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		Abstract

		This paper discusses the SEC's regulation of the bond rating industry.  Until a few years ago this specific branch of SEC regulation was largely unknown outside the agency and the bond rating industry itself, even among knowledgeable Washington insiders.  But the SEC has actually regulated the industry since 1975: by limiting entry, in an indirect but powerful way.  As a consequence, incumbent bond rating firms are protected; potential entrants are impeded; and new ideas and technologies for assessing the riskiness of debt, and thereby the allocation of capital, may well be stifled.    

This entry regulation is an excellent example of good intentions having gone awry, via the law of unintended consequences.  The good intentions were to improve the safety-and-soundness regulation of financial institutions, and even to use market information to do so.  But the unfortunate result has been a distortionary entry restriction regime with respect to bond rating firms.    

Fortunately, there are better ways to achieve the desired goals - ways that would permit the SEC to cease these entry restrictions and nevertheless allow safety-and-soundness regulation of financial institutions to proceed in desirable directions.  If the SEC were to exit from its role as the entry regulator of the bond rating industry, financial markets' participants could then make their own decisions as to which firms and methods offer the best information as to the default probabilities and other relevant parameters with respect to debt issuances.    

This paper expands on these themes. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: Securities and Exchange Commission, entry regulation, bond rating industry, nationally recognized statistical rating organizations

	
	

	
    

    
	

	
	
		JEL Classification: G18, K23, L59

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			White,  Lawrence J. and White,  Lawrence J., Good Intentions Gone Awry: A Policy Analysis of the Sec's Regulation of the Bond Rating Industry (September 2005). NYU Law School, Public Law Research Paper No. 05-23,  Available at SSRN: https://ssrn.com/abstract=824204 or http://dx.doi.org/10.2139/ssrn.824204 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Lawrence J. White (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
					
					[image: New York University (NYU) - Leonard N. Stern School of Business, Department of Economics]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				New York University (NYU) - Leonard N. Stern School of Business, Department of Economics  ( email )

			

			
			
				
				
				
					44 West 4th Street
Suite 9-160
New York, NY NY 10012
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
					
					[image: Stern School of Business, New York University]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Stern School of Business, New York University  ( email )

			

			
			
				
				
				
					44 West 4th Street
New York, NY  10012
United States
212-998-0880 (Phone)
212-995-4218 (Fax)

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				      162

			

		
		
		
			Abstract Views

			    1,921

		

		
		 
		
			Rank

			  102,041

		

		
	


	
		
            
            	       14 Citations
		

	

	
		
			
				       17 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    NYU School of Law, Public Law & Legal Theory Research Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                NYU School of Law, Public Law & Legal Theory Research Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            4,599

                                    

                                    
                                        PAPERS

                                            1,250

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Jeanne C. Fromer at New York University School of Law

                                    

                                
                            

                        

                    

                
	
                    U.S. Administrative Law eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                U.S. Administrative Law eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              984

                                    

                                    
                                        PAPERS

                                            6,755

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        William Funk at Lewis & Clark Law School

                                    

                                
                            

                        

                    

                


        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Good Intentions Gone Awry: A Policy Analysis of the Sec's Regulation of the Bond Rating Industry

                        
                            By
                                
                                
                                    
                                    Lawrence J. White
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Good Intentions Gone Awry: A Policy Analysis of the Sec's Regulation of the Bond Rating Industry

                        
                            By
                                
                                
                                    
                                    Lawrence J. White
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Reducing Barriers to Services Trade: The U.S. Case

                        
                            By
                                
                                
                                    
                                    Lawrence J. White
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Focusing More on Outputs and on Markets: What Financial Regulation Can Learn from Progress in Other Policy Areas

                            
                                By
                                    
                                    
                                        
                                        Lawrence J. White
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Reducing Barriers to Services Trade: The U.S. Case

                            
                                By
                                    
                                    
                                        
                                        Lawrence J. White
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Credit Rating Agencies: Understanding Their Central Role in the Subprime Debacle of 2007-2008

                            
                                By
                                    
                                    
                                        
                                        Lawrence J. White
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l100 in   0.109 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
