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Asymptotix on the 
Ratings Agencies

•

 

We don't like them, we don't see 
what value they add, never have, we 
believe that the spirit of Basel is 
that you should DIY, 

•

 

Friday, 30 April 2010 

•

 

Comments

I come not to bury the Ratings 
Agencies, but to dismiss them

SEC may Order Ratings Agency To 
"Cease And Desist"

Submitted by John A Morrison

 

on 
Sunday, 9 May 2010. 

Henry Blodget

FT: Time to Reign in the Ratings 
Agencies

Submitted by John A Morrison

 

on 
Saturday, 1 May 2010. 

John Gapper

•

 

below what we have been saying 
about Ratings Agencies for the past 
twelvemonths. 

http://www.asymptotix.eu/content/standard-poors-and-moodys-criticised-over-financial-crisis#comment-786
http://www.asymptotix.eu/content/standard-poors-and-moodys-criticised-over-financial-crisis#comment-813
http://www.asymptotix.eu/content/standard-poors-and-moodys-criticised-over-financial-crisis#comment-813
http://www.asymptotix.eu/content/standard-poors-and-moodys-criticised-over-financial-crisis#comment-810
http://www.asymptotix.eu/content/standard-poors-and-moodys-criticised-over-financial-crisis#comment-810
http://www.asymptotix.eu/users/john-morrison
http://www.asymptotix.eu/users/john-morrison
http://www.ft.com/cms/s/0/28df0210-52f8-11df-813e-00144feab49a.html
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The quill pen and asymptotic 
approximation -

 

Posted by John A Morrison

 

on January 24, 
2009 at 11:00pm

•

 

I just want to take a forward view, I think burrowing around in all 
that historic toxicity with an accounting perspective looking for 
“the magic spreadsheet”

 

when the opportunity to integrate high 
performance analytics with “grown up”

 

data management exists, 
seems to be to be a bit like driving a Morris Minor London to 
Brighton on a sunny day, a gravy train of fees, but the context isn't 
relaxed is it; people are screaming for a solution, all over the

 

world.

 

http://www.analyticbridge.com/profiles/blogs/the-quill-pen-and-

 

asymptotic

•

 

This is a really important article from the august "Daily Telegraph" 
in the UK, it describes the process being undertaken right now to 
quantify a value for the structured products held off or on balance 
sheet by the UK banks, it focuses on the biggest and most 
controversial of the UK banks which WAS a player in this market 
game, RBOS for whose executives and ex-executives the UK press 
are beginning to sniff the opportunity for blood!

 

http://www.telegraph.co.uk/finance/4325899/Financial-crisis-just-

 

ho...

 

A quotation from the article: "In effect, to borrow Sir Fred's 
analogy, the Government-appointed debt hunters will be carrying 
out the accounting equivalent of dissecting all of those sausages 
and turning the constituent parts back into pigs. It will be a 
laborious, thankless task which is likely to take at least six 
months. But according to the Government, nothing less than the 
future of Britain's economy depends on it."

 

I just want to take a forward view, I think burrowing around in all 
that historic toxicity with an accounting perspective looking for 
“the magic spreadsheet”

 

when the opportunity to integrate high 
performance analytics with “grown up”

 

data management exists, 
seems to be to be a bit like driving a Morris Minor London to 
Brighton on a sunny day, a gravy train of fees, but the context isn't 
relaxed is it; people are screaming for a solution, all over the

 

world. Or is it me going nuts again?

 

Professor Michael Gordy of the Federal Reserve published the 
Asymptotic Single Risk Factor (ASRF) as a refinement of the 
Perraudin

 

Single Risk Factor approach early this millennium and in 
their papers on this challenge and requirement for risk 
quantification in structured products and banking in general these 
men evidence the futility of reliance upon the spreadsheet 
approach to risk quantification. Pre credit crunch it was frustrating 
and yet hilarious to see the banks and their advisers repeating the 
mistakes of the past, now the old process is being rolled out again, 
only this time its with public money and its actually driving the 
prime minister nuts! (I have some sympathy) all because this 
management layer is mathematically colour blind and terrified of

 

technology. Gordy's paper is here;-

 

http://ideas.repec.org/p/fip/fedgfe/2002-55.html

 

What was the comment quote during the acquisition? That Sir 
Fred’s policy was to acquire the structured products business of 
ABN Amro so that he could so obfuscate the combined balance 
sheet that it would have taken Einstein and Godel

 

at least 3 years 
to figure out what it was worth, maybe there is some second 
derivative motivation in this medieval process being undertaken 
by the banks and their advisers which only a paranoid could 
dream up. 

