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SHORT JUSTIFICATION

Your rapporteur is of the view that credit rating agencies provide forward-looking opinions 
and research about credit risk, and serve a valuable role in the financial markets because they 
provide a point of reference that is easily understood by market participants, such as investors 
in undertakings of collective investment in transferable securities (UCITS) and alternative 
investment funds (AIFs).

However, UCITS and AIFs should themselves assess the opinions issued by the credit rating 
agencies and make their own credit judgments, thus taking a position on whether to agree or 
disagree with the agencies opinions. In this regard, credit ratings are important for the markets 
because they have proven to be valuable credit market assessments. However, they should not 
be construed as the sole arbiters of credit risk.

Credit ratings are just opinions on the relative future credit risk of entities, credit 
commitments, or debt or debt-like securities and are a useful gauge of future creditworthiness. 
They do not measure any other risk, and as such should not be used as a proxy for assessing 
other characteristics of a security in which UCITS and AIFs invests, such as liquidity risk, 
price volatility or marketability. 

Your rapporteur further considers that official recognition and use of ratings may lead to 
distortions in the business of credit rating agencies. The widespread incorporation of ratings 
into legal instruments such as the directives on UCITS and AIFs can affect the way ratings are 
used by regulated entities, the bases upon which managers of such entities choose such 
agencies and the ways the agencies compete with each other.

Directly incorporating credit ratings alone into the oversight regime of the UCITS and AIFs 
creates incentives for market participants to over-emphasise the opinions of credit rating 
agencies instead of conducting their own credit analysis. In view of the above, your 
rapporteur supports this legislative proposal submitted by the European Commission.

******

The Committee on Legal Affairs calls on the Committee on Economic and Monetary Affairs, 
as the committee responsible, to propose that Parliament adopts its position at first reading 
taking over the Commission proposal.


