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German watchdog BaFin's Sanio calls for tighter rules for 
banks, rating agencies 
 
04.09.08, 7:02 AM ET  
 
FRANKFURT (Thomson Financial) - BaFin President Jochen Sanio told Die Zeit he 
wants tighter regulation of banks and credit rating agencies in the wake of the subprime 
loan crisis. 

'We have just passed almost two decades of deregulation, and now we can see the results,' 
the chief of the German financial watchdog said in an interview to be published 
tomorrow. 

Sanio said he is 'pretty stunned by the failure of U.S. rating agencies.' 

'I think it is only right to make (rating) agencies subject to international standards that are 
passed by global consensus among all regulators. Current rules need to be tightened.' 

The source of financial market turbulence was that U.S. mortgage banks 'handed out 
loans of increasing volumes to people unworthy of credit,' Sanio said, adding that 
'something like this must never happen again.' 
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EU's McCreevy says rating agencies must resolve conflict of interest 
April 18, 2008: 03:33 AM EST 
 
 
FRANKFURT, Apr. 18, 2008 (Thomson Financial delivered by Newstex) -- EU internal 
markets commissioner Charlie McCreevy said turmoil in the global credit markets proves 
that rating agencies must solve a conflict of interest between rating and advising on 
structured products. (NYSE:HZK)  
 
'The rating agencies cannot continue as hitherto and therefore I do not rule out regulatory 
measures,' McCreevy said in an interview with German daily Boersen-Zeitung. 
 
The option of establishing an independent external supervisor needs to be looked into, he 
said, and added that an international rather than a European solution is to be preferred in 
this regard. 
 
Asked about demands that credit institutes increase their capital reserves, McCreevy said 
these are unlikely to be incorporated in the proposed changes to Basel II, which will be 
submitted in October. 
 
'But I have no doubt that credit institutes will have to have higher capital reserves in two 
to three years at the latest. That is one of the core lessons of the crisis,' he said. 
 
McCreevy stressed that, despite recent criticism that the mark-to-market system for 
valuing assets may have intensified the crisis, he does not see a better alternative. 
 
Copyright Thomson Financial News Limited 2008. All rights reserved. 
 
The copying, republication or redistribution of Thomson Financial News Content, 
including by framing or similar means, is expressly prohibited without the prior written 
consent of Thomson Financial News. 
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CAs, rating agencies headed for a 
fight 
18 Apr 2008, 0229 hrs IST, Pankaj Doval, TNN 
 
SMS NEWS to 58888 for latest updates 
 

NEW DELHI: Chartered accountants and credit rating agencies are headed for a confrontation. 
Raising doubts over the processes adopted by credit rating agencies, ICAI, the top CA body, is 
planning to lodge a formal complaint with market regulator SEBI over lack of transparency and 
standardisation in the work of rating agencies.  
 
However, leading agencies like Crisil and Fitch have rubbished this claim.  
 
Ved Jain, president of ICAI, said there should be a regulatory body to monitor services of rating 
agencies and added that ICAI was "ready to take charge". "There are no standards or fixed 
parameters that rating agencies follow while giving reports and the whole process lacks 
transparency." Jain said there is an urgent need to devise certain standards.  
 
"We had already raised the matter with former SEBI chief M Damodaran and now plan to take it 
up again with present chief CB Bhave. ICAI can play an active part in managing the agencies 
and working out parameters for their functioning," Jain said. The ICAI could help in ensuring 
compliance to prescribed standards, he said, adding that its committee on corporate governance 
was studying the issue.  
 
Rating agencies assign credit ratings for debt obligations and debt instruments of companies. 
For this, they consider the issuer's credit worthiness, among other parameters. Importantly, they 
also rate public offers, which has a direct bearing on investors.  
 
However, ICAI's charges have been refuted by rating agencies. Roopa Kudva, MD and CEO of 
Crisil, said rating agencies are regulated by SEBI and they follow a transparent process. "India is 
among the first countries in the world where credit agencies are regulated and we follow 
stringent criteria for doing business. We need to renew our licences every three years and SEBI 
has a right to inspect us. We are regulated like any other market intermediary," Kudva said.  
 
She said rating agencies maintained "high level of transparency" and it would not be right to 
standardise processes. "If you do this, then you reduce the exercise to a mechanical check-box 
approach against our method of business, financial and management analysis."  
 
