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PROCEDURAL PAGE

At the sitting of 5 June 2003 the President of Parliament announced that the Committee on 
Economic and Monetary Affairs had been authorised to draw up an own-initiative report under 
Rule 163 on Role and methods of rating agencies.

The committee had appointed Giorgos Katiforis rapporteur at its meeting of 9 April 2003.

It considered the draft report at its meetings of 6 October, 4 November, 24 November, 1 
December 2003,20 January and 27 January 2004

At the last meeting it adopted the motion for a  resolution by 29 votes to 4, with 0 abstentions.

The following were present for the vote: John Purvis acting chairman, Philippe A.R. Herzog 
vice-chairman,, Giorgos Katiforis (rapporteur), Generoso Andria, Pervenche Berès, Roberto 
Felice Bigliardo, Hans Blokland, Hans Udo Bullmann, Benedetto Della Vedova, Jonathan 
Evans, Ingo Friedrich, Carles-Alfred Gasòliba i Böhm, Lisbeth Grönfeldt Bergman, Philippe 
A.R. Herzog, Mary Honeyball, Christopher Huhne, Othmar Karas, Astrid Lulling, Ioannis 
Marinos, Hans-Peter Mayer, Fernando Pérez Royo, Bernhard Rapkay, Olle Schmidt, Peter 
William Skinner, Bruno Trentin, Theresa Villiers, Jean-Louis Bourlanges (for Brice 
Hortefeux),Werner Langen (for Christoph Werner Konrad), Thomas Mann (for Renato 
Brunetta), Peter Michael Mombaur (for Piia-Noora Kauppi), Ieke van den Burg (for Robert 
Goebbels), Harald Ettl (for David W. Martin), Manuel António dos Santos (for Helena Torres 
Marques), Pierre Jonckheer (for Alain Lipietz), Helmuth Markov (for Armonia Bordes),

The report was tabled on 29 January 2004.
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MOTION FOR A EUROPEAN PARLIAMENT RESOLUTION

on Role and methods of rating agencies
(2003/2081(INI))

The European Parliament,

– having regard to the IOSCO1 statement of principles regarding the activities of credit rating 
agencies, 

– having regard to the implementation of the Financial Services Action Plan, in particular 
Directive 2003/71/EC of the European Parliament and of the Council, of 4 November 2003, 
on the prospectus to be published for securities2, Directive 2003/6/EC of the European 
Parliament and of the Council, of 28.1.2003, on insider dealing and market abuse3, and 
Commission Directive 2003/125/EC, of 22.12.2003, implementing Directive 2003/6/EC as 
regards the fair presentation of investment recommendations and the disclosure of conflicts 
of interest4,

– having regard to the concept release published by the Securities and Exchange 
Commission (SEC) on "Rating Agencies and the Use of Credit Ratings Under the Federal 
Securities Laws" dated from 4 June 2003,

– having regard to the comments of the Financial Stability Forum,

– having regard to Rule 163 of its Rules of Procedure,

– having regard to the report of the Committee on Economic and Monetary Affairs 
(A5-0040/2004),

A. whereas rating agencies have, on the whole, established a solid reputation of responsibility, 
independence of opinion and effectiveness in assessing the creditworthiness of borrowers in 
financial markets,

B. whereas, on a few special occasions, rating agencies have been criticised either for 
providing inappropriate ratings or for contributing to market destabilisation,

C. whereas the structure of the ratings industry is heavily concentrated, both globally and 
locally,

D. whereas potential conflicts of interests have been identified in the methods of remuneration, 
in the conditions of access to inside information and in the ancillary businesses of rating 
agencies,

E. whereas the ownership and business orientation of rating agencies is predominantly centred 

1 International Organisation of Securities Commissions.
2 OJ L 345, 31.12.2003, p. 64.
3 OJ L 96, 12.4.2003, p. 16.
4 OJ L 339, 24.12.2003, p. 73.
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on the United States,

F. whereas the United States regulatory authorities (the Securities and Exchange Commission) 
have proclaimed a number of selected agencies as Nationally Recognised Statistical Ratings 
Organisations (NRSROs), have established among agencies a hierarchy fraught with serious 
regulatory implications and protectionist overtones,

G. whereas the distinction between investment grade and speculative grade ratings has  
implications only when the relevant ratings are issued by NRSROs,

H. whereas the SEC is not formally bound to apply specific criteria in selecting an Agency as a 
NRSRO,

I. whereas no regulatory authority corresponding to the SEC exists in the European Union,

J. whereas European capital markets are faced with the prospect of an ever-increasing use of 
rating assessments for business and for regulatory purposes,

