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Abstract 
With the normalization of bond default events, the early warning ability of rating 
agencies before bond default has been paid more and more attention. This paper takes 
the general corporate bonds issued in 2016-2020 as the research sample, and 
investigates the relationship among the default warning ability of rating agencies, 
reputation capital and bond credit spreads. It is found that the stronger the early 
warning ability of rating agencies to bond default events, the higher the reputation of 
rating agencies; The higher the reputation of a rating agency, the lower the credit spread 
of newly issued bonds; Reputation capital has an intermediary effect between the default 
warning ability of rating agencies and the credit spread of newly issued bonds. In China's 
credit rating market, this paper examines the mechanism of rating agencies to establish 
reputation capital and influence bond credit spreads from the perspective of early 
warning ability of rating agencies to bond defaults, which makes up for the lack of 
research in related fields and provides micro-empirical support for the policy 
implementation of "optimizing structure and perfecting financial markets, financial 
institutions and financial product systems". 
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1. Introduction 

In the process of bond financing, bond credit spreads are the core content. It is a yardstick for 
measure bond prices, which comprehensively reflects the overall market risk of macro-
economy, the credit risk of medium-scale industry and regional economy, the operational and 
financial risk of micro-issuers. It is related to the financing cost of enterprises, the purchase 
strategy of investors and the control measures of regulators, so it is valued by all participants 
in the market. As an important financial intermediary in the capital market, rating agencies 
have no direct pricing power for debt instruments, but they can gain market credibility and 
accumulate reputational capital by publishing convincing research rating reports, thus playing 
the role of assisting market pricing. 
With the normalization of bond defaults, investors are most concerned about whether the 
rating agencies can send early warning signals of bond defaults to the market through timely 
and accurate adjustment of ratings before bond defaults, so as to help them reduce or avoid 
major losses. Therefore, the early warning capability of rating agencies for bond default events 
has become the main aspect for investors to investigate the rating quality of rating agencies. It 
is the main source of reputation capital and can affect the credit spread of bonds. At present, 
few studies have examined the quality of ratings from the perspective of the early warning 
capabilities of rating agencies before bond defaults.This paper attempts to empirically examine 
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the impact of the bond default early warning capabilities of rating agencies on the credit 
spreads of newly issued bonds. 

