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ABSTRACT 
 

Since the 2008 financial crisis, credit rating agencies have faced criticism that their 

ratings led to and exacerbated the financial crisis rather than helping the market have better 

knowledge of potential risks embedded in the institutions and products and prevent the crisis 

from happening.  

This paper analyzed whether rating news (upgraded or downgraded ratings, positive or 

negative outlook or watch announcements) from major credit rating agencies, such as Standard 

& Poor’s (S&P), Fitch, and Moody’s, enlarged fluctuation in the markets. The research uses a 

modified Speculative Market Pressure (SMP) index (Kraussl, 2003) as a key measurement for 

market fluctuation. Credit rating news of 26 European countries from the three major rating 

agencies was included. An ordinary least squares (OLS) analysis showed that credit rating news 

provides predictive information on market fluctuation, especially upgraded rating changes, but 

not downgraded ratings, positive outlook/watch news, or negative outlook/watch news. In 

addition, this research discusses what regulation policies could be introduced to mitigate 

abnormal fluctuations, especially in a financial crisis. 
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INTRODUCTION 
 

“There are two superpowers in the world today in my opinion. There’s the United States 

and there’s Moody’s Bond Rating Service. The United States can destroy you by dropping bombs, 

and Moody’s can destroy you by downgrading your bonds. And believe me, it’s not clear 

sometimes who’s more powerful.” (Thomas Friedman, 1996, quoted by Mehdi Hasan, 2011)  

A credit rating agency is “a firm that provides its opinion on the creditworthiness of an 

entity and the financial obligations (such as, bonds, preferred stock, and commercial paper) 

issued by an entity” (U.S. Securities and Exchange Commission, n.d.). The three major agencies 

that issue credit ratings for all kinds of clients around the world are Moody’s, Standard & Poor’s 

(S&P) and Fitch. Credit rating agencies exist mainly to reduce information asymmetry in the 

financial world. Information asymmetry exists when some people have better information than 

others on one issue. How people use the information advantage could result in different financial 

effects. For example, the companies selling mortgage bonds (issuers) presumably know better 

about the risks of the bond, while the buyers (investors) may know less and thus only choose to 

trust the companies or not. Credit rating agencies are supposed to help figure out what the risks 

are through using standardized technical skills and their information provided by or collected 

from relevant entities.  

Credit rating agencies provide diverse credit rating services, including ratings of financial 

products, projects, corporates, financial institutions and sovereign countries. Sovereign rating is 

one of the most important categories since it is regarded as an indicator of a country’s general 

financial health. It directly affects investors’ confidence in financial market and transaction 
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behaviors in those markets. Therefore, sovereign ratings have a direct effect on financial market 

fluctuations.  

Theoretically, prices of financial assets are decided by supply and demand. The ratings 

affect people’s judgments about selling (supply) or buying (demand) and thus lead to a decrease 

or increase in financial assets’ prices. For a sovereign country, a downgraded rating makes its 

sovereign assets less valuable and less attractive to investors; hence fewer foreign investors are 

willing to buy its assets, or would only buy the assets at a lower price. In addition, the 

downgraded rating indicates a higher default risk for the borrowing country; therefore, the 

country has to pay a higher interest rate for borrowing. Both the situations lead to a higher cost 

for such countries that are financing internationally.  

For countries that are in the midst of a financial storm, this could not have come at a 

worse time. The countries that need capital are those who lack liquidity and show high default 

risks, which means that they would have relatively low ratings. Low ratings lead to higher 

financing costs. However, those countries’ relatively high costs make it very difficult for them to 

refinance and worsen their liquidity problems. The sovereign rating would then be further 

lowered due to the increasing default risk of the country and its weakening ability to refinance. 

In addition, the rating news affects people’s emotions and increases the market panic when 

facing such an economic downturn. Irrational selling may appear. Following one step after 

another, the crisis happens.  

In all, a financial crisis seems to be the result of a pro-cyclical process. Credit rating news 

issued by credit rating agencies during a crisis time worsens the pro-cyclical process, namely 

“upgrading countries during flourishing financial market conditions and lowering them in times 
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of financial turbulence” (Kraussl, 2003, p. 14), and leads to larger market fluctuation. That is 

why credit rating agencies are always criticized about enlarging fluctuations in global financial 

markets, especially during a financial crisis. When sovereign rating news occurs, the pro-cyclical 

effect can be captured as abnormal fluctuations in major financial indexes, such as the short-term 

interest rate, exchange rate, and stock market index.  

This paper first tests whether the abnormal fluctuations were resulted by sovereign rating 

news using the evidence from the European financial market during the period from 2007 to 

2012. As explained in Kraussl’s (2003) paper, if the credit rating news is providing new 

information to the market, the rating changes should show a statistically significant effect on the 

index that evaluates market fluctuation. “If not, it means the market already captured the change 

in the country’s underlying economic conditions that led to the sovereign credit rating 

adjustment” (p. 11). Then, based on the empirical results, the paper discusses the difficulties in 

regulating the credit rating agencies and mitigating their effects on worsening the crisis. Finally, 

the paper discusses possible policy implications.  

