRIE, VS I X
#F, B, BRE5HSCZRATHERRELE, LAWEETAY
FioMFE, “FTARBRALAFRAFE., FEARAL., FTERRY
TEALHE, ASEATERFTATFALAFHALERS
HRIEE, HFELIRERBBVEZRGF LS ELRALAGE™
5 34s

BEiHhAok i F A FA SRS L L& E, HL B4
BEABETEZEA, REANH L EHEREHRZLWEFE,
ENREEFEFFBGEALEGENLT, FXRIFREFORE,
ZEH AT 1985 F 4 ke, X LAEXBAHX. HBE

s T s



D wasuw

W B EAFEAFG—AEEHE, =+ 55K, EXT R,
H4ReMST, 2287 ARAEH, AECELTHE, T4
G EHERR, R, BATRAAEARES, FFHM
Bis, BOFREAAA AL AR A, MR EH K XU S5 M A
RPN E, B RAMEEHE, REBAT X HFNS
FRY FAAFEA S DA, A 5B LA 3B F BEARARIC B
S B A, BEAFFIEN, GNRTFE T, Ao BEARE
JEERALEF, K e BT A o 3R ALAYIR R oMEAY, R, —k
B EE L RA Y FALHAFMBRGHAEFRERT LA,
EOCRITEET | “HELFTFFAS IR FEREXMFAS
HETA P b YRR A K 6 E, TRh, M R EE R h B R
RUFREMERRAF T LRE, TAATFREMNFHLR
BT — LM ENE,

HFALHFAB ARSI LSO REFEARRAL €E
WEROE, MEAF Mk LML FMGAEEL, 124245
h— e EIE A, XA RRER P, XL A I
TR, K EAATR

THEMRE, SRBAVE LHY FAELHF B 65 TR
REBBRFBERTREEN—F, tEHILTEEFRZET L4 5FPEA
LHFREARNRLT (FTEARLHFHIEXR), SFELER
B A HE AT A A W S e A AR R, b FLAEEE R
FBh, KRR LA E A FRGAS RIS L LA
RAE TN, T LA & TRA LS FFATAS 6% Kb
B, FREFRYhAFiteYrah, BT AL EERSH
%5

SR, (PEASHFELEXE) HKRZRE, KECK
HERSHA, BEHHRTSIMAIS T Bf Loy Faoftsd
B EERLFLAR, REIBELE T/, TAHRL, &

)



=@

ey e FLLFERMAHGEXRGRE, ibRMNBALF £, %
R%5, #FHEAALENAXRALFLATHEELRE PHER %

8945 K J 3L,
208 3,

AT B ek AR e 20 8 3R K
AEHEEFRERL AT
2012 %9 A



w =

EMTHFAEZNMT SR RASR, FRESNEE, FREERZEF
TEMEHE B, 3326 A B f) 77 75 2 5 B0 Bl T 3 B9 A B 2 AR
X, GREMFTRAASHEEE, MR, A5 T BT 2R
W R, XEEWFRERKDIIEAT LS — A ESRSREEEL,
B, IWIHSBERRE, REWFHEKNRRS KBTS EEMN (RDRs)
B A R R YIAR K

1909 4F23d# (Moody's) FFURMIZFIFLNL S, 5 APFHEY H BB RL T 5%
AMGHHERT R, WRIMEB T L., B8, MELNERLERER,
et TR BAXMRER THRAT G KR, HEZFHIFRIE R BEE
WEHFH—/NAE, BEAN5E MBI 675 XU & 7R KRR, ARS8
RENGEE, WBGTFIOTR % X—m, WRLEFEEXETER, H
REER. KGR PIFRIEE—RI GRS ZH, {520 i
2230 UM HE (0CC) 5l & 17)3 H & RDRs AFRAIE T
BERETER, SRR T ENERAT G PO, 3R TR
RHEAR—RE R EHT B . 5B 30 4FfXA) RDRs £2 780 “WEWFA”, iF
AR IR PR M I L, B2 AT 5 ¥ 158 RATHT, TFRBM
R ZHmgAR, iR mEmfissZamag.