http://www.analyticbridge.com/profile/JohnAMorrison
http://www.analyticbridge.com/profiles/blogs/the-quill-pen-and-asymptotic
http://www.analyticbridge.com/profiles/blogs/the-quill-pen-and-asymptotic
http://www.telegraph.co.uk/finance/4325899/Financial-crisis-just-how-big-is-Britains-toxic-debt.html
http://www.telegraph.co.uk/finance/4325899/Financial-crisis-just-how-big-is-Britains-toxic-debt.html
http://ideas.repec.org/p/fip/fedgfe/2002-55.html
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The conflicts of interest of the Credit Rating 
Agencies (CRAs) -

 

The Credit Ratings 
Game

 

Tuesday, 31 March 2009

•

 

The Credit Ratings Game by Patrick 
Bolton; Xavier Freixas; and Joel Shapiro, 
January 2009

•

 

ABSTRACT: The spectacular failure of top-

 

rated structured finance products has 
brought renewed attention to the conflicts 
of interest of Credit Rating Agencies 
(CRAs). We model both the CRA conflict of 
understating credit risk to attract more 
business, and the issuer conflict of 
purchasing only the most favorable

 

ratings 
(issuer shopping), and examine the 
effectiveness of a number of proposed 
regulatory solutions of CRAs. We find that 
CRAs

 

are more prone to in inflate ratings 
when there is a larger fraction of naive 
investors in the market who take ratings at 
face value, or when CRA expected 
reputation costs are lower. To the extent 
that in booms the fraction of naive 
investors is higher, and the reputation risk 
for CRAs

 

of getting caught mis-

 

understating credit risk is lower, our model 
predicts that CRAs

 

are more likely to 
understate credit risk in booms than in 
recessions. We also show that, due to 
issuer shopping, competition among CRAs

 

in a duopoly is less efficient (conditional on 
the same equilibrium CRA rating policy) 
than having a monopoly CRA, in terms of 
both total ex-ante surplus and investor 
surplus. Allowing tranching

 

decreases total 
surplus further. We argue that regulatory 
intervention requiring upfront payments for 
rating services (before CRAs

 

propose a 
rating to the issuer) combined with 
mandatory disclosure of any rating 
produced by CRAs

 

can substantially 
mitigate the con?icts

 

of interest of both 
CRAs

 

and issuers.
•

 

http://www.econ.upf.edu/docs/papers/down

 

loads/1149.pdf

http://www.econ.upf.edu/docs/papers/downloads/1149.pdf
http://www.econ.upf.edu/docs/papers/downloads/1149.pdf
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Is the European Union legislating the 
Ratings process towards an Open Source 

Model?

 

Saturday, 25 April 2009

•

 

Approval of new Regulation will raise 
standards for the issuance of credit 
ratings used in the Community

•

 

http://europa.eu/rapid/pressReleasesActi

 

on.do?reference=IP/09/629&format=HTM

 

L&aged=0&language=EN&guiLanguage=

 

en

 

New rules for Credit Ratings Agencies 
include the following:

•

 

Credit rating agencies may not provide 
advisory services.

•

 

They will not be allowed to rate financial 
instruments if they do not have sufficient 
quality information to base their ratings 
on.

•

 

They must disclose the models, 
methodologies and key assumptions on 
which they base their ratings.

•

 

They must differentiate the ratings of 
more complex products by adding a 
specific symbol.

•

 

They will be obliged to publish an annual 
transparency report.

•

 

They will have to create an internal 
function to review the quality of their 
ratings.

•

 

They should have at least two 
independent directors on their boards 
whose remuneration cannot depend on 
the business performance of the rating 
agency. They will be appointed for a 
single term of office which can be no 
longer than five years. They can only be 
dismissed in case of professional 
misconduct. At least one of them should 
be an expert in securitisation and 
structured finance.

•

 

Financial Markets Banking Regulation 
and Supervision's blog

http://europa.eu/rapid/pressReleasesAction.do?reference=IP/09/629&format=HTML&aged=0&language=EN&guiLanguage=en
http://europa.eu/rapid/pressReleasesAction.do?reference=IP/09/629&format=HTML&aged=0&language=EN&guiLanguage=en
http://europa.eu/rapid/pressReleasesAction.do?reference=IP/09/629&format=HTML&aged=0&language=EN&guiLanguage=en
http://europa.eu/rapid/pressReleasesAction.do?reference=IP/09/629&format=HTML&aged=0&language=EN&guiLanguage=en
http://www.asymptotix.eu/blog/18
http://www.asymptotix.eu/blog/18
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The Point About Stress 
Tests

 

Tuesday, 5 May 2009
•

 

This morning I could be back at school or University, 
reading this; "City traders are braced for turmoil in UK 
financial sector stocks this week, when the Federal 
Reserve releases results of health checks on 19 US banks 
on Thursday. At least two big banks are believed to have 
failed the "stress tests"." from here: the Herald.