2. Theoretical Analysis and Research Hypothesis 

2.1. Early Warning Capability and Reputation Capital 
The theory of information asymmetry shows that there are significant differences in the grasp 
of transaction information between the supply and demand sides of funds in the capital market. 
Companies can rely on their information advantages to make "bad behaviors". Investors are 
constantly raising their investment risk expectations due to their information disadvantages 
and lack of trading confidence, which distorts the role of market mechanisms and leads to 
market failures. 
Therefore, many financial intermediaries need to be introduced in the capital market to 
alleviate the information asymmetry between the parties to the transaction and reduce 
transaction costs [1-2]. For financial intermediaries, reputation is the most important capital, 
because it determines the trust of enterprises and investors, the reliance of regulatory 
authorities, and market power [3], and these factors ultimately determine the long-term 
existence of financial intermediaries. In the bond market, rating agencies are important 
financial intermediaries, which not only have the function of risk disclosure, but also play the 
role of regulatory access[4]. 
The ability to predict credit risk events is one of the ways for rating agencies to play the role of 
risk disclosure, which will affect the construction of their reputation capital. The failure of 
rating agencies to warn Enron and WorldCom for bankruptcy has made other companies’ 
managements less reliant on credit ratings [5]. The research of deHaan showed that the “cliff-
edge” downgrading of structured financial products by rating agencies during the financial 
crisis had a spillover effect, which caused various participants in the market to question the 
rating quality of corporate credit ratings by rating agencies. At the same time, they have further 
reduced the efficiency of the use of corporate credit ratings [6]. Therefore, when the rating 
agency lacks the timeliness of early warning of the occurrence of credit risk events, all 
participants in the market will reduce the use of rating information, and the reputation of the 
rating agency will be damaged as a result. 
Bond default is also a credit risk event in the capital market. The early warning ability of rating 
agencies reflects the ability of rating agencies to identify risks, quantify risks and transmit risks, 
which will affect the construction of their reputation capital. Existing studies have shown that 
rating adjustments have information content and can have an impact on the price of securities 
in the market [7-8]. Compared with rating upgrades, the market response of rating downgrades 
is more significant [9-10]. In addition, the research of Christensen et al. showed that there is a 
significant serial autocorrelation in rating downgrade, that is, when the rating of the subject is 
downgraded, there will be a tendency to be downgraded again. [11] Therefore, the 
downgrading of bond ratings can be seen as a warning signal for bond defaults sent by rating 
agencies to the market. When the rating agency can downgrade the rating in a timely and 
accurate manner before the bond defaults, it will attract the attention of all market participants 
to a certain extent, thereby alleviating the risk contagion and spread when the bond default 
occurs. At the same time, rating agencies can gradually build reputational capital by repeatedly 
and promptly delivering bond default risk information to the market. Therefore, this paper 
proposes: 
Hypothesis 1: The stronger the rating agency’s ability to warn of bond default events, the higher 
the rating agency’s reputation. 
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2.2. Reputational Capital and Bond Credit Spreads 
Reputation theory shows that reputation can enhance the credibility of information. The high-
reputation financial intermediary market has higher recognition and greater influence, so it has 
more advantages in playing the role of information authentication and reducing financing costs. 
In the process of bond issuance, there are two important financial intermediaries, one is the 
underwriter, and the other is the rating agency. To a certain extent, their work determines the 
success or failure of bond issuance and the cost of bond issuance. In the field of underwriters, 
highly-reputed underwriters have effectively alleviated the information asymmetry between 
the two parties of the transaction through high-quality information screening and issuance 
certification.[12] Further research has shown that the reputation capital of underwriters can 
exert information and guarantee effects, thereby helping bond issuers to reduce financing costs. 
With the improvement of underwriters’ reputation, bond issuance credit spreads continue to 
decrease [13]. In the field of rating agencies, the research of Wang Xiongyuan and Zhang 
Chunqiang[14] shows that the reputation capital of rating agencies improves the market 
recognition of rating information, thus enhancing the reduction effect of credit rating on bond 
financing cost. Furthermore, the research of Huang Xiaolin et al. [15] found that after a rating 
agency was involved in a bond default event, the effect of its rating results on the "credit 
endorsement" of bond financing interest rates decreased significantly. Therefore, the 
reputation capital of the rating agency will affect the cost of bond financing. When the 
reputation of the rating agency is higher, the credit spread of the bonds issued by the rating 
agency will be lower. 
Therefore, this paper proposes: 
Hypothesis 2: The higher the reputation of the rating agency, the lower the credit spreads of 
newly issued bonds rated by it. 

2.3. Early Warning Capabilities, Reputation Capital and Bond Credit Spreads 
Based on the foregoing theoretical analysis, the early warning capabilities displayed by rating 
agencies in bond default events will affect the construction of their reputation capital, and their 
reputation capital will further affect the credit spreads of bonds. Then, when the rating agency's 
ability to warn of bond default events is stronger, its reputation is higher, and the credit spreads 
of newly issued bonds rated by it are reduced more obviously. Therefore, reputation capital 
plays an intermediary role between rating agencies' default warning capability and the credit 
spread of newly issued bonds, and the influencing path is: default warning ability → reputation 
capital → bond credit spread. Based on this, this paper proposes: 
Hypothesis 3: The stronger the early warning capability of the rating agency to the bond default 
event, the lower the credit spread of the newly issued bonds rated by the rating agency. 
Hypothesis 4: Reputation capital plays an intermediary role between the default warning 
capability of rating agency and the credit spreads of newly issued bonds rated by the rating 
agency. 