A, R —MMREXRHBIFFEET. 20 4 30 FRLERZ
&, MEXREZFNEIR, 2FFERSIL T RDRs WEX PR 58,
WEFRFF R BN TZEENHTRERSAENERE, &
AL P UF B 3% RDRs B MR ; TR E IR EH G LAY
Wik, B TIFGL SR RDRs WEIGE T M%, mXx—iiHmg
45, WK, WE—ERE F45 T RDRs B ; KB akim, %A
MHZS5F K NE B IRER, BRAET HTEHPRIHXE, ERERT,

s ko



D wasne

RDRs B R AT, PFZOlHFE A5 & FE BB .

HTFRERFERE R, M ERKPRFBORMAEEN, 20 4 70 4
A3 E B PR B Ak, A B AR R A# A, Bl TR A A T A LR
EEETF AR TR, =M Sk B A 7= H R EER T & 7 5t XU
M, EEIEHRRSZE RS (SEC) Xt Rule 15¢3 -1 f&IT, FREET
RDRs f & BRI, 520 4 30 /%A RDRs ALk, SEC A~ T —44
BB AR —EFIATGH IR (NRSRO) ., WG, X—RIEHHHE
ATE S RSN Z g, XIS ETF T B ZIAR S FR LA
(NRSRO) $LAETHH “MBEFA" . WHRAAEH X RDRs LT, MIhEL
T RAT A BB 54, A KL 30 BEMRERBHE .

SR, 2007 4E3€ E KRR\ TR (RMBSs) 5| ZREEHL, R
UFEEXE. REMHASHRAFTESMTYE, AE&MIWERBER %,
EHMEAE G ERELENEMAEN. A TERRBEIPR#MEL RN,
TR 2ER0E B &S, X EIE—RFIWNHE, XENSHIL
EENABAVEE RDRs B K RIEAXE . EHLE%T RDRs %,
ZEALIVELR %% RDRs ¥4y, FEAREE—ERE LHT, EEH
B RDRs 15,

AHRMHARING, MUELBMTTHERMELNSMIBEAR, E5
ARDRs ZJf5, BT TIFEVM “WEFRT", MR TR 2EmzE, 45
THENME RS TFRARENBR; 7T T PR EEAOEERAM
W, B TIFRMEREXE, HIFRASERNER; B TIERXK, M
TR TEANSRA RO, hIEEE, SaEEEERERKEFN
RGN, RENT&MAREHNERREM. Rk, RDRs A bk
BAT G ARFERMBHIE, Ay KT “BBB” %45 “BB” iffk
FHRERANZE, BHl TRERU FERIEHFN TS A, MU, 7%
RDRs 5| % F, BEEWAN AR KK M ZEHH LB, RDRs 5| A%
BAYEE, FHEREBRSSMBHERRENR, RMEERTRATZHE
RECESE, MAXTE&mXE, b, 2RETNERZ —RERTTGZ
Wr, T SEC ) NRSRO #85&, i P EFEILM “BEFT”, HBIR
TR ZELZEWT, X RDRs Wi FIERE BB E LI, B FEH
XU RDRs W8, R HIES) TIESAT LR R, 123 TPk 554
AWERERG, FEMRENERATHHNA EEKTE, MUk LE

e 9



5 =@

A BTAEDL B AT B LG, MELLE X Se A AR ITZRHE L5 if i T4

BAR 21 HHEIAFEL, fR683EE el E & 112 IRE] RDRs i
BN, KESHMEETTETRL, BREIXAZFNERE, FRE
WEEBAZ SR EIIR, $NELT .. B RDRs FEFEEZ X
K, B?AXFRESRERMEMRER, B2k R 2T ASTH R 89k
B, THOUFRH BIERATE MRS, SRR AN XM, 7
—ERE A B T2 RDRs I BRI, [HHXMELNGA ., 7Tk
i RDRs W2 MR E SR EH TR IERE ., JF4h% RDRs B, ZHIA
H, REMBIMESREESHEE PEE.