•

 

But it's just not the point! The article paints a picture of not

 

only the financial markets but also the risk departments of 
the banks themselves hanging around behind the bike 
sheds in short pants waiting to get punished as the 
government, like the headmaster in the shape of the US 
Treasury

 

reads out the results of stress tests (like 
examinations) which we know that two of the pupils have 
failed. It's ridiculous, the British Bankers Association 
yesterday warned the UK Treasury Select committee to 
stop criticising bank management! Until managers in banks 
do a little growing up and conduct their own stress tests to 
produce their own internal ratings of risk and their own 
estimates of economic capital then they are going to be 
treated globally not only by the authority of the state but 
also by the body politic as recalcitrant teenagers.

•

 

Why don't they realise (bank management I mean) that 
they have run out of road. They have been hanging around 
on the sidelines of the pitch rubbing tearful eyes 
complaining that statistics was "just too hard" for them 
(awwwwwwh) and they could not do it. They have been 
doing this for at least 6 or 7 years, Basel II made it crystal 
clear that they had to participate in a modern supervisory 
framework which required banks to conduct internal stress 
testing to quantify economic capital which supervisors 
would review and agree. They did not do it. Now (as we 
have blogged elsewhere on this site) a recent conference in 
Chicago, sponsored by REvolution Computing and 
MICROSOFT HPC has published detailed techniques on 
how to do stress testing in a Free (yes FREE) Open Source 
development environment called R. Still the banks are 
looking for a way NOT to do this! And they complain at the 
same time that the state is doing it for them. After they have 
created a financial and economic catastrophe the likes of 
which only my grandfather could remember!

•

 

I give up! Clearly the academics and some of the software 
industry is taking its social responsibilities seriously but the

 

banks are just tripping out 5-bullet lists of so-called good 
practice, the academics and the software engineers are 
stepping up to the plate, they can do no more, it seems to 
me, if the management incumbent in the banks will just not 
take its legal and social duties seriously and engage with 
the rest of society.

 

There is no room for recalcitrant 
teenagers in senior positions in society anymore, they hold 
us all hostage to their peccadilloes as they dance angels on 
pinheads avoiding what is required of them. Until bank 
management get a grip, accept that what they have been 
asked to do by Basel II is the only way forward and that 
expertise and technology exists NOW and is available to 
them and that they must deploy it then disruption to market 
activity and banking generally by state interference is 
inevitable with the consequent constraints upon the liberty 
of us all and disruption to free market pricing of credit and 
liquidity.

•

 

Rant over!

http://www.theherald.co.uk/business/news/display.var.2506081.0.markets_braced_for_results_of_banking_stress_tests_in_us.php
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Securitisation is a policy response to the 
credit crisis but predicated upon open 

stress testing

 

Friday, 15 May 2009

•

 

In a recent blog post;
•

 

European Parliament debate on CAD3 -The Future of 
Securitisation

•

 

We at Asymptotix stuck our neck out and said that between 
the lines.

•

 

“

 

….. clearly the argument about whether securitisation 
activity should be legislated out of existence or not, has 
been settled at a policy level both in the [European] 
parliament and the Commission. This is the first hint of 
more policy (and consequent enabling legislation) to come 
in that space, possibly including enabling legislation, 
similar to the CDS market initiative; clearly the Commission 
(and the parliament) have fully realised that Europe is dead 
without a wholesale Credit Market, i.e. a market in 
Structured Products but what we are going to see is a 
European ‘joined up’

 

market subsuming the unique German 
Pfandbreife

 

process into common standards of supervision, 
transparency and market operation in Europe for Structured 
Products and Wholesale Credit Markets.”

•

 

This morning, I attended the Brussels Economic Forum 
(organised by the European Commission, DG ECFIN). Jose 
Vinals

 

gave the keynote speech; he is Director, Monetary 
and Capital Markets at the IMF; he was appointed at the end 
of March this year, having been Deputy Governor at the 
Bank of Spain since July 2006, he holds a PhD. in 
economics from Harvard. He knows a thing or two about 
what he is talking about!