PREVIOUS RESEARCH 
 

As stated by Kraussl (2003), “Sovereign credit ratings are issued by the credit rating 

agencies as forward-looking risk indications that a sovereign debt issuer will not have the ability 

and willingness to make full and timely payments of principal and interest over the life of a 

particular rated financial instrument” (p. 6). As the noted above, the credit ratings are criticized 

for having a pro-cyclical effect, which pushed financial market into failing deeper and deeper. If 

one compares a financial crisis as a flood, then whether credit rating news is the open sluice 

leading to a flood or a small boat floating with the flood is always a disputable question. 
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The academic world never stops trying to find out whether credit rating agencies have a 

significant influence on financial markets. Different approaches have been implemented. Cantor 

and Packer (1996), for example, studied the effects of sovereign credit rating announcements on 

government bond yield spreads. They uses daily data covering 79 sovereign rating news periods 

in a sample of 35 industrial and emerging market countries and concluded that upgraded 

sovereign credit ratings resulted in significant deteriorations in government bond yield spreads, 

while downgraded sovereign credit ratings did not show significant rating effects.  

Kraussl (2000) examined the link between sovereign credit rating announcements and 

government bond yield spreads using a Vector Auto Regression (VAR) model, and showed that 

an unexpected sovereign credit rating change does not necessarily have an immediate impact on 

emerging market bond yield spreads. His 2003 paper checked the lag effects of the rating 

announcements using a Speculative Market Pressure (SMP) index, which consisted of short-term 

interest rates, stock market indexes and exchange rates (Kraussl, 2003). He concluded that 

“credit rating agencies have a substantial influence on the size and volatility of emerging markets 

lending. Also, the impact of sovereign credit rating announcements on government bond yield 

spreads was much stronger for speculative-grade than for investment-grade sovereigns” (p. 34).  

Ehrmann, Fratzcher and Rigobon (2010) analyzed the transmission of financial shocks 

both across markets and countries. They showed a significant international spillover effect. 

Based on that, Arezki, et al. (2011), used a Vector Auto-Regression (VAR) model to test the 

spillover effect on 35 European countries in a time frame of 2007-2010, and concluded that 

“sovereign rating downgrades have statistically and economically significant spillover effects 

both across countries and financial markets” (p. 21).  
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Most research results imply that credit rating agencies announcements can spur financial 

instability. However, Reisen and Von Maltzan (1999) tested for Granger causality between the 

rating announcements and emerging market sovereign yield spreads. They found a causal 

relationship in both directions, thus they were unconvinced about the spiral effects led by credit 

ratings agencies. Kraussl (2003) also mentioned that “all empirical studies seemed to suggest that 

sovereign credit ratings appear to provide additional information beyond that contained in 

government bond yield spread, but lag rather than lead international financial markets”(p. 9). 

This paper uses updated data from 2007 to 2012 and tests whether similar effects existed in the 

ongoing European financial crisis. 

METHODS 
 

This paper uses the ordinary least squares (OLS) method, a method for estimating the 

unknown parameters in a linear regression model, to examine a modification of Kraussl’s (2003) 

model. Instead of examining the relation between sovereign credit rating news and government 

bond yields, or focusing on credit default swaps (CDS) market, this paper uses the Speculative 

Market Pressure (SMP) index as a measurement of market fluctuation.  

The SMP index consists of short-term interest rates, stock market indexes and exchange 

rates. Kaminsky and Schmukler (2002) argued that sovereign ratings affect not only bonds but 

also stocks.  Arezki et al. (2011) argue that the market is in fact not efficient and thus there will 

be lag effect and interrelated effect between countries. It is reasonable to believe that for a 

relatively integrated environment such as Europe, this correlation among countries would be 

even more obvious. In addition, Frankel and Rose (1996) stated that a financial crisis could be 

identified as a substantial nominal currency devaluation, thus exchange rates could be a signal 
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variable. So, by using SMP index, the conceptual model in this paper captures fluctuations in all 

major financial markets, including money markets (short-term interest rates), stock markets 

(stock indexes), and currency markets (exchange rates).  

  The short-term interest rate normally refers to interest rates for maturities less than one 

year. They can be seen as a monitor index for the liquidity status of a country’s money market, 

since they decide refinancing costs in the market. Normally, when a country’s sovereign rating is 

lower, its refinancing costs increase, which means interest rates increase. So the change of short-

term interest rates is expected to be positive. 

  Exchange rates show how the rating changes affect a country’s capability to pay back 

foreign debt and are also indicators of capital flow between countries. When there is a financial 

crisis, domestic capital may flow out and domestic assets are less attractive, hence demand for 

local currency decrease. So when negative sovereign rating news is issued, currency depreciation 

is expected. This means that the exchange rate (measured by 1 U.S. dollar = X domestic currency) 

will increase (namely one U.S. dollar can exchange for more domestic currency). 

  Stock indexes show the general confidence of a domestic financial market. Since 

investors’ confidence largely affects investors’ behaviors, this is one of the important channels 

through which ratings can affect market fluctuation. For example, a downgraded rating could 

lead to worries in a market, which could be contagious and could spread broadly. As a 

consequence, over-pessimism may appear and lead to irrational capital outflow from the market, 

which further reduces the liquidity in the market and leads to a crisis. Thus, a decline in a stock 

market index is expected to be associated with a negative sovereign rating news, which means 

the change in the stock market index should be a negative number. Therefore, the paper uses the 
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absolute value of the SMP index in order to better reflect market fluctuations. The larger the 

SMP index is, the larger the abnormal market fluctuation is. 