XER: FARA AN 28ET SRR



Abstract

To some extent, financial institutions is a kind of public goods, it has great
negative externality. There is market failure in the Financial Market, such as mo-
nopoly. Another problem is that there is also severely information asymmetric be-
tween financial participants. All these will lead to the instability and inefficiency of
the financial market and cause unreasonable configuration of financial resources,
and increase economic risk. This is why the theory of financial regulation was foun-
ded. However, since the history of the credit rating industry development was so
closely related with the rating — dependent regulations (RDRs), the research on
the development of credit rating industry gives us another perspective to test the
theory of financial regulation.

Moody’ s issued his first bond rating in 1909, this responded to the financial
market’ s request for more and more convenient, publicly available information a-
bout the quality of investments by credit rating. Rating agencies help piercing the
fog of information asymmetric through quickly, professionally and effectively pro-
cessing the flow of information, and distilling it into ratings. Ratings increase the
efficiency of the capital markets, and enhance the capital markets’ infrastructure.
In the early years, credit rating agencies were just a pack of small participants in
the capital market. And during that period, rating agencies were financed entirely
by subscription fees paid by investors. They served as an information intermediary ,
and depended highly on how their ratings can predict the bonds’ quality. So they
competed to acquire their respective reputations for independence, integrity and re-
liability. Reputational capital would have been especially acute to rating agencies
in such an environment. On the other hand, as the accumulation of reputational

capital was a long run, the rating agencies developed slowly.
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Rating agencies suffered a loss of reputational capital because of a series of
down grade during the depression in the 1930s. But their role in the capital market
was greatly improved after the financial crisis, because of the supervisors such as
the Office of the Comptroller of the Currency etc. , which began to incorporate rat-
ing in their regulation by a miracle.

The rating — dependent regulations pushed the credit rating industry entered
it’s first rapid development phase, in an adverse circumstances. Under the influ-
ence of the rating — dependent regulations, credit rating agencies began to rating
bond before issuing, although they never did like this before. Ratings which used
to be effective only in the second market began to use in the issuing market.

However, the first rapid development phase of rating was short lived. After
the end of the 1930s, the influence of the rating — dependent regulations was weak-
ened by the economic elements emerged after the recovery of the U. S. economy.
Since the amount of corporate bonds rated for high grades by the agencies has
failed to keep pace with the volume of funds seeking for high — grade investment
outlets, to an appreciable extent such funds began to flow away from the bond
market which was regulated by rating — dependent regulations, and find their way
into the government bond markets, and mortgage markets, and direct place-
ments. Another element is that the amount of straight placement bonds which did
not need agencies ratings grow greatly, this directly decreased the rating busi-
ness. The rating — dependent regulations drove the junk bonds away; this dimin-
ished the scale of the bonds that rating — dependent regulations restrict the institu-
tions to invest. And third reason is that the default rate was low after the economic
resurgence, and investors began to ignore credit risks. They paid little attention on
ratings. Under this circumstance, the rating — dependent regulations came to halt,
and the credit rating industry got into stagnation too.

In the early 1970s, the bankrupt of Penn Central aroused the attention to the
risks. The credit rating agencies began to charge the issuer for rating. Since the Vi-
“etnam War assumed a lot of money, and the adverse impact of the deficit policy that
U. S. has implemented for a long time, the U. S. international balance deteriorated ,
which lead to the collapse of the Bretton Woods System. The following Oil Crisis pu-
shes the American economic into stagflation further. In 1975, the Securities and Ex-
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change Committee (SEC) adopt Rule 15¢3 — 1 in net capital rules under the Se-
curity and Exchange Act of 1934, for the purpose of regulating the broke — deal-
ers. They not only incorporated rating into the net capital rule, but also created a
brand new regulatory category—Nationally Recognized Statistical Rating Organiza-
tion (NRSRO) . This greatly stimulates the increase of rating — dependent regula-
tions. After the term NRSRO was created by SEC, it was embedded into numerous
regulations. The new rating — dependent regulations grant the NRSROs hundreds of
regulatory licenses, and pushed the credit rating agencies into another rapid devel-
opment phrase for more than thirty years.

