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Madam Chairwoman and distinguished Members of the European Parliament, many 

thanks for inviting me to participate in this very important discussion of credit rating 

agencies.

We understand why CRAs are the focus of regulatory attention.  We fully appreciate 

the shortcomings of certain ratings of securities related to the US housing market, and 

the repackaging of those securities.  We also recognise that CRAs are important to the 

financial markets, and therefore we expect to be in the spotlight.  Given this, we have 

made a number of significant changes to our methodologies, and have improved our 

internal policies and procedures.  We also welcome any suggestions, from whatever 

source, to improve the production and use of credit ratings.

The immediate catalyst for today’s hearing is the recent proposal by the Commission 

to amend the existing CRA Regulation.  Fitch agrees with the broad goals of the 

proposal:  to increase competition and transparency in the ratings market.  Indeed, we 

believe that, in recent years, Fitch has made a significant contribution to both. Over 

the past two decades we have developed into the only credible challenger to Moody’s 

and S&P’s dominance  – although we are still much smaller than they are.  

We also strongly support efforts to remove the mechanistic reliance on ratings.
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However, we think that many of the Commission’s recent proposals will actually 

result in less competition, less transparency and increased reliance on ratings.  As 

currently drafted, the potential for unintended consequences from these rushed 

proposals is significant.  Moreover, there is a substantial risk that these proposals will 

add to the disruption in the European capital markets.  In these remarks, I will focus 

on only one area of critical concern – rotation.  However, I urge the Members of the 

Committee to look at my full statement for a discussion of our further concerns.

Let me turn now to the proposals for rotation of CRAs.  Fitch has always been pro-

competition.  We have been fighting against the duopoly of Moody’s and S&P for 20 

years.  In that time, we have only been able to raise our share of the market for credit 

ratings in EMEA to 17%, compared to 37% for Moody’s and 43% for S&P.  

Although we welcome efforts to break this duopoly, we are concerned that the effect 

of some of the proposals will be to entrench further Moody’s and S&P.  

This is particularly the case with respect to the proposed rule that a CRA may only 

rate ten issues from one issuer before the CRA must rotate, with a minimum time 

before rotation of one year.  However, a second CRA for the same issuer may 

continue to rate that issuer and its securities for six years. Given the market power of 

Moody’s and S&P, we think that issuers will be forced to have at least one of these 

two CRAs rate their debt at any given time – and that one of the Big Two will be the 

six-year CRA.  In this context, it is important to note that in the last three years over 

80 banks would have been forced to rotate agencies after one year under the 10-issue 
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rule.  The same applies to 25 of Europe’s large corporations including France

Telecom, Deutsche Bahn, Volkswagen, EDF, BP and Volvo AB.

In order to meet the demands of the proposed rotation requirements, issuers will most 

probably use a maximum of two CRAs at a time.  That is contrary to the expressed 

desire of investors and regulators to see more opinions in the marketplace.  We 

estimate that, based on our rated universe, 55% of issuing banks in western Europe 

have three or more ratings each.  They do this because the investors that buy their 

bonds value having a range of opinions on a bond’s creditworthiness to supplement 

their own analysis. This makes it easier for investors to assess the credit risk of the 

bond, increases demand and reduces the interest rate paid by the issuer.  The results of 

a recent study of over 3,000 securities in the US (with a notional value of US$ 1.6 

trillion) found that securities with three ratings price approximately 40 bps tighter 

than securities with just two ratings. 

A reality of the market is that there are only three rating agencies operating on a 

global basis: Fitch, Moody’s and S&P.  It has taken over two decades and a billion 

plus dollar investment for Fitch to compete with Moody’s and S&P worldwide.  Most 

of Europe’s largest companies compete for financing on a global basis.  Volkswagen, 

for example, if forced to move forward with only one globally accepted rating, will 

find itself at a genuine disadvantage trying to raise funds in the US and elsewhere 

outside of Europe. 

This also highlights the fact that, under the proposals, CRAs may be chosen for 

reasons other than the quality of their ratings.  For example, given the limited number 
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of CRAs in the EU, and the length of time it takes to build up expertise and 

reputation, issuers may be forced to use a CRA simply because all of the others are on 

a “cooling off” period.  Alternatively, issuers might choose a second CRA to work 

alongside one of the Big Two simply because the ratings of the second CRA are 

higher than the ratings of Moody’s or S&P.  