Amit Tandon, MD at Fitch Ratings India, said, rating agencies are regulated by SEBI. "Not only 
that, we also discuss with RBI on what we do." Tandon said systems and processes followed by 
rating agencies are transparent.  
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US lawmaker wants SEC to beef up credit rater rules  
Fri Apr 18, 2008 5:33pm EDT 
By Rachelle Younglai 
WASHINGTON, April 18 (Reuters) - The U.S. Securities and Exchange Commission may need 
more power to oversee the credit rating agencies and ensure that the ratings are accurate, a 
senior Democratic senator said on Friday. 
Credit rating agencies like Moody's Corp (MCO.N: Quote, Profile, Research) and Standard & 
Poor's (MHP.N: Quote, Profile, Research) have come under fire for their role in the subprime 
mortgage crisis that has roiled the U.S. credit market. Critics say they issued inaccurate ratings 
on securitized products backed by subprime mortgages, and were too slow to cut ratings after the 
products performed poorly. 
The SEC is considering additional rules for credit raters such as requiring better disclosure of 
past ratings, limiting conflicts of interest, and requiring rating agencies to differentiate between 
corporate bonds and more complex structured finance products. 
But Sen. Jack Reed, a Democrat from Rhode Island, said the SEC needed to "go beyond this 
and do much more." 
"Do they need more authority? That is an issue that should be on the table," Reed said in an 
interview with Reuters. "We have seen over the last several months some significant inaccuracies 
in ratings." 
Alternatively, the rating industry may need some kind of market mechanism or self enforcement 
mechanism that validates ratings, he said. 
"This is an issue that is staring the commission right in the face -- who will do it best?," he said. 
Reed, the chairman of a Senate banking subcommittee on securities and investment, also wants 
to give the SEC some $40 million more than it requested for its fiscal 2009 budget. 
The SEC is responsible for ensuring credit rating agencies follow their stated procedures for 
managing conflicts of interest as well as ensuring they make the adequate disclosures. The SEC, 
however, does not have jurisdiction over how the firms come up with their ratings. 
The SEC has not asked Congress to give it more authority over credit rating companies. 
The SEC, which is now functioning with three Republican commissioners and awaiting 
confirmation of two Democratic ones, indicated it saw no reason to expand its role. 
"At this point in time, I think that the commission is operating under the sense that we do have the 
authority that we need," SEC Commissioner Kathleen Casey told reporters on the sidelines of the 
Mutual Fund Directors Forum conference. 
Separately, SEC Chairman Christopher Cox said current law did not give the agency power "to 
actually critique the rating models or to substitute the government's judgment for the firms." He 
spoke to reporters on the sidelines of a U.S. Chamber of Commerce event. 
Congress acted two years ago to give the SEC more oversight of credit rating companies when 
lawmakers sought to encourage more competition in the rating industry. 
Reed is initiating an effort to give the SEC an additional $40 million to police the markets and 
protect investors. 
"I think it's appropriate, given the market turmoil, (and) given that the risk assessment by some of 
these companies was not adequate," Reed said. "In order for the SEC to engage risk 
assessment, they need additional resources." 
Reed said he was reaching out to lawmakers on the appropriations committee, which approves 
federal agency budgets. 
For fiscal 2009, the SEC is asking for about $914 million, an increase of less than 1 percent over 
the budget of the current year ending Sept. 30. 
(Reporting by Rachelle Younglai, editing by Richard Chang)  © Thomson Reuters 2008. All rights reserved. Users may 
download and print extracts of content from this website for their own personal and non-commercial use only. 
Republication or redistribution of Thomson Reuters content, including by framing or similar means, is expressly prohibited 
without the prior written consent of Thomson Reuters. Thomson Reuters and its logo are registered trademarks or 
trademarks of the Thomson Reuters group of companies around the world. Thomson Reuters journalists are subject to an 
Editorial Handbook which requires fair presentation and disclosure of relevant interests. 
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Senate Democrats Wary  
Of Foreign-Regulator Plan 
By JUDITH BURNS 
April 2, 2008; Page A10 
WASHINGTON (Wall Street Journal) -- Some Senate Democrats have this to say about a 
Securities and Exchange Commission plan for mutual recognition of high-quality foreign 
regulators: Not so fast. 
Sen. Jack Reed (D., R.I.) questioned the wisdom of the SEC's idea Tuesday and said he 
would be reluctant to accept it at a time when lawmakers doubt how well U.S. regulators 
enforce existing investor-protection regulations. 
Sen. Reed, chairman of the Senate Banking Committee's securities subcommittee, said he 
will express his concerns in a letter this week to SEC Chairman Christopher Cox and call 
for a Senate hearing on the mutual-recognition concept. 
Separately, Sen. Reed said he and Senate Banking Committee Chairman Christopher 
Dodd (D., Conn.) are seeking a Government Accountability Office report on the SEC 
enforcement division. Sen. Reed said he wants to know if the SEC has sufficient staff and 
funding to investigate wrongdoing and whether it has made fundamental changes in how it 
handles cases. 
Mr. Cox said a mutual-recognition system wouldn't be built quickly. "We're taking a very 
deliberate and measured approach," Mr. Cox said Tuesday. He also said he expects the 
agency would benefit from the GAO study sought by Sen. Reed. 
Mr. Cox has pressed for the SEC to create a system that would allow non-U.S. exchanges and 
brokers to have access to U.S. investors without being subject to U.S. regulation. 
Sen. Reed called for a slower pace, saying lawmakers first want an analysis of U.S. regulatory 
breakdowns in the issuance of mortgages to subprime borrowers and the marketing of securities 
based on mortgage payments. 
"I think you need to look back before you can go forward," Sen. Reed told reporters. 
Sen. Reed also criticized a Treasury Department blueprint for financial-regulatory change 
unveiled Monday by Treasury Secretary Henry Paulson. He said the recommendations miss the 
mark in key areas by ignoring accounting for securities backed by subprime loans and the role of 
credit-rating agencies that gave high ratings to such securities. 
"Any reform of the system has to reform credit-rating agencies," he said, adding that the SEC 
needs more authority over such firms "or a new agency needs to be established" to do it. 
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SEC commissioner hopes for credit 
rater plan 
Fri Apr 11, 2008 4:42pm EDT 
By Rachelle Younglai 
WASHINGTON (Reuters) - A U.S. Securities and Exchange Commission member said on Friday 
she hopes the agency will soon propose changes to the rules governing credit rating agencies, 
which have been criticized for assigning high ratings to products such as mortgage-backed 
securities. 
"It is my hope... that we would be able to propose amendments to our rules in the near term," 
SEC Commissioner Kathleen Casey told reporters on the sidelines of a Council of Institutional 
Investors conference. 
"We are trying to be sensitive to the fact that if we are going to be able to get rules in place in a 
timely way, that we would need to propose them soon," she said. 
Under consideration at the SEC is whether to require credit rating agencies, like Moody's Corp 
(MCO.N: Quote, Profile, Research), Fimalac SA (LBCP.PA: Quote, Profile, Research) majority 
owned Fitch Ratings and McGraw-Hill Cos Inc's (MHP.N: Quote, Profile, Research) Standard & 
Poor's, to differentiate between corporate bonds and structured finance products as well as make 
disclosures about past ratings. 
The rating agencies have been accused of failing to highlight the risks associated with assets 
secured by pools of mortgages, conducting weak analyses and granting higher ratings than 
warranted because they are paid by the companies or issuers whose securities they rate. 
As the SEC mulls the changes, Casey said the SEC should reduce any undue reliance on credit 
rating agencies and "at a minimum" carefully reevaluate all the references to the ratings in its 
rules. 
"I think there is a belief that the regulatory reliance ... has reinforced an overreliance on credit 
ratings," she said. 
Some of the SEC rules, such as those governing money market funds, rely on the credit rating 
agencies by requiring the funds to hold securities that are rated highly. 
Casey said the SEC should not favor one business model, such as one in which the rating 
agencies are paid by securities issuers, over another model, such as subscribers paying the 
rating agencies. 
The SEC's oversight of rating agencies was formalized 
and strengthened by 2006 legislation. Since then the agency has been examining their role in the 
subprime mortgage meltdown and whether they were influenced by companies and underwriters. 
The SEC is also looking at whether the raters followed their stated procedures for managing 
conflicts of interest in their businesses. 
Casey said the SEC must avoid micromanaging the credit rating agencies because that could 
drive up costs and produce unintended consequences. 
"Doing so would only add costs, offer at best negligible benefits, and likely have the unintended 
consequence of further enhancing the franchise of the entrenched incumbents," she told the 
conference. 
(Reporting by Rachelle Younglai, editing by Tim Dobbyn) 
© Thomson Reuters 2008. All rights reserved. Users may download and print extracts of content 
from this website for their own personal and non-commercial use only. Republication or 
redistribution of Thomson Reuters content, including by framing or similar means, is expressly 
prohibited without the prior written consent of Thomson Reuters. Thomson Reuters and its logo 
are registered trademarks or trademarks of the Thomson Reuters group of companies around the 
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CAPITOL REPORT 

