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Wall Street (6-4)

CRA Hunger
These three big sharks are well-known, not
only in the US but across the globe. Their work
used to be very professional. No wonder, when
you are in the business of market segment
sovereigns and supranational, all will look
at your ratings as credible ratings. Having a
degree in finance is not enough to give you
a job at Wall Street, rather, you will have to
keep abreast of the new financial products
Wall Street invents.
Just like the mortgage backed securities, the
credit rating agencies rated the CDO, or the
collateralized debt obligations where lenders
sells the mortgage to investment banks, and
these investment banks sell a bundle of
different loans (e.g., home mortgages, car
loans, student loans) in a form of complex
derivate (i.e., CDO) to investors. In return,
these investment banks pay the credit ratings
agency to evaluate these loans. Guess what?
The trend went viral and many of these CDOs
got an AAA rank, the highest grade given by
a credit rating agency.
CRA were hungry for money from investments
banks. It was all business, but played in a bad
way. Many institutions will believe the CRA
results, and will base their contemporary
decisions based on them. For example, pension
funds aim at buying highly rated securities. It
is sarcastic how Wall Street plays a substantial
role with Main Street. First it classify it, then
when main street individuals retire, some
way or another, it makes pension funds, the
retirees’ last resort own risky CDO tranches.
Justice will prevail, sooner or later.
In 2018, Moody’s agreed to pay $864m to the
US Justice Department for risky mortgage
securities ratings taken place before the
financial crisis. Nevertheless, ten years is a
long time in a retiree life? It is true that some
pension funds sued the CRA for exaggerating
in giving high ratings to risky investments
that costed those pensions’ funds thundered
of thousands of dollars (e.g., The settlement
between the California Public Employee’s
Retirement System and Moody’s). To it in other
way, who supervises the CRA? This reminded
me a little bit of a case we studies in both
Business Associations & Securities Regulation
courses, the case of Virginia Bankshares, Inc.
v. Sandberg. Are ratings made by the CRAs
can be material misstatements if the statements
happened to be false? It may be a different
analogy here, is it a public company, who
made the decisions for the subsidiary, etc....
but I am thinking out loud. What’s next?
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