3. Research and Design 

3.1. Sample Selection and Data Source 
The data used in this study are all from Wind database. 
Bond default data comes from the default bond report section of the bond thematic statistical 
database. The sample selection process is as follows: 
(1) Extract the bond default samples from 2014 to 2020. 
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(2) In 2014 (the year when the first bond default event broke out), no rating agency 
downgraded the rating before the bond default, so the sample of bond default in 2014 was 
deleted. 
(3) According to the regulatory requirements of the Chinese bond market, rating agencies need 
to carry out regular and irregular follow-up ratings on general corporate bonds, general short-
term financing bills, general medium-term notes and general corporate bonds during their 
duration. Therefore, only four types of bonds are retained. 
(4) Exclude bond samples with repeated defaults. 
(5) For bonds that are simultaneously listed and issued on exchanges and banks, only one 
record of defaulted bonds shall be kept. After the above processing, a total of 271 first default 
bond samples were obtained to analyze the bond default warning capabilities of rating agencies. 
The bond issuance data comes from the newly issued bond section of the bond thematic 
statistical database. This paper extracts the data of general corporate bonds issued in 2016-
2020 as a research sample. The corporate characteristics of bond issuing companies and the 
bond characteristics of general corporate bonds are all from the Wind database. After merging 
and deleting missing values, 4135 general corporate bonds were initially selected for main 
effect analysis. 

3.2. Variable Definition 
(A) The dependent variable (𝑆𝑝𝑟𝑒𝑎𝑑 , , ) is the credit spread of general corporate bond i issued 
by rating agency j in year t. With reference to Fang Hongxing et al. [16], the yield to maturity of 
the bond minus the difference in the interest rate of the risk-free treasury bond during the same 
period is used to measure. When the risk-free interest rate of the bond in the same period is 
missing, the interpolation method is used to fill it. 
(B) The independent variable ( 𝑀𝑒𝑎𝑛𝑊𝑅𝐴𝑇𝐸 , ) is the annual average default warning 
capability of rating agency j for the defaulted bonds that occurred in year t. The specific 
calculation method is as follows: 
 

𝑀𝑒𝑎𝑛𝑊𝑅𝐴𝑇𝐸 , = ∑𝑊𝑅𝐴𝑇𝐸 , , /∑𝐷𝑒𝑓𝑎𝑢𝑙𝑡 , ,  
 
Among them, 𝑊𝑅𝐴𝑇𝐸 , ,  represents the default warning capability of the rating agency for the 
k-th default bond in year t, 𝐷𝑒𝑓𝑎𝑢𝑙𝑡 , ,  represents the k-th default bond that the rating agency 
𝑗 involved in the 𝑡 year. In the research of Cheng and Neamtiu [17], the author sets the 
timeliness and accuracy of the time point and magnitude of the rating downgrade by the rating 
agency as the weighted average rating level (WRATE).This paper draws on this indicator setting 
method and uses the weighted average rating level (WRATE) to measure the early warning 
capability of rating agencies for each first default bond. The specific definition is as follows: 
WRATE: Weighted average rating level, which is set to assign values according to the rating 
result of bonds by rating agencies within 360 days before the default of bonds, and multiply by 
the number of days each grade lasts. When the value of WRATE is larger, it indicates that the 
early warning efficiency is better. 
It is worth noting that this indicator involves the correspondence and assignment of the various 
grades of long-term and short-term bonds. Therefore, it is necessary to first correspond the 
grades of long-term and short-term bonds respectively, and then assign values. The 
corresponding basis and assignment are as follows: 
According to the "People's Bank of China Credit Rating Management Guidance Opinions" 
regarding long-term and short-term bond ratings and their meanings, this paper will 
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correspond and assign values to the long-term and short-term ratings respectively. The 
corresponding basis is shown in Table 1, and the grades and assignments are shown in Table 2. 
 