  Conceptual Model: 

  ΔSMPit =α +β1ΔSMPit−1 +β2ratingit +β3watchit +εit                                     (1) 

This conceptual model uses the change of the SMP index for country i (ΔSMPit ) at time t 

as the dependent variable, and uses the change of the SMP index for country i at time t -1 

(ΔSMPit−1 ), sovereign rating changes for country i at time t ( itrating ), and sovereign outlook or 

watch changes for country i at time t ( itwatch ) together as major independent variables. 

Following Kraussl (2003), SMP is a composite measure of a weighted average of daily nominal 

exchange rate changes, daily short-term interest rate changes, and daily stock market changes as 

shown below.  

SMPit ≡ a1e it+a2rit + a3sit = a1
Eit −Eit−1

Eit−1

+ a2
Rit − Rit−1
Rit−1

+ a3
Sit − Sit−1
Sit−1                    (2) 

  321 ,, aaa  are the weights for changes of exchange rate ( itE ), changes of short-term 

interest rate ( itR ), and changes of stock index ( itS ). The weights are calculated in inverse 

proportion to their volatility in order to prevent any component from dominating the SMP index 

(Kraussl, 2003). For example, the weight for daily exchange rate changes is calculated as shown 

in formula (3). 

∑ ++
=

2
3

2
2

2
1

2
1

1 111

1

σσσ

σa                                                              (3) 
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  Based on the common methodology of event studies, an event window of a certain 

number of days is picked around the date that a sovereign credit rating announcement is issued. 

The SMP indexes within the event window are calculated. Fluctuation always exists in financial 

markets. This research is trying to figure out whether the sovereign credit rating news led to an 

abnormal part of the fluctuations, which is described in Kraussl’s (2003) paper as the difference 

between model-generated and actual market movements. As shown in formula (4), ( SMPit ) 

stands for model-generated movement, and it depends on the actual movements of the 

speculative market pressure index ( SMPit
m ), with conditions that (E[εit ]= 0  ) and (Var[εit ]=σεi

2 ). 

SMPit =αi +βiSMPit
m +εit                                                          (4) 

  According to a broadly used method proposed by Campbell, Lo and Mackinlay (1997), 

αi  should be constrained to 0 and βi  to 1. Then, the abnormal fluctuation expressed by the SMP 

index (in absolute values) is given as the difference between the model-generated index and the 

actual movements in the formula (5). Following the method of Kraussl (2003), U.S. data is 

considered as a benchmark for the world market and its fluctuation (SMP index) is regarded as 

SMPit  in this model. 

ΔSMPit
a = SMPit − SMPit

m
                                                         (5) 

  The independent variables are rating and watch. Rating represents actual rating changes, 

including downgraded ratings and upgraded ratings. Watch represents outlook and watch 

announcements that lead to potential rating changes in the future.  

  Several control variables are also included. The major control variable as shown in the 

conceptual model (1) is ΔSMPit−1 , the change of SMP at time (t -1), in order to take the lag effect 
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into consideration. Specification results in Kraussl’s (2003) research showed that a first-order 

autoregressive process is sufficient. Thus no greater lag time period than t-1 is considered. 

  Comparing to Kraussl’s (2003) conceptual model, this paper does not select the U.S. 

interest rate as a control variable, because Kraussl’s (2003) model was used to test emerging 

economy countries, where the U.S. interest rate has a strong impact on the costs of outstanding 

debt and foreign capital flow. However, the European market, which is the focus of this paper, is 

relatively advanced and integrated among European countries. Thus U.S. interest rate may not 

have such strong influence. 

However, this research implements some modification of Kraussl’s approach. First, 

Kraussl’s (2003) paper focused on emerging markets, while this paper uses a similar model with 

European countries. Second, the time frame in this is from 2007 to 2011, which includes the time 

period when Europe was deeply involved in a financial crisis. The results are expected to capture 

more fluctuation in the market, and provide a better evaluation of credit rating agencies’ effect 

on financial market. Third, only Moody’s and Standard & Poor’s rating results are included in 

Kraussl’s (2003) paper. This paper adds Fitch’s rating results, so the model includes effects from 

all big three credit rating agencies. Historical rating data are mainly extracted from the big 

three’s rating records through Bloomberg Terminal.  

The research hypothesis is that sovereign credit rating news led to abnormal fluctuation 

in the European financial market. In the conceptual model, variable rating and variable watch are 

expected to have statistically significant effects on ΔSMPit .   

  In addition to the basic conceptual model using a pooled data set of all rating news during 

the time period, this research also establishes models to separate the effect by different rating 
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directions. According to Arezki, et al. (2011), downgraded ratings tend to show a more 

significant result. Thus the effect of rating news were also tested separately by whether the rating 

announcements were downgraded or upgraded in terms of rating changes, and whether they are 

negative or positive in terms of outlook and watch announcements. So, in the research model in 

this paper, the control variables ngrating and posrating refer to whether the time point that the 

SMP index stands for is within a downgraded rating event window or an upgraded rating event 

window, ngrating/posrating=1 if true, others=0. Similarly, the control variables ngwatch and 

poswatch refer to whether the time point that the SMP index stands for is within a downgraded 

or upgraded outlook and watch event window, ngwatch/poswatch=1 if true, others=0.  

