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Annex VI

Use of Ratings in the Regulatory Process

The 1990s have witnessed an increased reliance on credit ratings by regulators in both
mature and emerging markets. Indeed, the ratings are used in rather similar fashions in all
countries. Perhaps the most extensive use of ratings has been to place investment restrictions
on regulated institutions (Tables A6.1 and A6.2). Another common regulatory use of ratings
relates to establishing capital requirements for financial institutions.1 Various countries
impose lower capital ratios for banks and haircuts on securities houses when they hold highly
rated securities. A third area of use relates to disclosure and issuance requirements. Initially,
disclosure requirements for issuers of investment-grade securities were reduced.
Subsequently, regulators specified that certain types of securities could only be issued if
rated, and they often imposed a minimum rating requirement on these issues. Most regulators
in emerging markets in Asia and Latin America currently impose a rating requirement on
issues of nongovernment bonds and commercial paper. Self-regulatory bodies such as stock
exchanges in the United States and Europe also impose rating requirements that issuers have
to fulfill in order to be listed.

Most regulators stipulate a list of recognized agencies whose ratings can be used to
satisfy ratings requirements. In Japan, for example, the ministry of finance has maintained a
list of designated Japanese and American ratings agencies since 1986.2 In the United States,
such agencies are referred to as Nationally Recognized Statistical Rating Organizations
(NRSROs), a term introduced by the SEC in 1975.3 To resolve the ambiguity created by
multiple and, at times, different ratings, most regulations accept the highest or second-highest

                                               
1 The recent proposal on capital adequacy requirements by the Basel Committee on Bank
Supervision to use credit rating to determine risk weight is reviewed in Box 4.2, Chapter IV.

2 The list today consists of the following agencies: Japan Rating and Investment Information,
Japan Credit Rating Agency, Moody’s Investors Service, S&P’s, Fitch IBCA, DCR, and
Thomson Bank Watch.

3 The list of NRSROs in the United States includes the major agencies (Moody’s, S&P’s,
Fitch IBCA, DCR, Thomson Bank Watch) as well as some smaller ones (McCarthy,
Crisanti). Several foreign rating agencies have applications pending with the SEC to acquire
NRSRO status.




