Table 1. Corresponding basis 

Correspondence 
Symbol and meaning of long-term bond 

credit rating 
Symbol and meaning of short-term 

bond credit rating 

Grade A-1 of short-term 
bonds corresponds to Grade 

AAA of long-term bonds. 

AAA: The ability to repay debts is 
extremely strong, basically unaffected 

by adverse economic environment, and 
the risk of default is extremely low. 

A-1: It is the highest-grade short-
term bond, with the strongest 
ability to repay principal and 

interest and the highest security. 

Grade A-2 of short-term 
bonds corresponds to Grade 

AA of long-term bonds. 

AA: The ability to repay debts is very 
strong, not much affected by adverse 

economic environment, and the risk of 
default is very low. 

A-2: Very strong ability to repay 
principal and interest and high 

security. 

Grade A-3 of short-term 
bonds corresponds to Grade 

A of long-term bonds. 

A: The ability to repay debts is strong, 
affected by adverse economic 

environment, and the risk of default is 
low. 

A-3: The ability to repay principal 
and interest is average, and the 
security is affected to adverse 

environmental changes. 

Grade B of short-term bonds 
corresponds to Grade BBB 

of long-term bonds. 

BBB: The ability to repay debts is 
average, greatly affected by adverse 

economic environment, and the risk of 
default is average. 

B: The ability to repay principal and 
interest is low, and the risk of 

default is average. 

Grade C of short-term bonds 
corresponds to Grade BB of 

long-term bonds. 

BB: The ability to repay debts is weak, 
extremely affected by adverse economic 
environment, and the risk of default is 

high. 

C: The ability to repay principal and 
interest is very low, and the risk of 

default is high. 

Grade D of short-term 
bonds corresponds to Grade 

C of long-term bonds. 
C: Unable to repay debts. 

D: Unable to repay the principal 
and interest on schedule. 

 

Table 2. long-term and short-term levels correspond to assignment 
Long term Short-term Numerical value 

AAA A-1 1 
AA+  2 
AA A-2 3 
AA-  4 
A+  5 
A A-3 6 
A-  7 

BBB+  8 
BBB B 9 
BBB-  10 
BB+  11 
BB C 12 
BB-  13 
B+  14 
B  15 
B-  16 

CCC  17 
CC  18 
C D 19 
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(C) Intermediary variables. In this paper, the China’s National Development Rank Reform 
Commission's ranking of credit evaluation results of six credit rating agencies is selected as the 
proxy variable of reputation capital of rating agencies. According to the score of the rating 
agency, assign values from 1 to 6 from the highest to the lowest. The higher the evaluation result 
(rank), the higher the reputation of the rating agency. When the rating result (Rank) is smaller, 
the reputation of the rating agency is higher. 
(D) Control variables. 
With reference to the research of Lin Wuanfa et al. [13], Huang Xiaolin et al. [15] and Zhang 
Chunqiang et al. [18], the controlled variables in this paper are mainly divided into three 
categories: (1) Bond Characteristic Variable, including Bond Size, Bond Credit, etc. (2) 
Characteristic variables of bond-issuing companies, including company size, financial leverage 
(Leverage), etc. (3) The Industry effect and Year effect of the issuer. The specific variable names, 
symbols and definitions are shown in Table 3. 
 

Table 3. List of control variables 
Variable name Symbol Definition 

Bond Characteristic Variable (BondControl) 
Bond issuance scale BondSize Bond issuance scale (1 billion yuan) 

Bond rating BondCredit 
AAA and A-1 take 4; AA+ takes 3;  

AA takes 2; AA- take 1 

ond maturity BondTerm 
Bond issuance period (years),  

if it is issued 6 months, it is 0.5. 

Guarantee or not Guarantee Dumb variable, which is 1 when the bond is guaranteed, otherwise 
it is 0. 

