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The Rating Game 
“If we don’t give them the rating, they’ll 
go to Moody’s—right down the block.”
S&P employee in The Big Short (2015)

NATION: CREDITONIA
FOUNDED: 1860 (S&P Global), 
   1909 (Moody’s), 1914 (Fitch)
CAPITAL: New York City, New York
POPULATION: est. 20,000 (employees)
GDP: $16.2 billion (revenues)
BUSINESS MODEL: “Pay to play.”

*****
Rating the Big 3 Credit Rating Agencies:  
The ‘Big 3’ credit rating agencies control an 
estimated 95% of the total credit ratings 
business. (S&P and Moody’s alone control 
80% of the market, and Fitch a further 15%.)
   What follows is a modest attempt to rate 
the ratings agencies themselves, based on 
their individual records and reliability.

S&P Global Ratings:
   The ‘big daddy’ of the industry, S&P 
(formerly Standard & Poors) offers in-depth, 
proprietary financial research and analysis 
on stocks, bonds, and commodities.
   In August 2011, following enactment of 
the Budget Control Act of 2011, S&P 
lowered the U.S.’s long term sovereign 
credit rating from AAA to AA+. 
   Although this was only one step down 
from a perfect rating, the unprecedented 
move caused a stir in government circles, 
and when the Justice Department brought 
federal charges of fraud against S&P a year 
and a half later—while curiously failing to 
similarly indict Moody’s and Fitch’s—
speculation ensued that the lawsuit may 
have in part been filed in retaliation for 
S&P’s decision to downgrade U.S. bonds.



   The lawsuit charged S&P with knowingly 
understating the risk underlying many of the 
$2.8 trillion worth of mortgage securities 
and $1.2 trillion in related structured 
financial products that it rated prior to the 
2008 sub-prime mortgage meltdown. 
(The agency’s lax attitude about its blatant 
conflicts of interest were scathingly 
parodied in the 2015 film The Big Short.)
   One of the firm’s analysts described a 
loophole in the ratings criteria “big enough 
to drive a Mack truck through.” Another 
confided to an investment banking client, 
“The leadership was concerned about 
pissing off too many clients and jumping the 
gun ahead of Fitch and Moody’s.” A week 
later—only a day before the agency finally 
acknowledged the mispricing—the same 
analyst referenced a famous scene in the 
movie Trading Places, emailing a colleague 
“Downgrade, Mortimer, downgrade!”
    S&P ultimately settled the lawsuit—the 
first federal enforcement action against any 
of the three major credit rating agencies— 
by agreeing to pay $1.375 billion in fines. 
And while internal communications proved 
conclusively that the reason the firm’s 
executives didn’t downgrade bonds clearly 
headed for default was out of concern about 
losing business to competitors, no criminal 
charges were ever pursued in the case.
Rating: CCC (currently vulnerable).

Moody’s Investors Service:
   Once owned by Dun & Bradstreet, Moody’s 
became a separate company in 2000. 
While S&P and Fitch measure the liklihood 
that a particular security will default, 
Moody’s typically seeks to measure the 
losses in the event of a such an outcome.
  Moody’s was also under investigation by 
the Justice Department for allegedly 
overvaluing bonds between 2004 and 2007.

In July 2007, it downgraded 399 subprime 
mortgage-backed securities that had been 
issued only a year before. Three months 
later, it downgraded another 2506 tranches 

totalling $33.4 billion in value. 
   By the end of the crisis, Moody’s had 
downgraded fully 83% of its 2006 ‘Aaa’ 
mortgage-backed securities and all of its 
‘Baa’ ones. Some securities rated  AAA in 
2006 had been downgraded to toxic junk 
status just 4 years later, costing even highly 
conservative investors billions of dollars. 
   In January 2017, Moody’s agreed to pay 
$864 million—about a third of its four year 
earnings prior to 2008—to settle charges 
similar to those levelled against S&P.
Rating: BBB (weakened capacity).
Fitch Ratings:
   The smallest of the the ‘Big 3’, Fitch 
frequently positions itself as a ‘tie-breaker’ 
when the other two agencies have similar 
but not quite equivalent ratings.
   While also implicated in the financial 
crisis, Fitch took a more conservative 
approach, publishing a pre-crisis report 
which highlighted the dangers of 
collateralized debt obligations (CDOs), the 
principle products which blew up in 2008.
Rating: BB (ongoing uncertainties).

*****
   Even expert analysts at the rating agencies 
didn’t fully understand complex products 
like CDOs prior to 2008, relying on seminars 
hosted by the bank issuers themselves to 
learn how to rate them. As one critic noted, 
this was “like a teacher learning how to 
grade tests from little Timmy, who still pees 
his pants…Timmy just wants an A(AA).”
   Unfortunately, little appears to have 
changed since 2008, as the nation’s banking 
system careens toward its next—and 
probably worst—bed-wetting incident.◾


