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Valorization
In this part of the thesis I will discuss the valorization of the thesis. A valorization
is the process by which scientific knowledge can shape and influence the world and
have practical application. In this thesis I discuss a subject that is of immediate
concern not only to the academic community but also to policy makers and even
to the public at large. Credit Rating Agencies were heavily discussed during
the recent crisis and their behavior has sparked controversy. This was not only
the case during the financial crisis, when previously rated AAA financial products
defaulted and dragged banks and subsequently the world economy into the biggest
recession since 1929, but also during the more recent sovereign debt crisis that can
be regarded as a continuation of the financial crisis.
During the sovereign debt crisis, criticism of CRAs was again increasing. This came
mainly from European politicians who accused the agencies of not rating European
countries fairly and went as far as the accusation that the (US) credit rating
agencies were serving a political purpose. Thus, the discussion of establishing
a European rating agency as a result of the sovereign debt crisis that up until
this date did not come to fruition. As it can be deduced from this narrative,
the role of CRAs is an important topic that not only matters to academia, but
also to political actors, policy makers in the economic sense and the society as a
whole. To understand the impact of this thesis, we also need to review the rules
and regulations that have enshrined CRAs in their current position within the
financial system. Ratings serve to banks (and depending on the country also to
other financial institutions) as a guideline to how much capital they need to retain
for a given asset, dictated by the Basel rules. Thus, any change in ratings will
have an impact on the price and interest rate of the rated financial asset due to
changing supply and demand for said asset. This means the ratings have a direct
impact on the deficit and debt evolution of a sovereign nation. This fact should
give a strong indication why studying rating agencies is generally of value. Next,
I will outline the valorization of the individual chapters.
In chapter 2 I discuss the issue of path dependence and procyclicality. Both
should not be present in sovereign ratings. The latter because any rating that
is procyclical will give too high ratings during boom time and too low ratings
during a recession. The latter because it alleviates ratings of already highly rated
countries and conversely makes it more difficult for countries that have low ratings
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to achieve higher ratings. This has a direct impact upon the fiscal position of a
country. This chapter gives policy makers an indication that there are flaws in the
rating process. It should give an incentive to review this process. Also, given the
flaws in the process, it should impact the future discussion of capital requirements
and the connected usage of ratings for its determination.
Chapter 3 discusses the fundamental question whether sovereign ratings actually
reflect default probabilities. This is done by introducing a new estimator which can
be potentially of use in other applications such as testing effectiveness of central
bank communication. The fundamental question is of high importance to the
discussion on rating agencies and its role in the sovereign debt crisis. While the
CRAs were accused of not rating correctly, this chapter shows that there is indeed
a connection between default probability and rating. This again gives arguments
for the discussion by policymakers on minimum capital requirements in the Basel
rules. It should be noted that changing these rules has profound impact on banking
behavior and thus on the overall economy.
Chapter 4 addresses a different aspect of the sovereign debt crisis. I investigate
the economic impact of austerity programs for three different European countries.
The results of this chapter should have profound implications on the discussion
of how to approach the sovereign debt crisis in the Euro-area. Specifically its
analysis gives arguments in the debate to use austerity programs when saving a
country using one of the rescue mechanisms established by the ECB, the European
Commission and the IMF. Given the vast impact that these programs had in some
countries, as shown by the analysis, a change of direction in this matter will have
big economic implications.
In Chapter 5 I analyze the behavior of rating agencies between each other. Specifically, I investigate leader-follower pattern. Similarly to chapter 2 and chapter
3, the results of this chapter can shape the debate around the Basel accord and
the question whether ratings should be used for minimal capital requirements. As
already stated, any change to these rules could have an enormous impact on the
financial system and thus on the world economy.
In conclusion, this thesis elaborates on two separate topics that are of high importance. First of all, the question whether ratings should be given the weight
that they have in the current financial architecture, where I mainly supply policymakers with argument, due to the very technical nature of the topic. Second,
the question whether austerity measures are actually effective, which is a question
that gets debated not only amongst policymakers, but also in political circles and
in the society as a whole.
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