Credit-rating agencies return to crosshairs 
By Robert Schroeder, MarketWatch 
Last update: 4:06 p.m. EST Nov. 26, 2007 

WASHINGTON (MarketWatch) -- It's tough to be a credit-rating agency these days. And it may 

just get tougher.  

Under fire for underestimating the danger of bonds backed by subprime mortgages, big companies like 

Moody's, Fitch and Standard & Poor's have weathered congressional scrutiny of their industry, seen a 

law passed in 2006 that clarifies how they're officially recognized by regulators and are now the 

subject of a Securities and Exchange Commission probe into whether they followed proper procedures 

for rating mortgage-backed securities. See earlier story.  

And if that wasn't enough, observers are debating how much further the ratings-industry needs to be 

changed.  

Add it up and it's looking increasingly like the folks who pass judgment on debt and securities are 

awaiting some kind of judgment themselves.  

The verdict for now, though? Uncertain. What is certain is that few appear to be satisfied with the way 

things are going.  

The ratings agency model is "now broken," says Kyle Bass, a managing partner at Hayman Capital 

Partners.  

He was answering a question posed at a recent event at the American Enterprise Institute titled "Is the 

rating agency system broken or fine?"  

Having to ask the question in the first place probably means it's at least shaky if not broken. What to 

do about it is more difficult, but there is no shortage of ideas.  

Bass and others say the companies should get rid of the "issuer-pays" system, for one thing. It strikes 

many as a big conflict of interest that Moody's and others are paid by the companies they rate. But the 

companies argue the current system saves investors money.  

