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The Inflation of Bond Credit Ratings: Causes, Impacts and Countermeasures

SONG Min GAN Xu LIN Wanfa
(Wuhan University, Wuhan, China)

Abstract: As an important information intermediary in the financial market, credit rating agencies play a vital
role in bond pricing and increasing the allocative efficiency. However, the existing theoretical and empirical literature
finds that the issuer-pay model, conflict of interest, excessive competition and regulatory distortions result in the infla-
tion of bond credit ratings, which further impedes the functioning of credit ratings. Therefore, on account of the cau-
ses of rating inflation, this paper highlights the importance of regulating credit rating agencies. On the basis of exist-
ing literature, big data and the rating environment, this paper also points out future directions of research along the
lines of the heterogeneity of rating agencies, the nature of corporate equity, improvements in market information envi-
ronment, rating competition, default events and rating models.
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