•

 

In a wide ranging speech deconstructing the policy of the 
IMF to banking supervision going forward Vinals

 

made one 
key point (among many), which is that of a three pillar 
policy response of the IMF to the crisis, pillar one for the 
IMF is the policy question, how can Securitisation Markets 
be restarted, how quickly and in what manner can they be 
made transparent and amenable to supervision?

•

 

He continued in the Q&A that he sees Stress Testing as an 
aspect of Transparency and Supervision but a pointless 
exercise if not Open and explicable, he pointed out that 
Governments conducting Stress Testing in a closed 
(‘private language’) fashion are positioned in exactly the 
same hateful place as the Ratings Agencies! Stress Tests 
as a purely political exercise are counter-productive.  

•

 

He argued that "we need to know that we know" that Stress 
testing is Open and that techniques are common. This 
Openness is the second pillar of the IMF policy response to 
the crisis, Disclosure. As Jose Vinals

 

argued in conclusion 
(and as asymptoix

 

has argued repeatedly for months) 
“financial innovation is GOOD!”

 

We need to scrutinize 
Financial Innovation in an Open fashion, we need to 
scrutinize and explain the concept of triple-A, we need to 
blow away the smoke and mirrors with Openness!

http://www.asymptotix.eu/content/revision-b%C3%A2le-ii-directive-gets-green-light-european-parliament-cad4-arrives#comment-28
http://www.asymptotix.eu/content/revision-b%C3%A2le-ii-directive-gets-green-light-european-parliament-cad4-arrives#comment-28
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A New York City Court Judgment: Are the 
Ratings Agencies finally going to admit 

defeat?

 

Thursday, 10 September 2009

 

|

•

 

Its only a matter of time but this is a stake in the back of these 
vampires!

•

 

Effectively a Court Judgment has pealed away the "just Good 
Citizens" defence which the 1st amendment provides to all 
Americans, including "corporate citizens" from the Ratings 
Agencies. The Judge opined that "when a rating is distributed 
amongst a closed group then it is no longer an act of simple 
speech, it is an investment recommendation" (to paraphrase). 
Consequently the Ratings Agencies are now open to legal 
action for Fraud, since an "investment recommendation" is 
not protected by the 1st amendment.

 

It was shameful even 
trying that defence, in my view! But I agree with the judge! 
The judge was only ruling in the case of one specific SPV (of 
which we know there is tsunami size backlog of un-heard 
cases); this is just the first in a series of many in American &

 

European Courts I expect. The Official Details are below. I am 
indebted to excellent coverage of this issue on the channel 
CNBC the other lunchtime.

•

 

BARONS
•

 

REUTERS
•

 

Scheindlin

 

said the First Amendment's free-speech protection 
shouldn't serve as a blanket defense

 

for Standard & Poor's 
and Moody's Investors Service in a lawsuit brought by a 
group of investors suing over now worthless debt notes.

•

 

The judge said that ratings on notes that are sold to a small 
group of investors should not be entitled to the same kind of 
free speech protection as notes that are widely sold to the 
public at large. Historically, rating agencies have said their 
reports are opinion and protected by the First Amendment.

•

 

BLOOMBERG
•

 

CNBC
•

 

The business model is clearly in free-fall to crash at the 
bottom of a ravine! (Where they deserve to be!) There seems 
in my view no breaks in the downward crash now for the 
Ratings Agencies. The board at McGraw Hill must be terrified, 
however calm they appear in front of TV cameras. Good 
Riddance to them I say, the behaviour of the Ratings 
Agencies in the "Teeth of the Gale" of the Crash one year 
ago, was cowardly and self oriented in my view, downgrading 
all the bonds they had initially rated highly and thus obviously

 

exacerbating market conditions, it was clear to anyone who 
had line of sight. They deserve what they get!

•

 

The more interesting question now that business model is 
broken, is what is going to take its place? I never got the 
model whereby we had to recognise what were commercial 
entities as somehow "infallible" in making investment 
recommendations. Now neither do the American Courts. So 
rating a piece of debt in future is likely to be treated similarily

 

to Stock Broking Research and Corporate Advice generally. 
Obviously Rating a piece of debt in any manner cannot be 
done without some form of (Financial) Predictive Analytic 
(FPA) so it is likely that debt rating services might be 
optimally sourced from small independent Quantitative 
Financial boutiques, simply providing the execution of factor 
models for debt rating services, which in the past the Ratings 
Agencies built their now battered reputation from. It's a 
Strategic Thought!

http://online.barrons.com/article/SB125209264825887183.html
http://blogs.reuters.com/commentaries/2009/09/08/wall-street-is-being-judged/
http://www.bloomberg.com/apps/news?pid=20601087&sid=aljZW_2u3T7o
http://www.cnbc.com/id/32734618
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Standard & Poor's and Moody's 
criticised over financial crisis

 

Friday, 23 April 2010

•

 

The behaviour of two credit rating 
agencies in the run-up to the financial 
crisis has been criticised by US senators 
following an investigation.