"What we feel is important is the steps you take to mitigate any potential conflicts of interest," says 

Anthony Mirenda, director of corporate communications at Moody's. He says the company uses a 

number of safeguards including assigning ratings by committee. Analysts also aren't involved in fee 

discussions with issuers, he says.  

Vickie Tillman, executive vice president of Standard & Poor's Credit Market Services, told a Senate 

panel in September that without payment for ratings by companies, the public ratings issued would be 

subscription-based instead of free of charge to investors. Standard & Poor's is a unit of the McGraw-

Hill Cos. 
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Moreover, S&P says it's tightening its criteria and boosting the frequency of its reviews as well as 

modifying analytical models. It's also doing a survey of originators and their practices concerning data 

integrity, says a company spokesperson.  

Alex Pollock of AEI has another idea: let those who buy decide.  

"Why couldn't a group of major institutional investors set up their own rating agency?" Pollock asked 

the other day. Under Pollock's proposal, the agency would be capitalized by and paid for by the 

investors and work from their point of view.  

Ask Frank Raiter of Luminent Mortgage Capital and Clayton Holdings and he'll say the answer is 

having ratings agencies update their models at least once a year, use the same loan level data and 

publish their surveillance criteria. Raiter agreed that S&P, Moody's and the like are "severely 

disconnected," if not broken, but stressed that the blame for the subprime fallout has to be shared with 

issuers and investors. Read more subprime coverage.  

Those same issuers and investors, of course, are going to keep relying on the agencies for what 

Pollock characterizes as opinions about the future.  

And, as The Wall Street Journal reported earlier this month, some banks and hedge funds rely on 

credit ratings even when they know the ratings could be flawed, because many mortgage instruments 

are so difficult to value. On Nov. 9, The Journal reported that the ratings agencies looked poised over 

the next few weeks to downgrade hundreds of mortgage-related investments worth tens of billions of 

dollars, creating the potential for more market unrest.  

Investors and credit-raters still need each other. But with casualties mounting in Wall Street CEO 

suites over unexpected losses and the SEC still investigating the industry, expect lawmakers and 

regulators to keep trying to get the credit-raters into the repair shop.  

Robert Schroeder is a reporter for MarketWatch in Washington. 
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SEC seeks funds to oversee rating firms, Wall Street 
By Judith Burns 
Last update: 9:06 a.m. EDT April 17, 2008 

(Updates with further comment from SEC and lawmakers and background information, starting in 

seventh paragraph.) 

WASHINGTON (MarketWatch) -- Wall Street's top cop wants Congress to provide additional funding 

for federal oversight of investment banks and credit rating agencies, saying it is "vitally important" to do 

so.  

Securities and Exchange Commission Chairman Christopher Cox raised the issue Wednesday at a 

House Appropriations subcommittee hearing on the SEC's proposed $913 million budget for fiscal 

2009.  

The collapse last month of Bear Stearns Cos. (BSC) revealed a regulatory gap in oversight of 

investment banks on a consolidated basis, Cox told the House panel. While commercial banks are 

subject to such supervision by federal bank regulators, there is no counterpart for investment banks, 

only a voluntary program created by the SEC covering five of Wall Street's largest banks, including 

Bear Stearns.  

Cox said he thinks it is "vitally important" to have consolidated oversight of investment bank companies 

and urged Congress to consider mandating and funding such a program.  

"It doesn't exist now in law, I believe it should," Cox told lawmakers.  

In contrast, Congress gave the SEC new authority in 2006 to inspect and regulate credit rating 

agencies. Cox said the SEC is being very aggressive in using its new authority over rating firms and 

suggested that if it had gotten it a year earlier, "that would have made a difference."  

Rating firms, under fire for giving high ratings initially to securities backed by home mortgage loans to 

risky "subprime" borrowers, are getting more scrutiny from the SEC. Cox said he expects the agency 

will issue a proposal by late June to tighten rules for rating firms and provide more data on their track 

record, which he said should help enhance competition in an industry dominated by Standard & 

Poor's, a division of McGraw-Hill Cos. and Moody's Investors Service, a subsidiary of Moody's Corp.  

While the SEC didn't seek additional funding for credit-rating oversight in the past, Cox endorsed the 

idea of a dedicated funding stream for that effort and for the consolidated supervisory program.  

Cox told reporters after the hearing that although the SEC is shifting more funds and resources to both 

areas using its current budget, he hopes to reach agreement with Congress on a funding stream that 

would provide "the right amount" of new funds for such efforts.  

"How Congress chooses to do this is up to Congress," Cox added.  
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For its part, Cox said the SEC's consolidated supervisory program for Wall Street investment banks 

was "created out of thin air" using exemptions from SEC net-capital rules. Banks in the program - Bear 

Stearns, Goldman Sachs Group Inc., Lehman Brothers Holdings Inc., Morgan Stanley and Merrill 

Lynch & Co. - are able to reduce capital reserves in exchange for giving the SEC access to their entire 

operations, not just their registered brokerage and advisory units. Cox said the SEC offered the plan 

because "Europe was going to," and U.S. regulators wanted to prevent Wall Street's biggest banks 

from relocating to Europe.  

