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This paper uses the Taiwan banking industry as its sample and
investigates the determinants of credit ratings and the effects of
enhanced competition on credit rating quality. The paper further
examines whether the rating shopping hypothesis holds. The results
show, first, that the factors that affect bank credit ratings are bank size,
profitability, capital adequacy and asset quality. Corporate governance
also affects bank credit ratings. Second, Taiwan Ratings Corp. does
not assign a favorable rating to banks when facing enhanced
competition, which supports the reputation mechanism hypothesis.
Third, banks that obtain lower Taiwan Ratings Corp. ratings, that are
larger in size and that have high growth opportunities tend to solicit
multiple credit ratings. However, these banks do not obtain a better

rating after taking sample selection bias into consideration.
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