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Abstract

Legal Policy Tasks for
Regulations of Credit Rating Agencies

in China

Jin Chunlai
Department of Law
The Graduate School

Seoul National University

Credit rating plays an important role in the sound growth of the capital
market by mitigating information asymmetry and reducing information
acquisition costs and regulatory oversight costs. But credit rating agencies
have been criticized owing to their contribution to outbreak and expansion
of 2008 Global Financial Crisis. It was pointed out that the credit rating
agencies have played a critical role in the credit reinforcement for issuing MBS
and CDOs which caused the financial crisis and failed to adequately assess

the risk of related securities by issuing erroneous ratings with the overly
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optimistic assumptions. Then, they downgraded related securities when the
housing prices began to plunge and many securities were defaulted, causing
panic in the market. In this regard, the public attention to the credit rating
agencies was heightened greatly, and the major criticisms centered on the
issues of conlflict of interest due to the issuer—pays—model, oligopoly by major
credit rating agencies, and civil liability to investors, and the major countries
tried to strengthen regulations on credit rating agencies by large—scale reforms
focus on these issues.

Notwithstanding a wave of reform initiated by major countries
worldwide, China, who hasn't been adversely affect during the 2008 financial
crisis, wasn't desperate for strengthening the regulations back then. However,
the capital market of China has grown rapidly since then, and drawbacks of
the credit rating market and regulatory system was magnified, becoming a
stumbling block to economic development. In response, China belatedly made
sweeping reforms in accordance with international trends and standards. As
a result, the existing regulatory system has extensively improved and a basic
framework of regulatory system based on modern regulatory methods has
been established. However, the problems such as the interference from state—
owned enterprises and the government due to the special market environment

and legal policy issues, inadequacy of supervision due to institutional
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regulation, and the lack of civil remedies to investors, which are
fundamentally important for restoring investor confidence remain unsolved,
so continuous reform is needed. Given that mainland credit rating agencies
are losing public confidence both in domestic and foreign credit rating
markets, which hinders the massive financing needed for China's economic
development, such reforms are more urgent.

From this perspective, this article analyses the problems existing in the
credit rating system and the necessity of regulatory after looking through the
social value of credit rating, imbued with purpose of seeking improvement
scheme for China's credit rating regulations. Then, we grasp the implication
to China's reform by looking into the regulatory reforms in the United States,
the EU and Korea. Finally, we present solutions to the problems found
through in—depth analysis of China's credit rating market and regulatory
system.,

Keywords: credit rating, regulatory licenses, reputational capital, gatekeeper
liability, conflict of interest, oligopoly, civil liabilities to investors
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