Without the voluntary program in place, regulators, including the Federal Reserve, would not have had 

any consolidated information available when Bear began its downward spiral in mid-March, Cox 

testified. He told reporters that he now wants to "formalize" the program and secure funding to run it.  

House lawmakers seemed open to the idea.  

"I want to be sure that you have the resources," said Rep. Mark Kirk, R-Ill. Rep. Jose Serrano, D-N.Y., 

who chairs the appropriations subcommittee responsible for the SEC's budget, worried that the SEC's 

proposed budget for fiscal 2009, which begins Oct. 1, won't be sufficient to the keep the best 

employees at the agency.  

Cox defended the plan to provide SEC employees with a 4.5% pay raise, including merit pay and cost-

of-living increases, and said the agency itself is doing its job "better than ever before."  

Asked about a recent U.S. Treasury Department blueprint for financial regulatory reform, Cox said 

although the SEC did not take part in producing it, he agrees with the goal of modernizing oversight of 

U.S. financial markets and market participants.  

Nearly all of the blueprint's recommendations, including a call to merge the SEC with the Commodity 

Futures Trading Commission, would require congressional approval, Cox noted.  

Pressed on whether he would favor such a merger, Cox said that would depend on how it is done. He 

said he could foresee "serious jurisdictional challenges" to an SEC-CFTC merger given that each 

agency is overseen by different congressional committees that may not want to give up their oversight 

role.  

-Contact: 201-938-5400  



  

Investors urged to look beyond credit 
ratings 
Reuters  
Wednesday April 16 2008  
By Natalie Harrison 
LONDON, April 16 (Reuters) - Investors need to carry out more credit work of their own before 
buying debt rather than relying on credit ratings, debt market participants said on Wednesday. 
The three major rating agencies -- Moody's Investors Service, Standard & Poor's and Fitch 
Ratings -- have come under fire in the wake of sharp downgrades on structured products with 
exposures to the U.S. subprime market to "junk" from triple-A. 
The recent Financial Stability Forum report, commissioned by the Group of Seven nations, 
recently called for tougher standards for ratings companies. U.S. Securities and Exchange 
Commission Chairman Christopher Cox said on Wednesday the SEC would soon propose more 
rules to police credit rating agencies.  
But speakers at a conference in London, organised by the Centre for the Study of Financial 
Innovation, said the role of rating agencies was limited. 
"Investors have to do more homework. Ratings are an interesting benchmark but they are just an 
opinion," said Joe Biernat, head of credit research at European Credit Management. 
Away from the troubled field of structured finance there was praise for the role of ratings 
agencies. 
"Ratings agencies have done a really good job on corporate ratings for a long time. There is a 
great deal of consistency," Biernat said. He described triple-A corporate rankings as "sacred". 
But there remains concern over a conflict of interest at ratings agencies who charge issuers, 
rather than investors, for assigning a rating. 
"No-one would deny there is a conflict of interest. The question is how to deal with it and whether 
there is an alternative business model," said Richard Hunter, managing director and regional 
credit officer for Fitch Ratings. 
"The market is looking for an opinion. If we can give a credible opinion, we will do it, but if we 
can't we won't." 
Fitch was praised for its recent decision to continue to rate U.S. bond insurer MBIA, which it 
recently downgraded to AA, the third highest investment grade, from AAA even after the company 
asked it to stop rating its debt. 
Hunter said there was pressure on agencies from other areas too. 
"We have had calls from Western European regulators asking us not to take actions on banks," 
he said.  
COMPETITION VS REGULATION 
A lack of historical information on structured credit performance was one reason touted as to why 
downgrades on securitised products have been so severe. It also called into question about 
whether some complex structures should be rated at all. 
"The real issue is not who pays for the ratings, but whether the ratings are accurate. People 
should be able to rely on the ratings. A triple-A should be a triple-A," said Sean Egan, managing 
director of Egan-Jones Ratings, where investors pay for ratings.  
"The current situation is not sustainable. It is broken. In structured credit, we have dramatic rating 
inflation and we're seeing the fallout from that now." 
There is also a place in the market for more buy-side research similar to that offered by 
independent research firm CreditSights which would help increase competition within the 
industry. 
Regulation could hinder that though, Hunter warned. "We can sustain regulation far more easily 
than a new entrant possibly could," he said. 
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The FSF recommendations include a separate rating scale for structured debt versus corporate 
bonds and proposals to raise capital requirements for complex debt. 
"Investors do not want separate scales. They want us to get the existing scale right," said Hunter. 
He also said that adding liquidity risk to ratings would be very difficult to do. 
(Reporting by Natalie Harrison; editing by Elaine Hardcastle) 
 



 
 
 
The Croesus Chronicles 

The Blame Game 
Robert Lenzner 04.18.08, 6:00 AM ET  

The blame game for the disastrous financial crisis is in full, unedifying bloom, especially as it is 
being played by former chairmen of the Federal Reserve Board, an eminent institution where 
ordinarily, discretion is better part of valor. 

