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What I learned

Moody’s 1909 volume changed bond yields &  liquidity.

The estimated effects are “modest.”

 The analyses are rigorous and convincing.



With my remaining 14 minutes …

I will stress the dynamic, synergist evolution of 
financial and technological innovation, which

• Highlights additional contributions of the paper,
• Addresses the “modesty” of the estimates, and 
• Speaks to the research’s applicability today.



What does this …

… have to do with this?



Technological innovation
(a central feature of long-run prosperity)

Textbook model



Technological innovation w/o finance

level j

level j+1

Sector i

• It is costly to try to jump up the 
technology ladder.

• Success is uncertain.

• Innovators are heterogeneous.



Technological innovation w/o finance

level j

level j+1

Sector i

• Profit-maximizing entrepreneurs 
seek monopoly rents by innovating

• Innovation rate affected by
• Property rights 
• Competition
• Who gets funding 



Technological innovation w/ finance

level j

level j+1

Sector i Finance

Better finance = better screening
 Fund better innovators
 Faster innovation & growth



But is this textbook story complete?

Perhaps a given screening technology becomes less 
effective as technology progresses.



Recent example …

From IT and venture capitalism to …

• … to bio-technologies



Technological & 
Financial innovation
Textbook model  dynamic, synergistic model



Dynamics

level j
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Sector i Finance

Appropriate screening  fast 
innovation and growth

Thickness = screening quality



Schumpeterian growth with dynamic finance
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level j+2

Screening quality 
diminishes as technology 
advances

level j+3



Schumpeterian growth with dynamic finance
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Innovation rate and growth slow 
as old screening technology 
becomes obsolete.



Schumpeterian growth with dynamic finance
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level j+2

level j+3
Without screening improvements, 
innovation stops.

Textbook model with static finance 
misses this potential dynamic.



Add financial entrepreneurs
Profit-maximizing financiers engage in financial innovation



Schumpeterian growth with dynamic finance

level j

level j+1

Sector i

level j+2

level j+3

level j

level j+2

level j+3

level j+1

Finance



Schumpeterian growth with dynamic finance

level j

level j+1

Sector i Finance

level j+2

level j+3

level j

level j+2

level j+3

level j+1



Schumpeterian growth with dynamic finance
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Implications

• Without financial innovation, 
• growth stops,
• regardless of the level of financial development.

• Long-run growth only occurs with the co-evolution of 
screening ability and technological innovations. 

• Policy perspectives:
a) How do policies affect financial innovation?
b) Must policies evolve dynamically to support innovation?



Back to Moody

• Moody was a financial 
entrepreneur

• Perhaps, we should view his 
1909 innovation as
one step on a ladder of 

financial innovations 
addressing evolving 
screening challenges.



Consider Screening Pre-Moody:
Poor’s 1907 Manual of Railroads
no ratings



Pages of information on 
each railroad company!

• Mileage of lines operated
• Mileage of lines owned and 

% ownership



• Corporate history



• Income Accounts



• Dividends paid
• Bond issuances



• Securities as collateral
• Equipment 



• Stocks and bonds owned



Consider Screening Pre-Moody:

Dun & Co. Ratings of Firms
1908









Moody’s 1909 Analyses & Ratings
Innovation

• Systematic analyses, not just manual (e.g., Poor’s)
• Systematic presentation of a decade of data (e.g., Poor’s)
• Ratings of bonds, not firms (e.g., Dun)
• Cost: Poor’s RR Manual: $12 ($350) v. Moody’s: $5 ($150).



From the preface



The opening chapters 
explain how to 
analyze and interpret 
information on RRs.



Moody provides detailed, 
systematic information on RRs. 
• For a decade, if possible.
• Against a comparison group.



Moody provides data on income 
systematic analyses, too.



More data,  comparisons, & 
analyses.



Bond ratings



Stock ratings, and 
Moody even provides …





Moody’s ratings and analyses

Fathomable and significant.
They offer:

1. regularized and logical data compilation/organization. 
2. systematic analyses and summary rating of each security,
3. a lower price.

Perhaps this is a significant step up the quality ladder 
of a continuum of screening innovations.



“Modesty” of estimates and relevance

• One view of the paper:
• It analyzes “one of the most important financial innovations 

in U.S. history”
• Which had “modest” effects
 Even an enormous innovation had a small effect.



“Modesty” of estimates and relevance

• Another view of the estimates:
• It precisely identifies one in a sequence of screening innovations.
• Even this one screening innovation had appreciable effects
 The cumulative process of such screening innovations is essential 

for long-run prosperity.

• Another view of relevance for today
• Perhaps, the lesson is less about fostering credit rating 

agencies in developing countries today.
• Perhaps the lesson is more about stressing the centrality of 

understanding which underlying features of the U.S. have 
fostered continual improvements in screening technologies.



Bottomline

• This is excellent research that taught me a lot.
• I hope my comments might help highlight its 

contributions.
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