 
DATA 

 
Rating Data 

This paper uses Ratings for Long-term Debt in Domestic Currency (Bloomberg, 2013) 

from Moody’s, Standard & Poor’s and Fitch. Each of the credit rating agencies has its own rating 

announcement types, namely rating changes (upgraded ratings and downgraded ratings), and 

outlook or watch notifications to indicate the potential for future rating changes. A daily data set 

covering 26 European countries in from 2007 to 2012 is used. Among the 26 countries, 16 

countries are members of the Euro Zone, 19 countries are OECD countries. A full list of the 

credit rating news statistics is presented in Table 6 in Appendix B. To assemble the data, several 

rules were followed. 

First, the rating data was converted to a structural break scale in order to show the 

difference between speculative grades (under 11 in linear transformation) and investment grades 

(Table 7, Appendix B). In addition, a negative outlook or watch announcement is defined as -1. 
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Second, when two agencies were issuing ratings on the same day, an adjustment is made 

to record the news. If two rating changes or two outlook/watch announcements were released for 

the same country on the same day, take the rating news that had the biggest change and then 

further improved its level (positively/negatively in accordance with the original direction of the 

rating) by one level. For example, if Moody’s lowered a country’s rating by two levels while 

Fitch lowered the same country’s rating by three levels, this paper recorded a four-level-

downgraded rating change. Similarly, if a rating change and an outlook/watch announcement 

happened on the same day, this research increased its level (positively/negatively in accordance 

with the original direction of the announcements) by one level. For example, if S&P downgraded 

a country by one level, while Moody’s issued a negative watch for the same country on the same 

day, this paper recorded the change as -2 instead of -1 for this country on that day. 

Third, when there is a rating withdrawal or when the agency affirms a former rating, it is 

considered as no rating change. 

As shown in Table 1, there are 811 daily rating data points from all the event windows. 

When there was no rating change on that day, this paper recorded it as 0. In total, 108 rating 

changes (non-outlook/watch) were released for targeted countries during the time period; most 

changes took the form of a 1 to 3 level downgrade or a 1 level upgrade; 92 of them are 

downgraded ratings, and 16 of them are upgraded ratings. As shown in Table 2, appendix A, 

outlook or watch announcements were issued 59 times during the time period, including 46 

negative announcements and 13 positive announcements. 
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Stock Market Index 

  To better ensure comparison of the data across countries, this paper uses international 

stock indexes issued by third-party institutions (S&P, MSCI) instead of using major domestic 

stock market indexes. eMCSI Index is used for the Czech Republic, Hungary, Poland, Russia, 

and Turkey. MSCI Index is used for Austria, Belgium, Finland, France, Germany, Greece, 

Ireland, Italy, Netherlands, Portugal, Spain, and United State. SP & IFCG Frontier Markets 

Index is used for Bulgaria, Estonia, Latvia, Lithuania, Romania, Slovakia, Slovenia, and Ukraine. 

For Cyprus, the EUR Sovereign Index is used. For some countries, data in certain months of 

2008 or before 2008 are not available. In this situation, the credit rating news is dropped.  

Short-term Interest Rate 

   Generic Country Treasury Bill/Bond Interest Rate (Bloomberg, 2013) is used here for 

most of the countries in order to keep the data comparable among countries. This paper doesn’t 

use interbank overnight interest rates as the indicator of short-term interest rates. Although the 

interbank overnight interest rates may better reflect the short-term liquidity situation, sovereign 

credit ratings have a more direct connection with treasury bills and government bonds. Hence, 

treasury bill/bond interest rates are a better choice for the test in this paper. However, not every 

country has treasury bill or bond interest rates; some countries stop issuing the treasury bills or 

bonds when they are in an extreme insolvency situation since their assets and credits are not 

attractive enough. For countries that do not have a 1-year generic index, a 2-year index is used; 

and for certain periods in which no related interest rate data are recorded in Bloomberg, the 

credit rating data are dropped. 
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Exchange Rate  

  The exchange rate of domestic currency against U.S. dollars is used for all the countries, 

which is measured by 1 domestic currency = x U.S. dollars. For Euro countries, the exchange 

rate of Euro is used. However, some countries such as Cyprus, Estonia, Malta, Slovakia, and 

Slovenia joined the Euro zone after 2007. Thus for these countries, only the data after they joined 

the Euro zone is used. 

Event Window 

  Based on the frequency of rating changes during the chosen crisis time period, the event 

window in this research is set at 5 days both before and after the event day in order to keep a 

clean event window.  

RESULTS 
 

Based on the conceptual model (formula (1)), extended conceptual models are established 

as shown in formula (6). In the results shown in Table 3, smp is the dependent variableΔSMPit . 

Rating identifies the independent variable credit rating changes. Watch identifies the independent 

variable outlook and watch changes. smpbf1 identifies the control variableΔSMPit−1 .  

        ΔSMPit =α +β1ΔSMPit−1 +β2ratingit +β3watchit +β4euroit +β5oecdit +εit                  (6) 

New control variables are also introduced as shown in the formula (6) to test their effect 

on the basic conceptual model. Euro identifies whether the objective country in the rating 

announcement is a Euro country. On average, Euro countries are relatively advanced economies 

in the European area and their financial assets show higher liquidity. Thus their sovereign credit 

rating news may have a stronger influence on market fluctuations. In addition, the strong 

interrelation among Euro countries may also have some effects on the dependent variable. 
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Similarly, oecd is introduced because OECD countries are relatively advanced financially, and 

thus their financial status may have a broad effect within the region. Therefore, this variable may 

have explanatory power in relations to changes of the SMP index. However, as shown in Table 4 

in Appendix A, the results of these two new variables are not significant.  