K. whereas, as practised by the agencies, rating is a continuous assessment process involving 
both the upgrading and downgrading of debtors,

L. whereas downgrading is associated both with regulatory implications (loss of eligibility of 
securities for institutional portfolios) and cost implications (posting additional collateral, 
adjusting coupon rates or accelerating reimbursement of debt) ,

M. whereas every witness giving testimony at the Parliament's public hearing, except the 
representative of a public regulator, testified that regulation was unnecessary and could be 
counter-productive. However, the witnesses invited by Parliament did not constitute a 
statistically controlled random unbiased sample of market participants and, in addition, 
some of them may have been swayed by the very big influence exercised over market 
opinion by the agencies themselves,

1. Acknowledges the usefulness for issuers, investors and regulators of the evaluation, 
undertaken by the rating agencies, of the creditworthiness of debtors and their standing 
against other non-financial criteria, but also recognises the risks of depending so 
predominantly on such assessments;

2. Recognises the contribution of the rating agencies to the lowering of the cost of capital 
insofar as they reduce information asymmetries among market participants and enhance a 
feeling of greater certainty about debt performance;

3. Notes that individual cases of failure, particularly when occasioned by fraud, are not in 
themselves evidence of the failure of a ratings agency, since ratings reflect the chance or 
probability of default on debts. Only if the number of occasions of default diverges 
markedly from the benchmark for that rating range or if grounds of suspicion of fraud in 
specific egregious cases were too obvious to be neglected, can the system be said to have 
failed.
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4. Follows with interest the critical appraisal of the activities of the Rating Agencies 
undertaken by the United States authorities, especially as occasioned by the bankruptcy of 
the Enron corporation;

5. Instructs the Commission and CESR to establish and maintain close contact with the US 
authorities on the conduct and outcome of their investigation and to inform Parliament of 
any regulatory developments decided upon in the United States;

6. Calls for rating agencies which take greater account than the existing agencies of the 
specific characteristics and needs of smaller and medium-sized companies than the existing 
agencies, to be promoted in Europe;

7. Regards specialisation on a certain sector of the market, or on certain specific attributes of 
rated entities, as constituting no obstacle for a certain agency to be treated by the authorities 
on an equal basis with its more wide-ranging colleagues;

8. Asks the Commission, CESR, the European Banking Committee (EBC) to make specific 
recommendations in the light of any conclusions of the Financial Services Forum, the 
IOSCO report on credit rating agencies, and the experience and reform of rating agency 
approval by the US Securities and Exchange Commission as regards the criteria needed to 
ensure more transparency of the rating agencies’ operations  and the need for a review of a 
regulatory mechanism by 31st July  2005 and periodically thereafter.

9. Considers that accountability, given the public good objectives of rating agencies, is an 
important goal to pursue, and that agencies should undertake both to report on their yearly 
activities and  on the finances  of solely their rating activities. In addition,  taking account of 
the principles set out in the IOSCO report, the rating agencies should be invited to discuss a 
voluntary industry body that would determine best practice, encourage training and provide 
a disputes and arbitration procedure for issuers or investors that felt aggrieved at the process 
of a rating agency’s decision;

10. Regards the agencies as obliged to announce to the market  all cases of unsolicited ratings 
they may have engaged in and to be ready to provide to the market, upon request, a full 
explanation of any substantial difference between unsolicited and any subsequently 
solicited rating of the same debt or rated entity , if such difference emerges;

11. Decisively rejects any attempt at regulatory intervention into the substance of the opinions 
expressed by the agencies, by means of their ratings and other statements, regarding the 
creditworthiness of the debtors that they assess, or in the timing of publication of such 
ratings; stresses the need for total freedom of expression and for the agencies' independence  
from political and business influence;

12. Recognises that the line between the regulation of process and the regulation of content 
and opinion may prove  hard to draw; believes this to bean important consideration to be 
taken into account in reaching any regulatory solution. In addition, notes that the debt of 
sovereign governments is rated, and that administrative requirements of regulatory 
agencies may be used to exert indirect pressure for higher ratings of government debt;

13. Regards issuers or other debtorswho choose to have their debt rated, as being under an 
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obligation to supply the rating agencies with all relevant information on an ongoing basis 
and to respond positively to specific requests by the agencies, in the context of increasing 
market transparency;

14. Considers agencies to be subject to similar obligations of transparency with respect to their 
methods, the models applied and the fee-paying nature of the agencies’ relationship with 
issuers;

