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In 1996, Thomas Friedman, the New York Times columnist, remarked on “The NewsHour
With Jim Lehrer” that there were two superpowers in the world — the United States and
Moody’s bond-rating service — and it was sometimes unclear which was more powerful.
Moody’s was then a private company that rated corporate bonds, but it was, already, spreading
its wings into the exotic business of rating securities backed by pools of residential mortgages. -
Obscure and dry-seeming as it was, this business offered a certain magic. The magic consisted
of turning risky mortgages into investments that would be suitable for investors who would
know nothing about the underlying loans. To get why this is impressive, you have 1o think
about all that determines whether a mortgage is safe. Who owns the property? What is his or
her income? Bundle hundreds of mortgages into a single security and the questions multiply; no
investor could begin to answer them. But suppose the security had a rating. If it were rated triple-
A by a firm like Moody s, then the investor could forget about the undedymg mortgages. He