As shown in Table 3, except for model (4) (sample size is too small), the other models 

are statistically significant as a whole, which means these models are constructed properly. 

Model (1) - model (5) controlled for different subcategory datasets. Holding other variables 

constant, the model (1) is the basic conceptual model (as shown in the formula (1)) with a full 

dataset that includes all directions of ratings and outlook/watch announcements; the model (2) 

uses data in upgraded rating windows; the model (3) uses data in downgraded rating windows; 

the model (4) uses data in positive outlook/watch event windows; and the model (5) used data in 

negative outlook/watch windows. 

 

 

 

 

 

 

 

 

 

 



15 
 

Table 3 
Conceptual Model Regression Results 
 (1) (2) (3) (4) (5) 
 smp smp smp smp smp 
rating 0.000900 0.00136* -0.0000225 0.0141 -0.00122 
 (0.184) (0.062) (0.947) (0.109) (0.332) 
      
watch -0.00622 . -0.000417 -0.0924 0.00399 
 (0.493) . (0.749) (0.141) (0.419) 
      
smpbf1 0.530** 0.128 0.118* 0.578 0.502*** 
 (0.046) (0.264) (0.055) (0.204) (0.001) 
      
_cons 0.00386** 0.00479*** 0.00557*** 0.0318* 0.00383*** 
 (0.020) (0.000) (0.000) (0.072) (0.007) 
N 811 91 495 54 274 
F 2.132 2.627 1.384 . 5.104 
r2 0.394 0.0468 0.0143 0.328 0.769 
p-values in parentheses 
* p < 0.10, ** p < 0.05, *** p < 0.01 

 

Only in the model (2) is the rating variable found to be statistically significant. This 

result indicates that, holding other variables constant, if the sovereign credit rating of a country 

were upgraded by 1 level, the fluctuation in the market as measured by the SMP index would 

increase by .136 percentage points. Even in the model (2), due to the small sample size and 

limited upgraded watch data, it is possible to argue that this statistically significant effect may 

not be as strong as the model suggests. Watch did not show any statistically significant effect on 

the SMP index. 

In addition, the lag effect was also tested using SMP index data from one day after the 

credit rating news issues (ΔSMPit+1 ) as dependent variable. There were no significant lag effects, 

which means the market fully captured the information from the rating news on the same day 

that the news was released. 
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DISCUSSION 
 

  The results above indicate that neither downgraded rating news, nor outlook/watch 

announcements (positive and negative) had a significant effect in bringing abnormal fluctuation 

to the European financial markets during the financial crisis starting in 2007.  Only upgraded 

rating announcements increased market fluctuations, which is quite opposed to people’s common 

expectation. 

  First, it is possible that the downgraded/negative credit rating news released risk pressure 

during the crisis by giving markets opportunities to adjust several times instead of exploding at 

the very end, so that no significant effects of downgraded rating changes and negative 

outlook/watch announcements on abnormal market fluctuation were shown in the model. 

Therefore, it is very important to keep the credit information disclosure system transparent, even 

during crisis, so that the market has a clear recognition about the risk status and can react in time. 

However, it is very hard to draw a conclusion about how much the government should be 

involved in regulating the credit rating agencies and making sure that the sovereign credit rating 

news is released transparently and timely. It is impossible for the credit rating agencies to be 

regulated by one country. If each country or region such as the EU implements its own 

regulatory rules, rating announcements for different countries would be incomparable and might 

reduce the ratings’ explanatory power for a worldwide financial crisis. 

  Second, market participants expect the market to keep failing during a crisis. That means 

the investment behaviors in a financial crisis are the results considering future market conditions. 

The European financial crisis is still going on. Therefore, the downgraded ratings and negative 

outlook and watch announcements may not have provided much new information to the market 
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and led to abnormal fluctuations. On the contrary, positive news such as upgraded ratings might 

surprise the market and lead to investment behavior changes that result in abnormal fluctuations. 

  Third, it is plausible to argue that ratings are not a power that can decide a country’s 

economy status. In this view, real economic strength and development decides the average status 

of financial market fluctuations. Ratings only reflect the truth of market status instead of leading 

the market fluctuation. Most effective market information has been released into the market 

before the ratings were released and were captured by market participants.  

  Fourth, since the SMP Index is composited of three parts, Table 5 shows the fluctuations 

of each component in descriptive statistics. As shown in Table 5, fluctuations of exchange rates 

are not very obvious in highly integrated financial markets like the European Union. The 

changes in exchange rate for EU countries in the 2007-2011 period showed a mean of only .024 

percentage point increase, with a standard deviation of .0084, which was much lower than the 

other two components in the SMP index. It is possible that the integrity of the European Union 

affected the research model’s effectiveness. Therefore more control variables should be 

considered in the conceptual model. More research is needed. 