Interest rate type RateType 
Dumb variable, 1 if it is a progressive interest rate,  

0 otherwise. 
Company Characteristic Variable (FirmControl) 

Company size Asset Total assets at the end of the period (100 billion yuan) 
Financial leverage Leverage Ratio of ending total liabilities to ending total assets(%) 

Profitability ROE Return on net assets (%) 

Solvency Coverage Interest coverage ratio, (operating profit + financial 
expenses)/financial expenses 

Property right 
nature SOE 

Dumb variable, 1 for the state-owned enterprise 
 issuing bonds; otherwise, 0. 

Listed company List 
Dummy variable, 1 if the issuing enterprise is a  

listed company, otherwise 0 
Dummy Variable 

Annual variable Year dummy variable 
Industry variable Industry Dummy variable, Wind industry level 1 

3.3. Measurement Model Setting 
In order to test the effect and mechanism of bond default warning capability of rating agencies 
on the credit spread of newly issued bonds, this paper refers to the research and design of Lin 
Wuanfa et al. [13], Zhang Chunqiang et al. [18],and Wang Xiongyuan and Gao Kaijuan [19], and 
constructs the following four measurement models respectively: 
First of all, build model (1) to test the effect of default early warning capability on reputation 
capital. If 𝛽  is significantly negative, it means that the stronger the rating agency’s default 
warning capability, the higher its reputation capital. Hypothesis 1 is verified. 
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          (1) 

 
Secondly, build model (2) to test the effect of reputation capital on bond spreads. If  𝛽  is 
significantly positive, it means that the higher the reputation capital of rating agency, the 
smaller the credit spreads of newly issued bonds rated by it. Hypothesis 2 is verified. 
 

          (2) 

 
Thirdly, build model (3) to test the effect of default early warning capability on bond spreads. 
If 𝛽 is significantly negative, it means that the stronger the rating agency’s default warning 
capability, the smaller the credit spreads of newly issued bonds rated by it. Hypothesis 3 is 
verified. 
 

             (3) 

 
Finally, in order to test the intermediary role of reputation capital of rating agencies between 
bond default warning capability and bond credit spreads, the intermediary variable of 
reputation capital was further added to the model (3), and the model (4) was constructed. If 𝛽  
is significantly positive, it means that the mediation effect is established. Hypothesis 4 is 
verified. 
 

          (4) 

3.4. Sample Descriptive Statistical Analysis 
Table 4. Variable descriptive statistics 

variable Obs. Mean Median Std. dev Minimum Maximum 
Spreads 4135 1.863 1.431 1.199 -0.387 6.912 

MeanWRATE 4135 7.918 6.667 4.227 1 18.64 
BondSize 4135 1.270 1 1.057 0.0500 15 

BondCredit 4135 3.508 4 0.728 1 4 
BondTerm 4135 4.461 5 1.805 0.247 20 
Guarantee 4135 0.120 0 0.325 0 1 
RateType 4135 0.563 1 0.496 0 1 

Assets 4135 2.654 0.830 7.604 0.0100 105.8 
Leverage 4135 0.641 0.661 0.144 0.0360 0.952 

ROE 4135 8.199 6.654 7.791 -63.03 117.8 
Coverage 4135 6.834 3.172 144.2 -2605 5288 

SOE 4135 0.701 1 0.458 0 1 
List 4135 0.249 0 0.432 0 1 
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Table 4 lists the descriptive statistical analysis results of the main variables under the full 
sample. The results showed that the mean value of bond credit spreads (Spreads) was 1.86, and 
the median was 1.43，which shows that the issuance rate of general corporate bonds contains 
a certain risk premium compared with the treasury bond yields over the same period. The 
minimum value of the rating agency’s annual average default warning capability (MeanWRATE) 
is 1, the maximum value is 18.64, and the median is 6.67. The overall early warning efficiency 
is left-biased, which indicates that rating agencies tend to " cliff type " before and after bond 
defaults. The timeliness and accuracy of early warning needs to be improved. The statistical 
results of other control variables are shown in Table 4. 