First, there was former chairman Alan Greenspan blaming the bubble-bursting on "the investment 
community," and vainly trying to deflect the legitimate and well-deserved carping against his free 
market Ayn Rand ideology. 

Croesus thinks it is credible that regulators could have slowed the runaway train and limited the 
money-center banks from their reckless greed. Greenspan's need to defend himself smacks of 
worry about his place in history--fiddling while Wall Street burned. Indeed, the not-too-shy Barry 
Ritholtz of Fusioninvest.com sounded off some days ago, ladling 85% of the blame for the crisis 
onto Greenspan and an inexplicable 15% onto his successor, Ben Bernanke. 

Chiming in was another former Fed chairman, the austere Paul Volcker, in the most unusual and 
probably improper role of fingering current Fed Chairman Ben Bernanke for the radical policy 
moves that "extended to the very edge of its [the Fed's] lawful and implied power, transcending 
certain long-embedded central-banking principles and practices."  

Whew! No way you can read that sentence and not get the impression the purist former monetary 
boss was displeased with the $29 billion non-recourse loan made Bernanke's Fed made to 
JPMorgan Chase in order to stave off a devastating meltdown in the markets. 
 
The next day, Volcker admonished the press for misrepresenting his intentions, and broadened 
the blame game to the laissez-faire climate of benign supervision. There was no pressure to 
change--not on Washington, on Wall Street or Main Street, Volcker said, blaming the mess on 
"everyone." 

"The sheer complexity, opaqueness and systemic risks embedded in the new markets have 
enormously complicated both official and private responses," Volcker pointed out. All true, and he 
suggested the regulators can't handle complexity, opaqueness and systemic risk--a terrible 
admission that ranks as the domestic version of our intelligence operation before Sept. 11. 

In quite another class is the disgustingly egomaniacal ranting of former General Electric chairman 
Jack Welch against current GE chairman Jeffrey Immelt for foolishly--yes, let's admit it--predicting 
a steady 10% growth in earnings. 

"Here's the screw-up: You made a promise that you'd deliver this, and you missed three weeks 
later," Welch spouted, jumping on the bandwagon of attacks on Immelt. Let's be blunt. Immelt 
was foolish to predict gains when half the company is in the finance business and the finance 
business is suffering.  

Croesus blames the somnambulant experts on Wall Street, who are supposed to know that GE is 
half a lending company and thus must be compromised by ruinous credit markets. 



Remember? It was called GE Credit, once upon a time. The analysts should have scoffed at 
Immelt if they were on top of their games. 

Welch gets Croesus' "worst game blamer" award for the week by unnecessarily sticking it to his 
successor in a very public, quite undignified and highly egocentric manner. Welch has become a 
leading member of club of those ready to pounce on any opinion-making opportunity if there's a 
television camera there to capture it. Wise heroes of business with halos 'round their domes don't 
need to push their wares like this. It's unseemly and should tarnish Welch, Croesus hopes. 

Soon enough, there's going to be plenty of blame placed on the non-regulated, unsupervised 
operators in the credit markets who are responsible for the meltdowns that have required what 
Volcker called "taking the Fed to the brink of policy that might be considered illegal, and not in the 
province of the central bank."  

Clearly, a dangerous precedent has been established as many investors seem to believe 
mistakenly that the bottom for financial stocks has been reached. There wasn't much advanced 
expectation of Merrill Lynch's $10 billion writedown Wednesday. 

Get ready for a shock: Croesus has been told that every Wall Street firm knew it was selling risky 
securities to unsuspecting investors. Packagers like TCW and Pimco were putting these 
questionable securities in packages to be sold on to others and receiving substantial fees for 
being the middleman. And the rating agencies, which are meant to be supervised by the SEC, 
were free to get paid for putting their highest imprimatur on deals that were simply not solid. 

This blame game is going to be fought out in the courts. Investors will sue the investment banks 
and the packagers. Reinsurance companies may sue the investment banks and hedge funds 
whose holdings they guaranteed. Some $3 billion of Merrill Lynch's writeoffs, by the way, were 
deals with monoline insurers. 

The blame game has a long way to go. 

 

William  & Ann Watts
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Powerful trade bodies back rating industry change Duncan Kerr  
02 Apr 2008  

Two of the most powerful European investment industry bodies, representing institutional investors holding 
over €20 trillion ($31 trillion) of assets, are backing moves by an advisory group to the European 
Commission to force through change in the ratings industry, although they have stopped short of demanding 
greater regulatory oversight for the sector. 

In response to a Committee of European Securities Regulators’ consultation paper on the role of credit 
rating agencies in structured finance, the European Fund and Asset Management Association and 
the UK’s Investment Management Association broadly agreed with most of CESR’s assessment and 
proposals on improving transparency, monitoring and conflicts of interest. 

The development comes five days after the International Organization of Securities Commissions, the 
umbrella body for the world’s securities bodies, warned ratings agencies that it plans to strengthen an 
existing code of conduct to enhance the integrity and independence of the ratings process after months 
when it has been called into question.  In its response to the CESR consultation paper, EFAMA, which 
represents investors from 20 European Union member states with over €16.5 trillion of assets under 
management, said it agrees with most of CESR’s assessments and proposals, particularly in the areas of 
transparency, monitoring and conflicts of interest. 

