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Company ratings: useful information for 

banking relationships 
By Christophe Cahn, Mattia Girotti, Federica Salvadè 

The banking sector assesses the credit risks associated with borrowers. What are 

the consequences to be expected from the production of information by a third 

party? Exploiting a change in the rating methodology of the Banque de France, this 

post shows how the disclosure of more detailed information on companies can 

increase the supply of credit for their benefit. 

Chart: Companies with a fine-tuned

  

Source: Cahn, Girotti and Salvadè, 2018 

Note: The relative supply of credit is measured by the quarterly change in outstanding loans as a % of 

the total assets, adjusted for differences related, amongst others, to the sector, the period and the 

companies’ unobservable characteristics. 

In credit operations, the issue of information asymmetry is a major concern. The custodian of 

funds must ensure that the user will be able to guarantee repayment, while the former only 

partially controls the use of these funds. Benefiting from a de jure quasi-exclusive monopoly 
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of credit operations, banks have developed risk monitoring and supervision techniques that 

characterise their activity. 

Credit risk analysis is based on the use of a set of information, schematically broken down into 

two categories: (i) the verifiable information, most often drawn from financial statements, 

from which the bank may predict the probability that a company will go into bankruptcy  (e.g., 

the Altman score); ii) the information acquired during the interactions between the bank and 

the company, which therefore constitutes private information for the bank. Depending on the 

importance given by a bank to one or the other type of information, one refers to transactional 

or relational banking operations. 

The accumulation of private information which characterises relational operations confers an 

informational rent on the bank in possession of this information. In essence, there is no 

market for this information. It can thus be exploited by the bank in order to set lending 

conditions to its advantage vis-à-vis the related company that finds itself captive; in economic 

literature, this condition is known as a hold-up situation (see for example the theoretical 

developments of Sharpe 1990 and Rajan 1992). In the case of multi-bank companies, some 

banks will prefer to delegate their credit analysis function to those with privileged information 

(a free riding situation described by Carletti et al. 2007). 

In this context, credit rating agencies play a leading role as providers of information and help 

to partially address information asymmetry problems. Cahn, Girotti and Salvadè (2018) 

illustrate this point by analysing the reform of the Banque de France company rating 

methodology, which took place in 2004. 

 

The Banque de France rating and the methodological reform of 2004 

By assigning a rating to non-financial corporations, the Banque de France supports the 

implementation of monetary policy and the measures aimed at maintaining financial stability. 

Monetary and financial institutions can refinance themselves with the Eurosystem by pledging 

their claims held against companies, provided that the latter have a sufficiently high rating. In 

addition, this rating can be used by credit institutions to assess the robustness of their loan 

portfolio, in particular when calculating regulatory capital requirements (see Schirmer 2014 

for more information on ratings and their use). 

Credit risk analysis is characterised by a rating, which corresponds to a level on a rating scale. 

The Banque de France assigns this rating free of charge to companies whose turnover exceeds 

EUR 750,000. This rating, together with almost all of the underlying financial information, is 

then disclosed to the banking sector through the FIBEN company database. 

Up until April 2004, the rating scale had four levels. The Banque de France then fine-tuned this 

scale by creating intermediate classes and supplementing it with additional levels (see 

diagram). This reform mainly resulted in the introduction of additional thresholds applicable 

to certain financial ratios. These thresholds enable companies to be broken down within a 

same class. Thus, while the underlying financial information remained unchanged, the ratings 

of some companies increased (for example from 3 to 3++ or 3+), while those of others 

remained stable (3 to 3). In economic jargon, this methodological change constitutes a "natural 

experiment" which can be exploited to identify the effect of the rating on the supply of credit 

to firms. 
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https://www.fiben.fr/


EcoNotepad – post n° 108 
 

3 

 

Diagram: A more fine-tuned and diversified rating scale 

 

Source: Cahn, Girotti and Salvadè, 2018 

 

Consequences of the reform and lessons to be drawn 

Thanks to this reform, companies whose rating had been revalued were able to obtain 

additional credit, at least at the time of this revaluation (see Chart). Thus, recipient companies 

received an additional credit of about 1.2% of their total assets per year. 

However, it is worth examining the causes of this additional supply of credit. In particular, one 

should look at how it results from the information transmitted through the rating and the way 

in which it is used by banks. If banks use the informational content of the rating, the effects 

should be all the stronger as a bank has little information about its debtor. In this case, the 

effects of the reform would vary according to the informational differences that characterise 

the bank-firm relationship. 

There are two possible explanations for these differences. The first is that monitoring and 

supervisory activities generate costs for the bank. The second is that the incentive to perform 

these activities may depend on the extent of the bank's involvement in the credit relationship. 

Cahn, Girotti and Salvadè (2018) confirm this intuition. Their estimates show that the positive 

effect of the revaluation is all the stronger as the distance between the bank and its debtor is 

great or the number of products placed by this bank with its debtor is limited. In addition, the 

effects are all the stronger as the bank is less involved in the credit relationship, as is the case 

for a secondary bank. 

For the banking sector, there are two major lessons to be drawn: (i) Clearly, the 2004 reform 

increased the flow of information to banks; ii) The greater supply of credit from "secondary" 

banks suggests a reduction in the hold-up problem mentioned above. This is illustrated by a 

higher probability of establishing a new banking relationship after the reform, a result 

confirmed by econometric analysis. 

https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3072891
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For companies, this analysis confirms the positive effects of the reform. In the year following 

its implementation, it resulted in a 15 basis point decrease in the cost of credit and an increase 

in bank credit, which ultimately led to a rise in investment. 

 

 

 

 