Whereas, the subprime crisis triggered by the residential mortgage — backed
securities, influenced all the major financial market, such as U. S. , EU and Japan
etc. , and caused great losses to the main financial institutions. The subprime cri-
sis further became a grievous global financial crisis. This made credit rating agen-
cies became the focus of the global attention once again, because of their important
role in the subprime crisis. Faced with the serious criticism, the U. S. financial
regulators had to rethink the problem and risk caused by rating — dependent regula-
tions painfully. The amendment of rating — dependent regulations after the crisis
essentially eliminate some of the rating — dependent regulations, the regulators
want to decrease their reliance on rating — dependent regulations in the financial
regulation system.

According to this book, the author setting argue that the financial regulatory
system setting up to correct market failure exacerbated the conflict interest of credit
rating agencies, after the rating — dependent regulations were brought in. The use
of rating — dependent regulations decreased the incentive for rating agencies to
prove their quality of rating, and ruined the reputational capital rule which incents
rating agencies to provide accurate rating, and increased moral hazard of rating a-
gencies. All these factors lead to inaccurate rating and financial risks. This sug-
gests that financial regulation did not decrease the system risk of economic, but in-
creased the instability of financial system.

At the same time, instead of improving the efficiency of financial resources al-
location, the financial regulation system of rating — dependent regulations de-

creased . The use of rating — dependent regulations in financial regulation had arti-
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ficially segmented the market into two parts: investment grades and speculative
grades, and factitiously enlarged the credit spread between BBB rated bonds and
BB rated bonds, and greatly limited the market space of bonds under investment
grades. Furthermore, under the guiding of rating — dependent regulations, more
and more capital flowed into the structured finance markets, and resulted in an im-
proper resources allocation. All these lead to great financial risks.

One of the targets of financial regulation is to eliminate monopoly in the mar-
ket. However, when SEC designated ratings of the NRSROs could be used in finan-
cial regulation, it granted regulation licenses to particular rating agencies as
NRSRO, and facilitated the moligopoly of rating industry. This study on rating in-
dustry under rating — dependent regulations also shows us the truth that the rating —
dependent regulations which was designed to control financial risks had tremen-
dously promoted the development of rating agencies by stimulating the demands of
rating, and assisting the new rating business patterns construction.

Based on the theory of financial regulation, financial regulating activities are
of public interest nature. When the private factors has been incorporated into fi-
nancial regulations, like ratings which are products of rating agencies whose target
is always go after maximization their profits, the regulators has authorized some fi-
nancial supervision rights to the private subjects. In the absence of perfect monito-
ring, it is unavoidable that the proxy will seek rents when fulfill the fiduciary obli-
gations. As influenced by the moral hazards of the private subjects, the truth is
more likely to be that this kind of rent — seeking is supported by the public authori-
ties. This means that averting granting financial supervision rights to private sub-
jects will help to avoid regulation failure.

Though, after the crisis of the early 21st century, the U. S. financial regula-
tors are conscious of the risks of using rating — dependent regulations in financial
regulation, and they begin take action to remove ratings in their financial regula-
tion, it will still be a piece of very hard work. Rating standards in numerous finan-
cial regulations have been internalized as an institution used for so many years. E-
ven there are lots of risks, the author argue that this is some kinds of ingrained
habits that cannot be cast off overnight. Nonetheless they still can remit the nega-

tive effect of rating — dependent regulations by limiting the issuer’ s rights of rating
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