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Table 2 Regression Results for Adding Explanatory Variables Step by Step
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Table 3 Regression Results for
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Table 4 Regression Results for the Four Rating Agencies
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Table 5 Regression Results for Higher
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Table 7 Weighted Average One-year Rating Migration Matrix (2014 - 2018)
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Table 8 Five-year Rating Migration Matrix (2014 - 2018)
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BBB + % CCC 0.125  1.095 8497 2698  0.637 1664  0.141 20.225 64.919
SCEOR 1 100
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Abstract: With the rapid development of China’s bond market and the break of “rigid redemption” , the importance of credit
ratings has become increasingly prominent. Meanwhile, a series of problems such as the excessive concentration of ratings and
the accumulation of bond default risks exposed by the rating industry have caused the quality of the rating to continue to be
questioned by the market, which has aroused great concern of the related regulatory authorities. Therefore, it is of great signi-
ficance to test the quality of bond rating of rating agencies and establish an effective bond rating system.

This study examines the bond rating quality of China’s rating agencies from the perspectives of both rating consistency
and stability. First, we use the credit spread as a test indicator to construct an indicator system, and conduct a multivariate OLS
regression analysis with 6 226 corporate bonds from year 2008 to 2018 as a sample, and then test the rating consistency of the
overall 9 rating agencies and the rating difference of the four major rating agencies. Secondly, we construct a grade migration
matrix based on the Markov chain principle and the Cohort group classification method, and select 9 rating agencies’ rating
data on the 14 617 bond-issued companies from year 2014 to 2018 as samples to conduct a comparative analysis of the cross-
term one-year and multi-year migration matrix, with the purpose of testing the short-term and mid-to long-term bond rating sta-
bility of the rating agencies.

The consistency test results show that there is a significant inverse relationship between bond rating as well as issuer rat-
ing and credit spread, indicating that the bond rating of China’s rating agencies are generally consistent. However, due to the re-

latively high distribution range of debt ratings and the weak interpretation of the model by the debt rating variables, there may
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be a risk of an inflated rating. Meanwhile, the effect of bond rating on bond financing costs is affected by the issuer rating,
which indicates the higher the issuer rating, the smaller the impact of the debt rating on bond financing costs. In addition, the
bond rating quality of the four major rating agencies has overall consistency, and United Ratings and CCXI with relatively high
reputation have a better rating consistency than Dagong Global and CSCI Pengyuan. The stability test results show that bonds
with high credit rating basically present the characteristics of higher rating stability as the credit rating rises, and AA— level is
the watershed of rating stability. Moreover, the short-term stability of the rating is relatively good, while the mid-to-long-term
stability is poor, and there is a phenomenon of falsely high rating.

Based on the above research findings, we propose the following policy recommendations for relevant regulatory authorit-
ies. D To further establish a punishment mechanism for the rating industry and give play to the role of a reputation restraint
mechanism; @ To further break the “rigid payment” and strengthen the construction of the rating industry database; 3 To im-
prove the grade migration matrix analysis and establish a standardized rating quality inspection system.

Keywords: bond rating; quality test; corporate bonds; credit spreads; rating migration matrix
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