•

 

The Senate committee said Moody's and 
Standard & Poor's instilled "unwarranted high 
confidence" in certain risky financial products. 
It also said that they were influenced by the 
banks that paid their fees. The committee will 
hear testimony from current and ex-officials of 
Standard & Poor's and Moody's later on 
Friday.

•

 

'Massive economic damage'
•

 

The Permanent Subcommittee on 
Investigations committee said the agencies 
must share some of the blame for the severity 
of the financial crisis. It also said firms let their 
drive for profits affect the ratings they issued. 
The panel's chairman, Democrat senator Carl 
Levin, said the agencies had let banks "sell 
high-risk securities in bottles with low-risk 
labels". Senator Levin said once the crisis 
emerged rating agencies had failed to 
acknowledge the problems fast enough. That, 
he said, led to mass downgrades of billions in 
investments, rocking the financial system and 
triggering the crisis. "By first instilling 
unwarranted confidence in high risk securities 
and then failing to downgrade them in a 
responsible manner, the credit rating agencies 
share blame for the massive economic 
damage that followed," said Mr Levin.
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Comments

 

Improving EU supervision of Credit Rating Agencies -

 

FAQ

 

Submitted by Peter Lindmark

 

on Wednesday, 2 June 2010. 
Why is the European Commission proposing amendments to the 

Credit Rating Agencies (CRAs) Regulation?

•

 

The Credit Ratings Agency Regulation was adopted in 
April 2009, following a proposal by the Commission in 
2008. More information on the content of the regulation 
can be found in the attached press release: IP/09/629

•

 

At the June 2009 European Council, Heads of State and 
Government called upon the Commission to come 
forward with proposals on a centralised system for 
supervision of Credit Rating Agencies (CRAs) at EU level. 
The European Commission has now delivered on this by 
proposing amendments to the supervisory framework for 
CRAs. Under the Commission's proposal, the European 
Security Markets Authority (ESMA), a new European 
supervisory authority should have direct supervisory 
powers over credit rating agencies. This is in line with 
the recommendations from the De Larosière

 

group, who 
made the case for centralised EU supervision of CRAs

 

in 
its report of 25 February 2009. The European Parliament 
also requested centralised supervision for CRAs

 

at the 
moment of the negotiation of the CRA Regulation.

•

 

In 2009, when the current CRA Regulation (which will be 
fully effective from December 2010) was negotiated, it 
was considered to entrust an EU agency with the 
registration of CRAs. However, at that time, the 
establishment of a new European supervisory 
architecture with European Supervisory Authorities had 
not yet been decided. Therefore, the CRA Regulation 
introduced a supervisory model in which national 
competent authorities working together in colleges and 
coordinated by the existing Committee of European 
Securities Regulators (CESR) would be responsible for 
the supervision of CRAs. The CRA Regulation stated 
though in a recital that the college structure should only 
be a preliminary solution and advocated a more 
consolidated supervisory framework in the mid term.

•

 

How will registration and supervision of CRAs

 

be 
organised?

•

 

Through the European Securities and Markets Authority 
(ESMA) which will be responsible for:

•

 

the registration and supervision of credit rating agencies: 
CRAs

 

will have to apply for registration with ESMA, 
which will then decide on each of them

•

 

day-to-day supervision, i.e. it will monitor that the CRAs

 

comply on an ongoing basis with the rules of the CRA 
Regulation. In order to be in a position to do so, ESMA 
will be endowed with a set of supervisory powers, such 
as requesting relevant information, hearing of persons, 
examining records and conducting on-site inspections. 

•

 

taking appropriate supervisory measures if it has 
discovered a breach of the CRA Regulation , ranging 
from the issuance of a public notice to the withdrawal of 
the registration, depending on the seriousness of the 
breach. 

http://www.asymptotix.eu/content/commission-measures-safe-and-stable-financial-system-europe#comment-876
http://www.asymptotix.eu/users/peter-lindmark
http://europa.eu/rapid/pressReleasesAction.do?reference=IP/09/629&format=HTML&aged=0&language=EN&guiLanguage=en
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The Argument for Open Source in Financial 
Predictive Analytics

 

Submitted by John A Morrison

 

on Sunday, 20 
February 2011. 