It said: “An update of the IOSCO code of conduct to strengthen certain provisions in these areas will also 
have our support. However, there is no consensus as to the question whether the (reviewed) IOSCO code of 
conduct is a sufficient regulatory response or whether binding legislation is needed.” 

The IMA, which represents UK-based institutional investors managing close to £3 trillion (€3.8 trillion) of 
assets, was more critical of the ratings agencies on specific points, but nonetheless broadly agreed with 
CESR on much of its assessment and proposals to force change, although it warned against imposing some 
form of formal regulation on the industry. 

In its response, published yesterday by CESR, the IMA said it “strongly agrees with maintaining the current 
self-regulatory regime” principally because the “costs of regulation would far outweigh any benefits, 
particularly leading investors and regulators to place too much reliance on what are merely opinions.” 

The IMA added: “It is not clear that there is a market failure. Investors regard ratings as merely an opinion 
and the more weight regulators put on an opinion the more difficult it is for the credit analyst to change, thus 
slowing down opinion forming. Ratings are just one input into investors’ decision making process and as with 
all opinions, can be wrong.” 

Financial market regulators have been some of the fiercest critics of the ratings industry, with high-profile 
figures such as Michel Prada, France’s chief securities official and chairman of IOSCO’ technical committee, 
consistently rebuking them for their part in creating the complex securities at the heart of credit crisis and 
resultant multi-billion dollar losses. 

The response from EFAMA and the IMA – only two of 22 responses from prominent investment, banking, 
insurance and corporate treasurer industry bodies – comes seven months after the EC requested CESR 
review the role of credit rating agencies as part of its annual report on their compliance with the code-of-
conduct set out by the IOSCO. 

CESR said the purpose of the consultation paper was to seek comments on the conclusions it has drawn 
from its market survey and evidence gathering from the main ratings agencies Standard & Poor’s, Moody's, 
Fitch Ratings and DBRS. The consultation also sought views on the aspects of the self-regulatory regime 
compared with a possible formal regulatory regime. 
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SEC readies report on credit rating agencies Stephanie Baum  
23 Apr 2008  

The US Securities and Exchange Commission will issue a report this summer following an examination of 
credit rating agencies and their roles in the credit crunch as they prepare new rules governing their behavior. 

SEC chairman Christopher Cox told the US Senate Committee on Banking, Housing and Urban Affairs that the focus 
of the SEC’s research is to determine whether the ratings agencies violated their conflict of interest rules to determine 
their clients’ credit ratings. 

Cox told the committee that the SEC is looking at requiring more transparency for underlying assets of 
securities. 

The agency may also require that all companies have access to underlying data to prevent companies 
funded by investors from having a competitive disadvantage, he added. 

Cox said: “We expect the results of these staff examinations will provide significant and useful new 
information that will help not only the SEC, but also issuers and users of credit ratings in this country and 
around the world to address the problems we have seen with ratings of sub-prime related products.” 

Cox said 40 SEC staff were involved in examining credit rating agencies. He observed that ratings agencies 
increased the volume of structured finance deals they evaluated between 2004 and 2006, which grew more 
complex in line with the underlying securities for the loans. 

Lax loan underwriting standards coupled with the rise of credit risk transfer markets to increase risk 
protection and revenues contributed to the credit crunch, said Cox. 

Credit ratings agencies have been working to repair their image following the onset of the credit crunch. 

Although they initially gave structured products tied to the sub-prime mortgage market top AAA ratings, they 
later changed their positive assessments and downgraded them, wiping away their value. 

Moody’s Investor Services, Fitch Ratings and Standard & Poor’s are retooling some of their policies in an 
effort to restore market confidence. 

Separately, the Securities Industry and Financial Markets Association has assembled a task force to review 
credit ratings issues. 

Boyce Greer, Fidelity president of fixed income and asset allocation, and Deborah Cunningham, Federated 
Investors chief investment officer will serve as co-heads of the group. 

AllianceBernstein, JP Morgan Chase, Citigroup, Vanguard and Schroders will also take part. 

The task force will help advance a dialog between its members and rating agencies, initiated last year. The 
group will also work with government officials, legislators and regulators. 
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SEC re-examines regulatory reliance on credit ratings Shanny Basar  
15 Feb 2008  

Christopher Cox, chairman of the US Securities and Exchange Commission, said the SEC is investigating 
alternatives to the regulatory reliance on credit ratings due to the “shortcomings” of the agencies such as 
Moody's Investors Service, Fitch Ratings and Standard & Poor's in the sub-prime crisis. 

Since 1975, the SEC has used credit ratings to distinguish among grades of investment safety in various 
regulations under federal securities laws. In addition, a number of federal, state, and foreign laws and 
regulations use credit ratings in the same way. 