Given these unintended consequences, one might wonder if the real purpose of the 

rotation provisions is not to foster competition, but rather to encourage the 

development of subscriber-pays CRAs, rather than issuer-pays CRAs, because the 

rotation rules only apply to issuer-pays CRAs.  We find this as disturbing as the 

unintended consequences.  First, as many of the respondents to the Commission’s 

original consultation pointed out, no business model is free from conflicts of interest –

there is always the potential for influence by whoever pays for the ratings, be it 

investors, governments/taxpayers or issuers.  Fitch believes that the marketplace 

should be open to all business models, provided that all conflicts of interest are 

identified, disclosed and either eliminated or managed.  In the case of the issuer-pays 

model, we think that the conflicts of interest are well understood and disclosed.  The 

fact that we have recently downgraded eight of the world's largest banks is a powerful 

counter argument to the suggestion that our ratings are motivated by the fact that we

are paid by the issuers. In addition, the economies of scale that the issuer-pays model 

generates allow the issuer-pays CRA to provide detailed research and commentary 

across a wide spectrum of the world’s capital markets.  Based on our experience, the 

scope of service provided by issuer-pays CRAs cannot be replicated using an 

investor-pays model.
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I hope you have found this brief overview of our concerns with respect to the 

Commission’s proposals helpful, and I welcome any questions you may have.1

                                               
1 Please see attached Schedule 1 for a more detailed description of these and other points of concern 
with respect to the proposed changes to the CRA Regulation.
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Schedule 1

Fitch Ratings’ Comments on European Commission’s Proposal, Dated 15 
November 2011, for Further Amendments to the Credit Rating Agency 
Regulation 

The proposal for a third round of Credit Rating Agency (“CRA”) regulation is designed to 

improve the competitiveness and transparency of the credit ratings agency market. The first 

two sets of proposals, which have only recently come into force, largely affected the internal 

running of credit rating agencies, with provisions which included strengthening existing rules 

on managing conflicts of interest. We believe that broadly they helped improve how our 

business operates. 

The new proposals go far further, seeking to change the way the European debt capital 

markets operate. They are likely to bring with them unintended consequences which we 

believe will hurt investors and issuers, and in turn the real economy.

The Proposals

There are over thirty specific proposals (see Appendix 1 for a link to the full text), but we 

highlight the following which we consider the most concerning:

 Mandatory rotation of CRAs. 

1. In most cases an agency can only rate an issuer for three years, followed by a 

mandatory off period of four years. 

2. However, if in this period an agency rates more than ten debt issues, it must rotate off 

– subject to a minimum tenor of 1 year. 

3. Where more than one agency is engaged, these first two provisions only apply to one 

of the agencies. Other agencies are subject to a maximum tenor of 6 years. 

4. All structured finance transactions must have at least two ratings

These provisions do not apply to investor-pay ratings, sovereign ratings, and unsolicited 

ratings. We note these proposals did not form part of the Commission’s initial 

consultation in late 2010. 

 Enhanced civil liability. Investors are able to sue based on (i) a rating agency not having 

complied with the EU CRA Regulation, (ii) such non-compliance having an impact on the 

rating, (iii) the investor having relied on the rating and (iv) the investor having suffered a 

loss. The burden of proof is moved from the plaintiff to the CRA, which must prove it has 

complied with the Regulation.
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 ESMA approval of methodologies. New methodologies and key rating assumptions, or 

changes to existing ones, must be open to consultation and approved by ESMA (European

Securities and Markets Authority) before implementation by the CRA. No time limit has 

been set for ESMA approval. 

 Rating index. ESMA is to establish a European Rating Index featuring a harmonised 

standard rating scale. 

 Handover file. The outgoing agency must provide a handover file to the incoming 

agency. Contents are to be specified by ESMA. 

Effect on European Issuers and Investors

We believe that the rotation proposals are likely to be the most detrimental to European 

companies’ ability to compete for European and foreign capital and investors’ ability to use 

ratings as useful tools. Many of the other proposals will potentially have more subtle, but also 

damaging, effects.

Rotation

The rotation requirement assumes that allowing smaller agencies to enter the market will 

increase competition. As an agency which has spent the last 20 years fighting to gain broad 

acceptance by investors, we believe this assumption is misguided. Instead, the proposals will 

impose yet another hurdle to obtaining funding for many European companies and put them 

at a disadvantage to their international rivals in capital markets access. They are also likely to 

worsen, rather than improve, the quality of ratings and their usefulness as tools for financial 

investors.

In order to comply with the rotation proposals companies will have to carefully plan agency 

rotation to ensure they have coverage by at least one agency that investors value. As 

illustrated in Appendix 2, this will involve most companies dropping one of their current 

ratings in the early years of the proposals in order to ensure coverage by at least one of their 

desired agencies later in the period. For companies not caught by the 10-issue rule, this will 

mean several years will be spent with only one rating from either Fitch, S&P or Moody’s. 

For frequent issuers – large banks, structured finance issuers and some large corporates -  the 

situation is more serious. In our illustration, one agency is kept on six-year rotations. After 

year 3 the issuer will have to come to market with only one Fitch, S&P or Moody’s rating. 

The regular rotation of agencies will also increase ratings volatility, which  disrupts secondary 

market bond pricing, and can make some investors forced sellers. This can directly affect 

companies’ debt capital markets access and equity prices. 
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Many aspects of the proposals will stifle, rather than encourage, meaningful competition. 