4. Analysis of Empirical Results 

Table 5. Regression results of multivariate linear model 

variable 
(1) (2) (3) (4) 

Rank Spreads Spreads Spreads 

MeanWRATE 
-0.308***  -0.023*** -0.011** 
(-76.30)  (-6.05) (-2.08) 

Rank 
 0.057***  0.039*** 
 (6.27)  (3.00) 

BondSize 
-0.023* 0.002 0.001 0.002 
(-1.86) (0.19) (0.08) (0.16) 

BondCredit 
-0.087*** -0.873*** -0.877*** -0.873*** 

(-3.05) (-37.94) (-38.09) (-37.96) 

BondTerm 
-0.015** -0.026*** -0.027*** -0.026*** 
(-2.13) (-4.22) (-4.39) (-4.29) 

Guarantee 
0.328*** 0.523*** 0.541*** 0.529*** 

(5.79) (11.33) (11.79) (11.43) 

RateType 
0.083** -0.121*** -0.115*** -0.119*** 
(2.39) (-4.43) (-4.23) (-4.35) 

Assets 
-0.008*** -0.007*** -0.007*** -0.007*** 

(-7.08) (-6.71) (-7.15) (-6.80) 

Leverage 
-0.521*** 1.353*** 1.312*** 1.332*** 

(-4.32) (15.29) (14.77) (14.93) 

ROE 
-0.006** -0.008*** -0.008*** -0.008*** 
(-2.56) (-2.84) (-2.92) (-2.86) 

Coverage 
-0.000*** -0.000*** -0.000*** -0.000*** 

(-2.69) (-2.59) (-2.85) (-2.73) 

SOE 
-0.064 -1.075*** -1.074*** -1.072*** 
(-1.42) (-26.20) (-26.07) (-26.08) 

List 
0.151*** -0.034 -0.023 -0.029 

(4.09) (-1.12) (-0.77) (-0.96) 
Industry Controlled Controlled Controlled Controlled 

year Controlled Controlled Controlled Controlled 

Constant 
4.997*** 4.360*** 4.684*** 4.490*** 
(31.09) (37.26) (40.02) (33.29) 

N 4135 4135 4135 4135 
adj. R2 0.547 0.615 0.614 0.615 
Sobel Z    -3.154*** 

Mediating effect ratio    0.514 
Note: The t-values in parentheses, *, **, *** indicate a significance level of 10%, 5%, and 1% in turn. 
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Table 5 Model (1) takes the ranking of the evaluation results of the National Development and 
Reform Commission (NDRC) on rating agencies as the dependent variable, and the coefficient 
of the annual average default warning capability (MeanWRATE) of rating agencies is 
significantly negative at the 1% level. It proves that the higher the early warning capability of 
rating agency for bond default events, the higher the ranking of the evaluation results it gets, 
that is, the improvement of rating agency’s early warning capability for bond default helps to 
increase the recognition of rating agencies by regulatory authorities. Hypothesis 1 is verified. 
Table 5 Model (2) takes bond issuance credit spreads as the dependent variable, and the 
coefficient of the evaluation result rank (Rank) is significantly positive at the 1% level. It proves 
that the higher the ranking of the evaluation results obtained by the rating agency, the smaller 
the credit spreads of newly issued bonds rated by it, that is, the rating agency can use its 
reputation capital to reduce the bond issuance cost. Hypothesis 2 is verified. 
Table 5 Model (3) takes bond issuance credit spreads as the dependent variable, and the 
coefficient of the annual average default warning capability (MeanWRATE) of rating agencies 
is significantly negative at the 1% level. It proves that the higher the early warning capability 
of rating agency for bond default events, the smaller the credit spreads of newly issued bonds 
rated by it. Hypothesis 3 is verified. 
Table 5 Model (4) includes dependent variable (MeanWRATE) and intermediary variable (Rank) 
into the regression equation at the same time. The coefficient of the annual average default 
warning capability (MeanWRATE) is significantly negative at the 5% level, and the coefficient 
of the evaluation result rank (Rank) is significantly positive at the 1% level. It shows that the 
intermediary effect is established. The default early warning capability of rating agency affects 
the evaluation results of the regulatory authorities, thereby reducing the credit spreads of 
newly issued bonds rated by it. In order to ensure the accuracy of the intermediary test, this 
paper also conducted the Sobel test. Sobel Z is -3.154 and significantly negative at the 1% level, 
and the intermediary effect accounts for 51.4% of the total effect. Hypothesis 4 is verified. 

