
1

European Parliament Committee on Economic and Monetary Affairs
Public hearing on CRAs

Makoto Utsumi

  First, on the issues of the conflict of interest and the payment model.

  Yes, the issuer-pays model contains potential conflict of interest. But its 
alternative, like the investor-pays model or the refinement of the investors’
own internal credit risk management, cannot be totally free from the conflict 
of interests problem.

  Concerning the issuer-pays model, let me quote what MIT Professor 
Gustavo Manso wrote: The rating agency should, not only provide an accurate 
portrayal of the company (country)’s credit worthiness, but also take into 
account the continued existence of the company (country) in question. If the 
rating agencies are not concerned with the survival of the firms (countries) 
they rate, it would incite a dangerous race to downgrade. In this point he 
asserts the merit of the issuer pays model.

  While American major rating agencies seem not to be concerned with the 
survival of the company (country) they rate, we, JCR, remain very cautious in 
downgrading the issuer which might endanger its survival and carefully avoid
just following or accelerating the market trend. 

  Second, to alleviate the current market distorting oligopolistic situation, the 
need of enhancing competition in the industry is widely recognized. But the 
question is how?

  From this view point, Japan shows a good example. Two Japanese rating 
agencies are equally competing with American Giants and succeed in 
acquiring trust and confidence in the market. As far as the bonds issued by 
Japanese corporations in Japanese market are concerned, about 80% are rated 
by Japanese rating agencies.

  I heartily welcome the European initiative to establish European rating 
agency (ies). The rating agencies being engaged in rating business in a country 
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or a region have to be fully capable of understanding the political and social 
structure, as well as the corporate culture of the country or the region. But its 
maneuver to realize these initiatives is very complicated and challenging by 
the fact that size and market recognition are the higher barriers. Ironically, the 
recent strengthened (and strengthening) regulatory framework as the result of 
problematic practices of the American Giants might be the higher hurdle for 
new comers and already existing small and medium sized rating agencies. The 
regulatory framework should neither stand in the way of new entry, nor 
discourage the business of small and medium sized rating agencies.

  Probably in Europe, the promotion of competition may require policy action 
at national or regional level to encourage the establishment of new agenci(es) 
and to channel business to the newly established agenci(es) with the support of 
the business group of the country or the region.

  As far as the present oligopolistic structure exists, the mandatory rotation 
would not have any effect in enhancing the competition. However, if there is 
(are) qualified agency(ies) preparing to enter or intending to be active in the 
European market, it might be worth trying the rotation.

  Finally, on the sovereign debts issue, suffice it to make following two 
comments.
  In assessing the creditworthiness and the risk of the sovereign debts, what is 
most important is the policy initiative, its underlying determination of the 
policy makers and the endurance of the people. This is exactly the point 
neglected by American major agencies in connection with Euro-zone 
countries’ sovereign debts.
  Next point is that although a rating agency is privately owned, it should be 
endowed with the side of public goods, and consequently public responsibility, 
because the rating exerts the crucial influence on the market, on the fate of a 
nation and on the fate of so many people.
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