•

 

The Central Banks, Universities, Software Vendors, 
individual developers and consulting firms are constantly 
publishing papers in the public domain about how to do 
modern risk management, most of these model risk 
management in R. There is no question that in general 
black box proprietary closed source predictive analytics 
have failed the banking industry and thus society through 
this crisis period. The detailed evidenced argument that the 
manner of implementing risk analytics is already done by 
the Central Banks and Academics is out there, this entails 
that there is no need for any single financial entity to re-

 

invent the whole domain intellectual capital of 
macroeconomic stress testing, for example. Most of the 
macroeconomic stress testing has been conducted in R by 
the Central Banks and Universities. The key business 
accelerator in Open Source is Community, particularly in 
Financial Predictive Analytics; since it is via the community 
in an open source framework that one's initial intellectual 
capital is gathered, that these assets are farmed.

•

 

The Community Open Source idea in relation to meeting 
Banking Supervision requirements is just the kind of 
innovation in thinking and technology that Europe should be 
exhibiting in the middle of this recession, to develop a path 
to the future and exit this recession on a stable trajectory 
such that a Crisis like the one we are in will never happen 
again. The Objective is to setup departments in individual 
banking entities which are capable of deploying the 
Community intelligence in R and thus obviate the need to 
re-invent the wheel continuously to meet Banking 
Supervision requirements.

•

 

There are commercial challenges to managing an Open 
Source project in-house. Some Banks can do it but it is 
"new stuff". All too often we ignore the real effects of "new 
stuff" on our project timescales. The impacts of technology 
change on IT projects in general and on the planning 
process in particular is often underestimated. You need to 
have the right knowledge and experience about the new 
stuff; methodology and development techniques; to plan 
and execute on its implementation.

•

 

There is no way that an ordinary user can manage all of the 
disparate communities and forges which exist and may 
develop in an open source development language that is 
they key deliverable of the support centre to appraise, unit 
test and understand all of the objects out there in the social 
or community networks. This stuff is complex, the code is 
complex, so are the questions which the code is supposed 
to answer, what is known as the pre-code methodology 
issue.

•

 

Therefore Robust and Rigorous Commercialized Support 
for the Community in terms not only of the development 
process but also of the methodological issues is 
fundamental to the success of this innovation.

http://www.asymptotix.eu/content/european-union-legislating-ratings-process-towards-open-source-model#comment-1598
http://www.asymptotix.eu/content/european-union-legislating-ratings-process-towards-open-source-model#comment-1598
http://www.asymptotix.eu/users/john-morrison
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2 Recent Positions on Ratings 
Agencies

 

1 April 2011.

•

 

Ratings Agencies Continue To Flail

•

 

Financial Stability Paper No. 9 -

 

March 2011
•

 

Whither the credit ratings industry?
•

 

Bank of England Working Paper
•

 

(in great demand on Linkedin

 

this 
week)

•

 

Rating agencies: an information 
privilege whose time has passed

•

 

Submitted by John A Morrison

 

on 
Friday, 26 February 2010. 

•

 

Nicolas Véron

 

argues rating 
agencies have failed the 
marketplace in the run-up to the 
crisis, as their risk assessment 
processes have been found wanting 
on a number of counts. It is not clear 
that conflicts of interests have been 
the root cause of this serious failure, 
even if such conflicts may have 
existed. More regulation of rating 
agencies will not be a sufficient 
response to the challenge posed by 
the agencies recent failings, and 
carries risks of its own. What is 
needed is a deeper change in the 
structure of the market for financial 
risk assessment services.

•

 

Briefing paper for the European 
Parliament’s ECON Committee

http://www.asymptotix.eu/content/new-york-ciy-court-judgment-are-ratings-agencies-finally-going-admit-defeat#comment-1740
http://www.asymptotix.eu/content/new-york-ciy-court-judgment-are-ratings-agencies-finally-going-admit-defeat#comment-1740
http://www.creditwritedowns.com/2011/03/ratings-agencies-continue-to-flail.html
http://www.bankofengland.co.uk/publications/fsr/fs_paper09.pdf
http://www.asymptotix.eu/content/new-york-ciy-court-judgment-are-ratings-agencies-finally-going-admit-defeat#comment-675
http://www.asymptotix.eu/content/new-york-ciy-court-judgment-are-ratings-agencies-finally-going-admit-defeat#comment-675
http://www.asymptotix.eu/users/john-morrison
http://www.bruegel.org/uploads/tx_btbbreugel/pc_rating_agencies_feb09.pdf
http://www.bruegel.org/uploads/tx_btbbreugel/pc_rating_agencies_feb09.pdf
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PUBLIC QUANTITATIVE ANALYTICS: 
ASYMPTOTIC ORGANISATIONAL 