5. Main Conclusions and Policy Recommendations 

Credit rating is an important basic institutional arrangement in the bond market, which is 
related to the overall healthy development of the capital market. Credit rating agencies not only 
play an auxiliary pricing function when bonds are issued, but they also have the obligation to 
transmit bond risks in a timely manner during the duration of the bond. This paper takes the 
rating agency downgrading the debt rating before the bond default as an early warning signal. 
We empirically investigate the effect and mechanism of the rating agency's default warning 
capability on the credit spreads of newly issued bonds. 
The findings are as follows:(1) The stronger the rating agency’s ability to warn of bond default 
events, the higher the rating agency’s reputation; (2) The higher the reputation of the rating 
agency, the lower the credit spreads of newly issued bonds rated by it. (3) The stronger the 
early warning capability of the rating agency to the bond default event, the lower the credit 
spread of the newly issued bonds rated by the rating agency; (4) Reputation capital plays an 
intermediary role between the default warning capability of rating agency and the credit 
spreads of newly issued bonds rated by the rating agency. 
Under the background that China's battle to prevent and resolve major financial risks has 
achieved important phased results, further promoting the construction of the prevention, early 
warning, disposal and accountability system of bond default risk, and enhancing the forward-
looking, overall and initiative of risk prevention, which is conducive to promoting the high-
quality development of the bond market. Based on the research conclusions of this paper, the 
following policy suggestions are put forward: 
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First, establish an assessment and evaluation system for bond default early warning. Rating 
agencies are the main body to reveal the default risk of bonds. The tracking rating information 
released by them can transmit risk signals to the market, which is not only conducive to 
preventing and defusing the credit default risk of bonds, but also can avoid the diffusion and 
spread of individual risk to a certain extent. 
Therefore, the regulatory authorities should establish an assessment and evaluation system for  
rating agencies' default warning capability. This is conducive to enhancing the ability of rating 
agencies to continuously observe the future credit risks of companies during the bond duration, 
and reducing the market impact of bond defaults, so as to maintain the stable operation and 
development of the bond market. 
Second, cancel the mandatory bond rating and accelerate the establishment of a reputation 
mechanism for the credit rating industry. For a long time, the issue of conflict of interest caused 
by the "issuer pays model" has been widely criticized by the market. 
In order to guide rating agencies to reveal bond risks from the perspective of investors and curb 
the problem of falsely high ratings, China Securities Regulatory Commission and Dealers 
Association have successively cancelled the mandatory rating requirements for their regulated 
securities. 
In the short term, with the cancellation of mandatory ratings, market competition in the rating 
industry will further intensify. However, in the long run, with the promotion of market-oriented 
reform, investors' risk-taking awareness is gradually strengthened, and the demand for high-
quality rating services is increasing, which will make rating agencies pay more attention to the 
construction of reputation capital and seek long-term benefits. 
Third, improve the internal control of rating agencies and increase the punishment for illegal 
acts of rating agencies. In recent years, there have been some illegal behaviors in the rating 
industry, such as grade competition, buying and selling rating, benefit transmission and so on, 
which reflect the failure of internal control of rating agencies and the lack of rating 
independence. Therefore, the internal firewall mechanism of rating agencies should be 
strengthened to give full play to the internal governance efficiency of rating agencies. At the 
same time, the regulatory authorities should strengthen the punishment of illegal acts of rating 
agencies and strive to maintain the market credibility of the rating industry. 
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