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the rating process and models in the financial markets

1. Summary of petition

The power of rating agencies over financial markets and sovereign debt is blatantly apparent. 
The petitioner believes that both the process and the models applied lack transparency. There 
is no accreditation system for rating analysts, nor is there any requirement for a mathematical 
scientific justification of rating models. While Regulation 1060/2010/EC and Directive 
2009/111/EC have served to improve confidence in rating agencies, they fail to lay down 
criteria for a transparent rating process and models. The petitioner addressed the Petitions 
Committee of the German Bundestag with a request to legislate in this sense. The Bundestag 
decided to transmit the request to the European Parliament.

2. Admissibility

Declared admissible on 29 September 2011. Information requested from Commission under 
Rule 202(6).

3. Commission reply, received on 17 February 2012

The petitioner argues that in the absence of a standardisation of the rating process additional 
legislation on credit rating activities would be necessary. He acknowledges that Regulation 
(EU) 1060/2009 on credit rating agencies1 has brought some improvements but considers that 
this is not enough. He argues that the rating process including rating methodologies and rating 
scales should be more transparent and standardised, and that there should be a standardised 

                                               
1 Regulation (EC) No 1060/2009 of the European Parliament and of the Council of 16 September 2009 on credit 
rating agencies, OJ L 302, 17.11.2009.
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professional qualification for rating analysts. 

The Commission's observations 
The CRA Regulation entered into full application on 7 December 2010. It requires credit 
rating agencies (CRAs) to comply with rigorous rules of conduct in order to mitigate possible 
conflicts of interest, ensure high quality and sufficient transparency of ratings and the rating 
process. Existing CRAs had to apply for registration and to comply with the requirements of 
the Regulation by 7 September 2010.
An amendment to the CRA Regulation (Regulation (EU) No 513/2011) entered into force on 
1 June 2011, entrusting the European Securities and Markets Authority (ESMA) with 
exclusive supervisory powers over CRAs registered in the EU in order to centralise and 
simplify their registration and supervision at European level1.

Many of the requirements proposed by the petitioner exist already under the current CRA 
Regulation. All credit rating agencies registered in the EU have to disclose the methodologies 
and description of models and key rating assumptions used  in their credit rating activities. 
The CRA Regulation also  sets qualitative standards for CRAs' rating methodologies which  
have to be rigorous, systematic, continuous and subject to validation based on backtesting. 
Credit rating agencies have also to ensure that all staff directly involved in credit rating 
activities has appropriate knowledge and experience for the duties assigned. All these 
requirements are supervised and if necessary enforced by ESMA.
A number of issues related to credit rating activities and the use of ratings, including some of 
the issues raised by the petitioner, have not been sufficiently addressed in the existing CRA 
Regulation. These relate notably to the risk of overreliance on credit ratings by financial 
market participants, the high degree of concentration in the rating market, civil liability of 
credit rating agencies vis-à-vis investors, conflicts of interests with regard to the issuer-pays 
model and CRAs' shareholder structure and the need for enhanced transparency and improved 
prodecures for sovereign ratings.

In order to address these issues, the European Commission  adopted on 15 November 2011 a 
proposal for amending the CRA Regulation (available at :

http://ec.europa.eu/internal_market/securities/agencies/index_en.htm).
When adopted by the European Parliament and the Council, this proposal will further enhance 
the transparency of credit ratings and methodologies and improve the rating process. The 
Commission propoposes in this regard to require CRAs to consult stakeholders on changes of 
methodologies and to submit the proposed methodologies to ESMA for the assessment of 
their compliance with existing requirements. It further proposes that each CRA will be under 
the obligation to correct errors in its methodologies or in their application, as well as to inform 
ESMA, the rated entities and generally the public of such errors. Moreover it proposes that 
CRAs should be required to provide guidance on methodologies and underlying assumptions 
behind ratings.

In line with one of the requests by the petitioner, the Commission further proposes that CRAs 
are required to communicate their ratings to ESMA using a harmonised  rating scale to be 
                                               
1 Regulation (EU) No 513/2011 of the European Parliament and of the Council of 11 May 2011 amending 
Regulation (EC) No 1060/2009 on credit rating agencies, OJ L 145, 31.5.2011.
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developed by ESMA, which would ensure that all available ratings for a debt instrument are 
published in the form of a European Rating Index (EURIX).
  
Conclusion

Many of the issues raised by the petitioner are already covered by the existing CRA 
Regulation. CRAs' compliance with these rules is supervised and enforced by ESMA.

The new proposal of the Commission of 15 November 2011 on credit rating agencies 
addresses a number of the points raised by the petitioner, notably enhanced  transparency of 
credit ratings and methodologies, improvements to the rating process and the requirement for 
credit rating agencies to use a harmonised rating scale when submitting rating information to 
ESMA. The proposal will now be negotiated by the Parliament and the Council.