LAYOUTS Saturday, 4 June 2011

 

|
•

 

The European Commission is not interested in the best interests of Greece or 
Greeks. So long as Barrosso

 

and VanRompuy

 

spin and spin and have Sarko

 

and 
Merkel onside then the European Commission can serve its own interests entirely. 
The problem, right now, is that Sarko

 

& Merkel alongside Obama and Cameron 
have an Economic Nightmare on their hands, their private sector economies are 
flatlining. Dying on the Operating Table. Isn’t it strange sometimes when you meet 
a senior Brussels official: they don’t seem to really know there is a serious 
recession outside Schuman? The (MS) Mission Statement of European 
Commission Directorate for Economic and Financial Affairs (DG ECFIN) states 
clearly that it is responsible for finding an economic solution to the present crisis. 
It’s doing a grand job at that eh? DG ECFIN, the MS continues is responsible for 
The Stability and Growth Pact (a treaty of the European Union) &

 

the supporting 
‘Excessive Deficits Procedure; (adopted, 1997). In short DG ECFIN

 

had (& I 
believe, continues to have) “Quantitative Authority”

 

at (European Ministerial) 
level! 

•

 

The Stability and Growth Pact was adopted 14 years ago. Its objective was and 
remains “to enforce fiscal discipline in the EU”

 

quantitatively. Since then DG 
ECFIN has been responsible for definitive macroeconomic figures.

 

DG ECFIN has 
been responsible for estimating and assessing EU member states deficits; 
particularly public/fiscal but private sector too; for 14 years.

 

Obviously it never 
got that estimate right for Greece once in 14 years! Not even close obviously! How 
many revisions to estimates of Greek default factors have been published in the 
last 12 months? It’s embarrassing, turgid! But it’s too important a number just to 
ignore in my view! The world economy (Stock Markets [Capital]) /

 

‘Employment 
Numbers’

 

(Labour) & Bond Markets will not stabilize on a ‘fair value’

 

floor until an 
equivalent price is found for Greek liabilities (public and private)! It’s that simple, 
it’s that important! Pivotal! For 14 years that number has been the

 

purview of DG 
ECFIN. It seems that, not once did it get it right. One lesson from the depths of 
this depressingly slow burn Greek disheveling must be that on the quantitative 
side at least the European Commission was frequently wildly out on crucial 
figures for 14 years! It was so bad that it has taken the IMF several re-tries to get it 
right! We still don’t the right answer; all we get is Commission spin none of which 
makes any sense, even under strict change control.

•

 

Something needs to change, that’s for sure. I am not suggesting another 
organizational layer in addition to ratings agencies; I am thinking transparent 
here! Possibly after their inevitable demise. But under these circumstances, given 
the clear evidence over time surely a new organizational layout should be 
considered for this aspect of European Commission activity? Surely that much 
must be true? Evident. It will not just be ECFIN which suffers from diminished 
quantitative abilities in the whole Commission thing I would wager but ECFIN is 
rather ironic!   Doing Quantitative Stuff accurately means doing

 

it properly first 
time around not “falderal”

 

in big meeting rooms with laptops. Investing in it 
properly, modeling over time; requires ‘proper’

 

Computing Power. Actually being 
able to execute and test in one day DOES make a difference to everyone from the 
beginning. Particularly when one does have to engage colleagues who may not be 
as mathematically literate as necessary in the first instance. But that is just the 
way it is today; there is a set with an undefined taxonomy of complex statistical 
values which constitutes a fundamental ‘social value’

 

today -

 

such as the real true 
extent of Greek deficits which the public, the citizenry of Europe, have a right to 
know, accurately. 

•

 

Such numbers need to be ‘Right First Time’; OTM. They should be Open Public 
Data and reliable. Even the Discovery Process should be published. Effectively 
‘Open Source’

 

should be deployed so that everyone agrees what the numbers 
mean! At least. I said at the top; a new organizational layout is needed for 
quantitative activity in DG ECFIN & the EU Commission generally I suspect which 
injects some private sector thinking into the process but considers ‘Open Source’. 
The lack of reliable historic values will be one hurdle the current process is 
jumping over, so the quicker it gets fixed the better. But more than that we should 
all care about the accuracy of numbers produced by publicly accountable bodies 
who after all collect most data anyway. Some of these numbers do

 

matter and will 
matter increasingly at a level as fundamental as on social justice basis. So we 
should care about these important numbers & if the public sector