Table 5:  
Descriptive Statistics for major components of the SMP index  

 Mean Std. Dev. Min Max 
Delta SMP Index 0.0104958 0.0577505 7.81E-07 1.153949 

Changes of Exchange Rage 0.0002424 0.0084218 -0.0417999 0.0710605 
Changes of Short-term Interest Rate 0.001875 0.0258624 -0.134796 0.1590929 

Changes of Stock Market Index 0.0014947 0.4679376 -10.81322 4.406278 
 

  Finally, there is a fierce dispute concerning whether the credit ratings issued by credit 

rating agencies are subject to manipulation problems, since the rating services are paid by the 

issuers (financial products providers) instead of investors (financial products buyers). Issuers 
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have the power to ask for higher ratings in order to make their products attractive and be able to 

sell at a higher price. Therefore, the rating results may not be precise enough to reflect the real 

market risk situation, and thus could lead to abnormal financial fluctuations. However, this moral 

hazard problem may not appear in the sovereign credit ratings, since the evaluated countries do 

not pay the sovereign credit rating evaluation service. 

 

CONCLUSION 
 

Based on the analysis above, this paper concludes that, during the European financial 

crisis from 2007 to 2012, sovereign credit rating news led to abnormal fluctuations in European 

financial markets when upgraded sovereign credit rating news was released. Downgraded 

sovereign credit rating news and both positive and negative outlook/watch announcements had 

no significant effects on the abnormal financial market fluctuations.  

These findings imply that during a crisis when credit rating agencies issue upgraded 

sovereign credit rating news in a concentrated time period, the market would be affected and 

showing abnormal fluctuations. However, based on this research, a pro-cyclical downturn in the 

financial markets is not led by rating announcements. Instead, issuing precise reports about 

countries’ risk status could, to some extent, help markets release risk pressure gradually and 

prevent the market from exploding at the very end. Market participants could also be better 

prepared for the crisis and take proper reactions. Therefore, instead of limiting the issuance of 

ratings in a crisis as some former studies stated, this paper suggests that regulatory policies that 

ensure credit rating agencies provide transparent and timely sovereign credit rating news should 

be considered. 
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However, this study’s support for less regulatory action on credit ratings, comparing to 

former studies, does not mean that government should be left out of the market. In a crisis, 

government should participate in necessary bailouts or providing capital to the market in a timely 

way, so that institutions have enough capital to compensate for their rising refinancing costs due 

to the lowering of their ratings, especially for key financial institutions in the system. In this way, 

government is able to help, to some extent, slow down pro-cyclical effects and prevent a broad 

insolvency from appearing. In addition, the results in this study only refer to on sovereign ratings, 

but not company ratings or product ratings. 

Future research should test how the continuing integration of the European area may 

influence a rating’s effect. It is possible that the transmission process due to the strong financial 

interrelation deepens a crisis. But one could also argue that the interrelation in fact cushions the 

crisis, especially for small countries, since highly advanced economies, such as Germany and 

France have a stronger financial foundations and more channels to release potential risks. 

Moreover, more empirical analysis could be implemented to see how strengthening credit 

rating news’ effects change along time line. Such an analysis would help identify whether a 

temporary abnormal fluctuation effect existed and whether the effect faded out quickly right after 

the announcement was issued. It could help governments formulate better and more timely 

bailout plans. 

Finally, this paper did not examine whether there is an imprecise methodology problem 

in credit rating agencies. Therefore, it is not plausible to conclude whether the imprecise rating 

plays a role in exacerbating the fluctuation. More research is needed on this perspective. 
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Appendix A 

 
            Table 1 
             Frequencies of credit rating news: rating 
 

 

 

           Table 2 
           Frequencies of credit rating news: watch or outlooks 

Watch Freq. Percent 
-2 1 0.12 
-1 45 5.55 
0 756 93.22 
1 13 1.11 

Total 756 100 
 

Rating Freq. Percent 

-6 2 0.25 

-5 2 0.25 

-4 1 0.12 

-3 12 1.48 

-2 25 3.08 

-1 50 6.17 

0 703 86.68 

1 13 1.6 

2 1 0.12 

3 1 0.12 

4 1 0.12 

Total 811 100 



21 
 

Table 4:  
Models with variables of euro and oecd 
 (1) (2) (3) (4) (5) 
 smp smp smp smp smp 
rating 0.000900 0.00138* -0.000122 0.0158 -0.00138 
 (0.184) (0.063) (0.704) (0.121) (0.265) 
      
watch -0.00622 . -0.000962 -0.0917 0.00409 
 (0.493) . (0.463) (0.150) (0.407) 
      
smpbf1 0.530** 0.127 0.0267 0.574 0.502*** 
 (0.046) (0.279) (0.655) (0.216) (0.001) 
      
euro  0.000580 -0.00443*** 0.0163 -0.00289 
  (0.630) (0.000) (0.397) (0.436) 
      
oecd  0.0000691 0.00104 -0.00106 0.000777 
  (0.949) (0.130) (0.962) (0.522) 
      
_cons 0.00386** 0.00463*** 0.00892*** 0.0199 0.00585 
 (0.020) (0.000) (0.000) (0.313) (0.121) 
N 811 91 495 54 274 
F 2.132 1.325 3.711 . 4.361 
r2 0.394 0.0490 0.0827 0.330 0.770 
p-values in parentheses 
* p < 0.10, ** p < 0.05, *** p < 0.01 
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APPENDIX B 
Table 6: Sovereign Rating Data 

Country Date
Rating Change O/W Change Rating Change O/W Change Rating Change O/W Change