While new agencies will be able to get a share of revenues in the market, they will not do this 

by competing in the traditional sense: by having a better product, better pricing and better 

service. Instead the proposals may encourage rating shopping – and if many new entrants are 

pursuing new mandates under this framework there is potential for ratings inflation. The 

frequent rotation also means they will not be able to develop a track record and gain 

credibility. 

Other Provisions

Certain of the other provisions will also have a negative impact. 

The requirement for ESMA to approve criteria changes before they are implemented could 

significantly slow down our ability to change ratings when we consider this to be appropriate. 

While ESMA is prohibited by law from interfering with the rating methodology, we believe 

the pre-approval of criteria could be interpreted by some investors as meaning that criteria 

have a regulatory stamp of approval, thus increasing the reliance on ratings. 

Issuers could be affected by any delay in ESMA’s approval because of the interaction of this 

with rotation. If a company has carefully planned to have one agency’s rating for a particular 

year when heavy issuance will be needed, it could find that agency’s ratings rendered 

unavailable if their methodology is in transition – a process which could take many months. 

With respect to the proposed liability standard, placing the burden of proof on the rating 

agencies means it is much cheaper and easier for plaintiffs to bring claims against a rating 

agency – particularly frivolous claims – and much more costly for rating agencies to defend.  

Ratings are opinions about events/circumstances in the future, implying a relative default 

probability. Some level of default is to be expected at all rating levels. For example,

historically around 5% of Fitch’s ‘BBB’ ratings have defaulted over 10 years. This is normal 

– ‘BBB’ rated instruments are by their nature more risky then ‘A’, ‘AA’ or ‘AAA’ issues, and 

if a proportion did not default then their ratings should be higher. The proposed liability 

standard could result in investors trying to make rating agencies liable for their losses in the 

minority of cases where default is statistically expected. 

The cost of fighting additional – and potentially often frivolous – litigation is that rating many 

individual issues/issuers or potentially whole sections of the market could become 

uneconomic for rating agencies, thus reducing the amount of information presently available 

to market participants. Those ratings that do remain will likely become more expensive for 

issuers.
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Moreover, ESMA, as the supervisor, should be (and is) responsible for making sure a rating 

agency has complied with the requirements of the Regulation. This policing role should not 

be transferred to investors.  If investors want to sue a CRA they can use the existing legal 

framework.
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Appendix 1: Resources

The full text of the proposals can be found here: 

http://ec.europa.eu/internal_market/securities/agencies/index_en.htm

http://ec.europa.eu/internal_market/securities/agencies/index_en.htm
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Appendix 2 – Rotation Proposals

Rotation Illustration 1 Contracted
0 Cooling off period

Infrequent Issuers (<10 issues in 3 years) Frequent issuers >10 issues per year
Typically Corporates and International Public Finance Typically Banks and Structured Finance Sponsors

Ratings (no.) Ratings (no.)
Year Moodys S&P Fitch CRA 4 CRA 5 Year Moodys S&P Fitch CRA 4 CRA 5 CRA 6 CRA 7
1 1 1 2 1 1 1 2
2 1 1 2 2 1 0 1 2
3 1 0 1 2 3 1 0 0 1 2
4 1 0 1 2 4 1 0 0 0 1 2
5 1 0 1 2 5 1 0 0 0 0 1 2
6 1 0 0 1 2 6 1 0 0 0 0 1 2
7 0 1 0 1 2 7 0 1 1 0 0 0 0 2
8 0 1 0 1 2 8 0 1 0 1 0 0 0 2
9 0 1 0 0 1 2 9 0 1 0 0 1 0 0 2
10 0 1 1 0 0 2 10 0 1 0 0 0 1 0 2
11 1 1 0 0 2 11 1 0 0 0 0 1 2
12 1 1 0 0 2 12 1 1 0 0 0 0 2
13 1 0 0 1 0 2 13 1 0 0 1 0 0 0 2
14 1 0 0 1 2 14 1 0 0 0 1 0 0 2
15 1 0 0 1 2 15 1 0 0 0 0 1 0 2
16 1 0 0 0 1 2 16 1 0 0 0 0 0 1 2
17 1 1 0 0 2 17 1 1 0 0 0 0 2
18 1 1 0 0 2 18 1 0 1 0 0 0 2
19 0 1 1 0 0 2 19 0 1 0 0 1 0 0 2
20 0 1 0 1 0 2 20 0 1 0 0 0 1 0 2
21 0 1 0 1 2 21 0 1 0 0 0 0 1 2
22 0 1 0 1 2 22 0 1 1 0 0 0 0 2
23 1 0 0 1 2 23 1 0 1 0 0 0 2
24 1 1 0 0 2 24 1 0 0 1 0 0 2
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