Statement of U.S. Rep. Bill Sali (R-ID)

To the House Committee on Oversight and Government Reform

Hearing on “Credit Rating Agencies and the Financial Crisis”

October 22, 2008

Mr. Chairman and Ranking Member Davis,

This hearing can provide a forum both on America’s standing in the global economy and the way ordinary Americans finance their homes, take out loans from their banks and so much more.  It is unfortunate that there is no bill before this Committee today.  Americans deserve swift and effective action from Congress; not more political theatre.
While the distinguished panel of witnesses before the Committee will address a number of matters relevant to the development of credit rating policy and the way such ratings have affected America’s financial system, it is fair to ask how all of this filters-down to the people I represent.

In Idaho towns like Middleton, Orofino, McCall and Sandpoint, as throughout America, people of modest means have been struck hard by the mortgage crisis.  Having been approved by regulators and lenders for loans, on the apparent basis that they could afford their loans, they now find themselves caught not only in mortgages with payments they cannot afford but also wondering, from month-to-month, to what financial institution they will write their mortgage checks.  My constituents are understandably outraged and are demanding answers. As elsewhere, in Idaho people are losing their job or suffering reduced income from an economy ravaged by unsound lending practices of the past.  
Clearly credit ratings are essential to the proper functioning of our economy.  They play a determinative role in evaluating whether firms and governments issuing bonds will be able to meet their bond obligations.  Whether issued by a financial house like Goldman Sachs, the State of Idaho, a developing economy in Southeast Asia or a major American corporation, let alone the U.S. Treasury, bonds are critical to the way the international economy works and to the prosperity of our own economy.  If a bond is downgraded, people lose money and investment slows.  Job creation lessens and the economy contracts.  

Earlier this year, President Bush’s Working Group on Financial Markets recommended that credit rating agencies make their evaluation process more transparent.  Investors need confidence that the complex modeling and assumptions exercised by credit rating agencies are sufficiently robust.  At the same time, investors must conduct their own risk assessments and take responsibility for both gains and losses alike.  (Source:  “Policy Statement on Financial Market Developments,” March 2008, The President’s Working Group on Financial Markets)  

Substantively, what concerns me is that credit rating organizations, like those before the Committee today, have awarded investment-grade ratings to myriad home mortgage-related securities.  This has proven a risky gamble, one whose danger has been proven as millions of Americans have lost their homes.

As Congress considers legislation to address these and related concerns, it is essential that we steer clear of the rhetorically excessive, simplistic dichotomy between positions advocating regulation versus deregulation.  Instead, Americans expect Congress to tackle complex problems with real solutions.  We must work to enact the right kind of regulation while safeguarding America’s economic freedom that gave rise to the most prosperous economy in history.  

Members of Congress owe it to their constituents to set priorities and uncover the primary forces underlying the current financial situation.  Credit ratings are only one piece of the puzzle.  We cannot simply point fingers and thump our chests and think we’ve done our jobs.  Many of my colleagues and I are eager to address root causes such as the role of prolonged low interest rates and the flagrant practices of Fannie Mae and Freddie Mac in fueling the housing bubble, not to mention their $175 million lobbying efforts to Members of Congress.  

All of us on this Committee should agree that these issues are of prime importance to the American people.  Yet that’s only the starting point.  Congress must move forward with prudence and care so as not to do more harm than good.  Good intentions aren’t enough.  Now is the time for calm deliberation and enacting long-term solutions, not quick and convenient fixes that will implode sooner than later.  That must be our common commitment, Mr. Chairman, and hopefully all members of Congress will work together on that basis.
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