Austria 13 Jan 2012 -1
5 Dec, 2011 -1

Belgium 27 Jan 2012 -‐1
13 Jan 2012 1
16 Dec 2011 -1 -2
5 Dec, 2011 -1

25 Nov, 2011 -1
7 Oct 2011 -‐1

Bulgaria 21 Jul 2011 1
24 May 2011

5 Apr 2011 1
10 Nov 2008 -1

30 Oct, 2008 -‐1
23 Oct, 2008 -‐1

Cyprus 21 Nov 2012 -2
17 Oct 2012 -3 -1
25 Jun 2012 -3
2 Aug 2012 -5 -1

27 Jan 2012 -1
16 Dec 2011 -1

4 Nov 2011 -‐2 -‐1
27 Oct 2011 -‐1 -‐1
12 Aug 2011 -‐1
10 Aug 2011 -2
29 Jul 2011 -‐1
27 Jul 2011 -‐2

31 May 2011 -3
30 Mar 2011 -‐1
16 May 2011 -‐1
24 Feb 2011 -‐2
17 Jan 2011 -1
13 Jan 2011 -‐1
16 Nov 2010 -‐1
21 Jul 2010 -‐1

24 Apr 2008 1
3 Jan 2008 1
12 Jul 2007 -1
10 Jul 2007 1

17 May 2007 1
Czech Republic Aug. 24, 2011 2

4 Mar 2008 1
Oct. 2, 2007 1

Moody'sFitch S&P
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Country Date
Estonia Dec. 5, 2011 -‐1

Aug. 9, 2011 1
5 Jul 2011 1

19 Jul 2010 1
10 Jun 2010 1
30 Mar 2010 1

Aug. 10, 2009 -‐1
21 Apr 2009 1
8 Apr 2009 -1

Feb. 24, 2009 -‐1
3 Oct 2008 -1

Finland 13 Jan 2012 1
5 Dec 2011 -‐1

France 19 Nov 2012 - 1

13 Jan 2012 -1
5 Dec 2011 -‐1

Germany 13 Jan 2012 1
5 Dec 2011 -‐1

Greece 18 Dec 2012 6
5 Dec 2012 -‐4

17 May 2012 -2
2 May 2012 4

13 Mar 2012 5
2 Mar 2012 -‐1

27 Feb 2012 -2
22 Feb 2012 -3
27 Jul 2011 -‐2
25 Jul 2011 -‐3
13 Jul 2011 -4

13 Jun 2011 -‐3
1 Jun 2011 -‐3

20 May 2011 -3 -1
9 May 2011 -‐2 -‐1

29 Mar 2011 -‐2 -‐1
7 Mar 2011 -‐3

14 Jan 2011 -3
21 Dec 2010 -1
16 Dec 2010 - 1

2 Dec 2010 -‐1
14 Jun 2010 -‐6
27 Apr 2010 -‐5
22 Apr 2010 -‐1 -‐1
9 Apr 2010 -2

16 Mar 2010 1
22 Dec 2009 -‐1

Dec. 16, 2009 -‐1 -‐1
8 Dec 2009 -1

Dec. 7, 2009 -‐1
29 Oct 2009 -‐1
22 Oct 2009 -1

Jan. 14, 2009 -‐1
Jan. 9, 2009 -‐1

Fitch S&P Moody's
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Country Date
Hungary 23 Nov 2012 -‐1

6 Jan 2012 -1
Dec. 21, 2011 -‐3

24 Nov 2011 -‐3
11 Nov 2011 -‐1
23 Dec 2010 -1
6 Dec 2010 -‐2
23 Jul 2010 -‐1

31 Mar 2009 -‐1
30 Mar 2009 -‐1
17 Nov 2008 -‐1
10 Nov 2008 -1
7 Nov 2008 -‐1

15 Oct 2008 -‐1
Ireland 27 Jan 2012 1

13 Jan 2012 1
16 Dec 2011 -1

Dec. 5, 2011 -‐1
12 Jul 2011 -‐3

15 Apr 2011 -‐2
14 Apr 2011 1
1 Apr 2011 -1 -‐1

Feb. 2, 2011 -‐1 -‐1
17 Dec 2010 -‐5
9 Dec 2010 -3

Nov. 23, 2010 -‐2 -‐1
6 Oct 2010 -1
5 Oct 2010 -‐1

Aug. 24, 2010 -‐1
19 Jul 2010 -‐1
4 Nov 2009 -2
2 Jul 2009 -‐1

8 Jun 2009 -‐1
17 Apr 2009 -‐1
8 Apr 2009 -1

30 Mar 2009 -‐1
6 Mar 2009 -1

Italy 13 Jul 2012 -‐2
13 Feb 2012 -‐1
27 Jan 2012 -2
13 Jan 2012 -‐2
16 Dec 2011 -1

Dec. 5, 2011 -‐1
7 Oct 2011 -1
4 Oct 2011 -‐3 -‐1

Sept. 19, 2011 -‐1
17 Jun 2011 -‐1

Fitch S&P Moody's
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Country Date
Latvia 13 Nov 2012 1