Cox said: “We are also re-examining the wisdom of the legislative and regulatory provisions that have 
granted a central role to the rating agencies in our markets. The recent market disruptions highlight the 
limitations of this arrangement.” 

He was appearing before the US senate committee on banking, housing and urban affairs, which held a 
hearing on the state of the US economy and financial markets. “I have also directed the staff to develop 
proposals for new, more detailed rules under the new Credit Rating Agency Reform Act that respond directly 
to the shortcomings we have seen through the sub-prime experience,” Cox said. 

The SEC may consider rules that would require credit rating agencies to make disclosures regarding past 
ratings as early as this spring. 

The regulators have been examining the role played by the ratings agencies in the sub-prime market turmoil 
since last summer as the agencies were publicly criticized for the inaccuracy of their ratings of sub-prime 
residential mortgage-backed securities and collateralized debt obligations. 

Cox said he expects to receive preliminary reports from these examinations in the coming months, with a 
final report in the early summer. The reports will focus on whether the agencies diverged from their stated 
methodologies and procedures in order to publish higher ratings, and whether their role in the process of 
bringing asset-backed securities to market impaired their ability to be impartial. 

In addition to the SEC’s examinations, the President's Working Group on Financial Markets is reviewing the 
role of credit rating agencies in lending practices, how their ratings are used, and how securitization has 
changed the mortgage industry and related business practices. 

The SEC also wants to increase the transparency of the key publicly traded financial institutions in their 
disclosures to markets and investors. In December last year the regulator wrote to 25 financial institutions 
highlighting specific disclosure issues that the firms should consider in relation to their exposure to off-
balance-sheet entities and certain structured finance products. 

The Division of Enforcement has more than three dozen sub-prime investigations underway, reviewing 
potential violations of securities laws by underwriters of mortgage-backed securities. Cox said: “Because 
these law enforcement investigations are underway, specific details remain confidential. It has not yet been 
determined in any particular case whether or not securities laws were broken.” 
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SEC is urged to step up policing of rating firms The Wall Street Journal  
16 Apr 2008  

Senator Charles Schumer met with Securities and Exchange Commission Chairman Christopher Cox to 
press the agency to increase its policing of conflicts of interests that may have contributed to bond-rating 
companies' missed calls in the housing market.  

The meeting was scheduled by Cox to brief the New York Democrat on the SEC's progress in considering 
new rules to more tightly regulate the rating companies, according to a person familiar with the matter. 

The companies—McGraw-Hill Cos.' Standard & Poor's, Moody's Corp.'s Moody's Investors Service and 
Fimalac SA's Fitch Ratings—have been forced to downgrade thousands of mortgage-related investments 
after their initial calls about the US housing market proved too optimistic in the last 18 months. 

"There has to be a lot more done about conflicts of interest" at rating companies, Senator Schumer said 
Tuesday evening. "I suggested to chairman Cox either prohibitions" that would limit some of these conflicts 
"or some really tough disclosures" that would tell investors how ratings were reached. 

Senator Schumer also asked the SEC to investigate whether Moody's on occasion switched ratings analysts 
from specific deals at the request of Wall Street bond issuers and altered its approach on certain deals after 
bond issuers complained. 

A Wall Street Journal article Friday showed how the company increased its market share in mortgage bonds 
while improving its relationships with many bond issuers. 

The SEC has been looking at a range of possible rules that would apply to rating companies, including a 
new scale for measuring mortgage-related and other structured-finance bonds. It is also considering conflict-
of-interest issues in ratings and whether various securities rules should temper their reliance on bond 
ratings. 

An SEC spokesman declined to comment on the meeting's specifics, but he said that Cox is "soliciting input 
from several members of Congress on the proposals the commission expects to consider as early as next 
month under the commission's newly given oversight of credit-rating agencies." 

A Moody's spokesman said the company has "no objection" to the SEC's continued examination of rating 
companies or any specific questions it has about Moody's. 

—Aaron Lucchetti, (212) 416-3705, aaron.lucchetti@wsj.com; and Kara Scannell, (202) 862-9223, 
kara.scannell@wsj.com. 
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New transparency rules for credit rating agencies  

SEC to introduce new rules to increase accountability of CRAs 

WASHINGTON – The US Securities and Exchange Commission (SEC) is to introduce new rules aimed at 
increasing the accountability of credit rating agencies (CRAs). The new rules would involve banning ratings 
agencies from consulting with investment banks whose products they rate. SEC chairman Christopher Cox told the 
Senate Banking Committee that as part of its investigation into how securities such as collateralised debt 
obligations (CDOs) – which CRAs were blamed for exacerbating the subprime crisis by giving low-risk ratings to 
high risk and ultimately illiquid products – were rated, his staff had seen "that the ratings process used to rate 
these products may have been less quantitatively developed than was generally believed". 

The rules are aimed at increasing the accountability of ratings agencies by requiring the CRAs to release the 
information used to rate subprime mortgage-backed securities to allow consumers to judge how the agencies 
operate and to compare the performance of the various agencies. 

The new rules will be introduced “in the near future”, according to Cox. 

Source: OpRisk & Compliance 
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