 

process is or is 
perceived to be sub-optimal then maybe some private sector support “burden 
sharing”

 

which could be more transparent is the way to go.
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Viviane Reding

 

(EU Commission) 
criticizes role of US credit rating 

agencies in debt crisis

 

Monday, 11 July 2011

 

|
•

 

Political leaders in Europe have expressed growing 
criticism of the power exercised by the three major 
credit rating agencies. EU Justice Commissioner Viviane 
Reding

 

said breaking up the big three was one option.
•

 

European Union Justice Commissioner Viviane Reding

 

has 
joined growing opposition to the power wielded by the three 
dominant, US-based credit rating agencies in the on-going 
eurozone

 

debt crisis that has brought Greece, Ireland and 
Portugal to the brink of economic collapse.

•

 

Reding

 

told Germany's Die Welt newspaper that "Europe 
cannot let itself be destroyed by three American private 
companies." She said there should be more transparency 
and competition in the way states and businesses are rated.

•

 

Reding

 

put forward two possible solutions: "Either the G20 
states should act together to break up the three American 
rating agencies. For example, we could demand that the 
USA make six organizations out of the current three. Or we 
should create independent European and Asian rating 
agencies."

•

 

She added that it should not be possible for a "cartel" to 
decide the fate of entire economies and their citizens.

•

 

Pressure from Germany
•

 

German President Christian Wulff

 

echoed Reding's

 

words, 
saying it was shocking that the rating agencies Standard and 
Poor's, Moody's and Fitch continue to exercise so much 
power but have not been held accountable for bad 
judgments.

•

 

He went on to say that policymakers have become too 
dependent on private actors in their approach to the debt 
crisis and need to "re-conquer the primacy of politics."

•

 

"We need to restructure the bank landscape, we need a 
different structure for the rating agencies and we, of course, 
need new mechanisms for sanctions," Wulff

 

said during an 
interview with television broadcaster ZDF.

•

 

Frank-Walter Steinmeier, the parliamentary leader of 
Germany's center-left Social Democrats, said that Standard 
and Poor's, Moody's and Fitch presented a serious problem 
for the stability of sovereign states.

•

 

"In the case of Greece, they slashed the country's rating 
because its debt was too high and didn't save enough," 
Steinmeier

 

said. "Later, they slashed Greece's rating again 
because the rigid austerity program did not result in growth."

•

 

"Severely suffering states are systematically driven into 
bankruptcy," he added.
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German Firm Wants to Set Up 
New Rating Agency

 

Monday, 11 July 2011

 

|
•

 

European politicians are blaming the escalation of the 
euro crisis on the major rating agencies, and are 
determined to break the monopoly of the "Big Three." 
Supporters of an intiative

 

by a German consulting firm 
to set up a European rival agency believe that their 
time has come.

•

 

The euro crisis also has its share of winners. They include 
Markus Krall, a management consultant with the Munich-

 

based consulting firm Roland Berger.
•

 

For months, he has been soliciting the support of banks, 
insurance companies and investment funds for a bold 
project: the establishment of a European rating agency. 
Krall

 

has to raise at least €300 million ($426 million) by the 
end of the year to develop a competitor for the 
controversial "Big Three" rating agencies: Moody's, Fitch 
and Standard & Poor's.

•

 

The campaign had gotten off to a slow start. But ironically, 
now that Europe is sinking more deeply into debt, Krall's

 

venture is gradually gaining momentum. "There is a very 
good chance that the idea is about to take off," he says.

•

 

Krall

 

is the beneficiary of a power struggle currently raging 
between the three major rating agencies and European 
governments. Last week, the experts at Standard & Poor's 
effectively rejected the current bailout program for Greece, 
when they warned that a plan to involve private creditors 
could lead to a "default" rating. Meanwhile, their 
counterparts at Moody's downgraded Portuguese 
government debt to junk status.

•

 

The entire euro rescue program has been on shaky 
ground since then, amid growing calls for a European 
counterbalance to the controversial New York and 
London-based agencies. A number of leading German 
politicians now support the Roland Berger initiative, 
including Bavarian Finance Minister Georg

 

Fahrenschon, 
Rainer Brüderle, who is parliamentary floor leader of the 
pro-business Free Democratic Party (FDP), and Volker 
Bouffier, governor of the western state of Hesse. The 
European Commission in Brussels has also indicated its 
approval.

•

 

"We will try to create a separate European rating agency," 
said European Commissioner for Internal Market and 
Services Michel Barnier

 

in remarks to SPIEGEL. But he 
also noted that this would take time and a lot of capital.
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