15. Considers it an obligation of ratings users, whether in the private or in the public domain, to 
use ratings with proper regard for the stability of financial markets, especially by disclosing 
any rating triggers included in loan agreements or face the sanction of such clauses being 
declared null and void;

16. Asks the competition authorities of the European Union to examine the state of  
concentration prevailing in the ratings industry and to consider if any evidence of oligopole 
has arisen as a result;17. Instructs the Commission to submit, by 31 July 2005 its 
assessment of the need for appropriate legislative proposals to deal with the issues in the 
present Resolution and to ensure that any provisions adopted are consistent with the 
conditions relating to the recognition of rating agencies laid down in the draft directive on 
capital adequacy of banks and securities firms (Basle II);

18. Instructs its President to forward this resolution to the Council and the Commission, the US 
Securities and Exchange Commission (SEC) and the International Organisation of 
Securities Commissions (IOSCO).
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EXPLANATORY STATEMENT

The issue confronting us is a political, not a technical one; more particularly it is an issue of 
regulation of the credit rating industry – a business sector which, until now, has virtually 
remained totally outside of the purview of regulatory authorities. Should there be regulation; if 
“yes” how far should it go; should it entail a specifically European aspect? These are the main 
questions.

Rating agencies are a pure outgrowth of the private sector in the economy. It may be argued 
that through them the market has spontaneously developed its own mechanism of checking the 
creditworthiness of those seeking to use other people’s money in order to engage in business.

 In Europe for centuries this control activity used to be one of the functions of banks, which 
made a point of developing a personal relationship of knowledge and trust with their clientele. 

In the United States, on the other hand, with the vastness of its territory and the pioneering 
practice of direct access to the public by borrowers through financial markets, personal contact 
between creditors and debtors was difficult to contemplate. This gave rise to the need of a 
specialised agency that would collate all available information, reach an informed opinion 
regarding the risking of a certain investment and make it publicly known through the press. 
Such need made itself felt already around the turn of the twentieth century. It was then that the 
rating agencies still dominant today, Moody’s and Standard & Poor’s, arose from the modest 
origins of evaluating securities issued by US railroad companies to grow over the decades into 
major powers of the financial markets world-wide, evaluating both the long and shortrun 
creditworthiness of corporations, banks, insurance companies and even of whole governments 
(sovereign ratings). 

In discharging over the years their task of a self-appointed watchdog over borrowing, rating 
agencies have by and large won the confidence of the investing public and have established for 
themselves solid reputations of success in, more or less accurately, predicting the probability of 
default in borrowing. Why, then, should the issue of their regulation arise at all? 

The reasons are the following: (a) Because the structure of the ratings industry has grown to be 
heavily oligopolistic (in fact, as far as the global aspects of it are concerned, it is essentially 
duopolistic, consisting of the duo of Standard & Poor’s and Moody’s, both of them of 
American ownership and solid US implantation) and because as the leaders of the industry 
these two companies are exercising enormous power over the markets. It must be noticed here 
that the predominantly American character of the agencies and of their supervisors (SEC, US 
Congress) creates a vast de facto imbalance towards the American side, an imbalance created 
not by design but capable, nevertheless, of upsetting the smooth operation of the markets. (b) 
Because, despite their, on the whole, quite respectable professional performance rating agencies 
have suffered some spectacular reverses (recently with the totally unpredicted bankruptcies of 
Enron and Worldcom as well as with the Asian ratings crisis of 1997). (c) Because – by virtue 
of high grade ratings having become a legal prerequisite for the eligibility of bonds for the 
portfolios of institutional and especially fiduciary investors (e.g. pension funds)– the agencies 
have become an essential part of the regulatory mechanism of financial markets, (even though 
they themselves did not deliberately seek this role). (d) Because, in the course of their normal 
professional activity, a number of potential conflicts of interest have emerged, namely: 
privileged access to inside information; earning the bulk of their income from fees paid by 
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those assessed by them; and developing ancillary consultancy business related to the rating of 
specific clients. This last aspect of their work tends to assume ever larger proportions to the 
extent that increasingly complex forms of finance, such as the Collateralized Debt Obligations 
(securitization etc), take shape in modern markets.

The regulatory issues implicit in the above description fall broadly into two categories: (a) 
whether the operation itself of the agencies has to be regulated and (b) whether the regulatory 
use of the ratings has to be made subject to some reform. 