2 May 2012 1
15 Mar 2011 1

Dec. 7, 2010 1
Aug. 10, 2009 -‐1

8 Jun 2009 -‐1
23 Apr 2009 -‐2
8 Apr 2009 -1

Feb. 24, 2009 -‐1
7 Jan 2009 -‐1

23 Dec 2008 1
11 Nov 2008 -1 -1
7 Nov 2008 -‐1

Nov. 10, 2008 -‐1 -‐1
Oct. 27, 2008 -‐1

3 Oct 2008 -1
17 Aug 2007 -1
17 May 2007 -‐1

Lithuania 28 Sep 2009 -‐1
Aug. 17, 2009 1
Aug. 10, 2009 -‐1

23 Apr 2009 -‐1
8 Apr 2009 -1

24 Mar 2009 -‐1
Feb. 24, 2009 -‐1

10 Feb 2009 -‐1
22 Dec 2008 -1

Oct. 27, 2008 -‐1
3 Oct 2008 -1

Jan. 30, 2008 -‐1
Jan. 21, 2008 -‐1

Malta 13 Feb 2012 -‐1
13 Jan 2012 -‐1

Dec. 5, 2011 -‐1
6 Sep 2011 -‐1
3 Jan 2008 1
12 Jul 2007 1
10 Jul 2007 1

17 May 2007 1
Netherlands 13 Jan 2012 1

Dec. 5, 2011 -‐1
Poland 29 Mar 2007 1
Portugal 13 Feb 2012 -‐1

13 Jan 2012 -‐4
Dec. 5, 2011 -‐1
24 Nov 2011 -1

5 Jul 2011 -‐6
5 Apr 2011 -‐1 -‐1
1 Apr 2011 -3 -1

29 Mar 2011 -‐1
24 Mar 2011 -2 -1 -‐2 -‐1
15 Mar 2011 -‐2
23 Dec 2010 -1
21 Dec 2010 -‐1

Nov. 30, 2010 -‐1
13 Jul 2010 -‐2
5 May 2010 -‐1
27 Apr 2010 -‐2
24 Mar 2010 -1

Jan. 21, 2009 -‐1
Jan. 13, 2009 -‐1

Fitch S&P Moody's
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Country Date
Romania Nov. 29, 2011 -‐1

4 Jul 2011 1
Oct. 27, 2008 -‐1

10 Nov 2008 -2
Russia 4 Feb 2009 -1

Dec. 8, 2008 -‐1
16 Jul 2008 1

27 Mar 2008 1
Slovakia 13 Feb 2012 -‐1

13 Jan 2012 -‐1
Dec. 5, 2011 -‐1

Nov. 27, 2008 1
Slovenia 6 Nov 2012 -‐1

8 Aug 2012 -1
3 Aug 2012 -1
2 Aug 2012 -‐3

13 Feb 2012 -‐1
27 Jan 2012 -2
13 Jan 2012 -‐1
22 Dec 2011 -‐1
16 Dec 2011 -1

Dec. 5, 2011 -‐1
Oct. 19, 2011 -‐1

28 Sep 2011 -1
23 Sep 2011 -‐1 -‐1

Spain 10 Oct 2012 -‐2
7 Jun 2012 -3

26 Apr 2012 -‐2
13 Feb 2012 -‐2
27 Jan 2012 -2
13 Jan 2012 -‐2
16 Dec 2011 -1

Dec. 5, 2011 -‐1
18 Oct 2011 -‐2

Oct. 13, 2011 -‐1
7 Oct 2011 -2
29 Jul 2011 -‐1

10 Mar 2011 -‐1
15 Dec 2010 -‐1
30 Sep 2010 -‐1
30 Jun 2010 -‐1

28 May 2010 -1
28 Apr 2010 -‐1

Jan. 19, 2009 -‐1
Jan. 12, 2009 -‐1

Fitch S&P Moody's
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Country Date
Turkey 5 Nov 2012 4

20 Jun 2012 1
Sept. 20, 2011 3
Feb. 19, 2010 1

8 Jan 2010 1
3 Dec 2009 1

27 Oct 2009 1
12 Dec 2007 1

Ukraine 7 Dec 2012 -‐1
13 Sep 2011 -‐1
29 Jul 2010 1
22 Jul 2010 1
6 Jul 2010 1

17 May 2010 1
11 Mar 2010 1
12 Nov 2009 -1

12 May 2009 -‐1
Feb. 25, 2009 -‐2

24 Feb 2009 -‐1
Feb. 16, 2009 -‐1
Oct. 24, 2008 -‐1

17 Oct 2008 -2
Oct. 15, 2008 -‐1

8 Aug 2008 -‐1
12 Jun 2008 -‐1
28 Mar 2008 1

Fitch S&P Moody's
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       Table 7 
       Sovereign credit rating scale transformation rules 

Sovereign Credit Rating Scales 

S&P Moody’s Fitch Linear Break Structural Break 

AAA Aaa AAA 21 23 

AA+ Aa1 AA+ 20 22 

AA Aa2 AA 19 21 

AA- Aa3 AA- 18 20 

A+ A1 A+ 17 19 

A A2 A 16 18 

A- A3 A- 15 17 

BBB+ Baa1 BBB+ 14 16 

BBB Baa2 BBB 13 15 

BBB- Baa3 BBB- 12 14 

BB+ Ba1 BB+ 11 11 

BB Ba2 BB 10 10 

BB- Ba3 BB- 9 9 

B+ B1 B+ 8 8 

B B2 B 7 7 

B- B3 B- 6 6 

CCC+ Caa1 CCC+ 5 5 

CCC Caa2 CCC 4 4 

CCC- Caa3 CCC- 3 3 

CC Ca CC 2 2 

C C C 1 1 

SD/D Default DDD/DD/D Default Default 
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