Point (a) is the one around which most official interest has been recently focused while point 
(b) remains into undeserved obscurity. After the collapse of ENRON, in January 2002, the US 
Senate Committee on Governmental Affairs launched a broad investigation seeking to elicit 
information on why the credit rating agencies continued to rate Enron a good credit risk (in fact 
of investment grade) until four days before the firm declared bankruptcy and to determine how 
future Enron-type calamities could be avoided. As a result of its investigations the Senate 
Committee issued a report entitled “Financial Oversight of Enron: the SEC and private-sector 
watchdogs”, according to which the Securities and Exchange Commission, in consultation with 
other agencies, should set specific conditions and standards on the Nationally Recognised 
Statistical Ratings Organisations (NRSROs) to ensure that the reliance of the public on credit 
rating agencies is not misplaced”. In July 2002, the US SEC received a mandate through the 
Sarbanes-Oxley Act to examine issues, which are related with the role and function of credit 
rating agencies in the operation of the securities markets. As a response to this mandate, the 
SEC produced and submitted to the US President and the House of Representatives, a Report 
on January 2003. Using this report as a basis the SEC conducted a public hearing in which 
every major Rating Agency was involved, as well as academics, regulators, market participants 
and the public at large. The procedure was concluded by the publishing of a Concept Release (a 
questionnaire), on June 4, 2003 through which a series of questions were raised. The SEC has 
not yet, as of the time of writing of this report, come up with definitive conclusions.

On the European side, interest in the rating agencies was forward- rather than backward-
looking, fuelled by the prospective entry into force of the new Basle capital accord (Basle II) 
which makes the amount of regulatory capital to be held by banks a function of the bank’s 
assets, to which risk weights, as defined by credit ratings, are attached (as one way of 
determining such weights). Questions have been raised as to whether this extension of the use 
of credit ratings disturbs the balance of the playing field between European and American 
banks, in favour of the latter, and whether the predominantly US oriented rating agencies have 
absorbed enough of the European business culture to be able to function without frictions in the 
European environment.

The debate both in the US and in Europe (a debate in which various international agencies like 
the Financial Stability Forum, the Committee on the Global Financial System, the Joint Forum 
of the BIS, the International Association of Insurance Supervisors or the International 
Organisation of Securities Commissions have all been involved) has veered in the direction that 
more rather than less regulation of ratings agencies is to the point. Against that the agencies 
object that their role is not that of a consultant, in the sense that they do not make private 
recommendations of buying, selling or holding certain securities but is rather one of expressing 
an opinion, addressed openly to the public at large, regarding the creditworthiness of specific 
borrowers. They, therefore, conclude that they act in a journalistic capacity, consequently they 
should be protected by the principles of the freedom of the Press (in the US specifically by the 
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First Amendment of the US Constitution, a claim that has been tested and upheld in American 
courts). 

In your rapporteur’s opinion this analogy does not hold much water from the moment that 
ratings become part of the regulatory mechanism of financial markets, even against the better 
judgement of rating agencies. Freedom of the press implies the right, on the part of the public, 
to ignore the opinions expressed in the press without suffering legal consequences. This is not 
the case with the opinions expressed by rating agencies, since an investment grade rating is a 
prerequisite for being able to place one’s bonds with institutional investors. Moreover, agencies 
have privileged access to inside information, they must, therefore be held accountable 
regarding the use they make of such information. On the other hand any additional regulation, 
extended to rating agencies, can never be allowed to encroach upon their independence of 
opinion. 

Following on the above, your rapporteur has reached the following conclusions: rating agencies 
active in Europe should be asked to register with a European Union Ratings Authority, to be 
specifically set up for the purpose, in the context of CESR. Registration with a European 
authority would help redress the imbalance between Europe and the US while not forcing the 
agencies to confront fifteen or twenty-five different national European regulatory authorities 
and separate jurisdictions. Registration would imply accountability, implemented by periodic 
reporting to the European ratings authority and supervision over the conditions of effectiveness 
of rating activity, implemented by an active dialogue between the management of the agencies 
and the regulator.

Finally, it should be emphasised that the proper conduct of rating activity by the agencies is 
only one aspect of the problem. The implications, for the stability of the markets, of the use 
made of ratings both by private agents, in the form of rating triggers, as well as by regulatory 
authorities, in the form of regulatory capital weights and/or bond eligibility conditions are 
serious and merit a deeper, separate analysis. Regulatory recommendations in this area do not 
seem to have matured to the point of making detailed rules possible, however your Rapporteur 
raises the prospect of introducing certain rules in the interests of market stability. Finally, the 
issue of the effective duopoly of the two main agencies has to be confronted by means of a 
possible break-up of the agencies along lines of specialisation.


