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Abstract: This study analyzes the effect of corporate bond rating changes on stock prices in

the Spanish stock market. We explore their effects on excess of returns and systematic risk.

Rating changes by Moody’s, Standard and Poor’s and FitchIBCA are analyzed. On an efficient

market, these changes will only have some effect if they contain some new information or if they

are associated to a redistribution of wealth between shareholders and bondholders. We use an

extension of the event study dummy approach. Our results support the redistribution of wealth

hypothesis in the abnormal returns behavior. We also find that changes in both directions cause

a rebalancing effect in the total risk of the firm, with significant reductions on their systematic

component.
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1. INTRODUCTION

The aim of this study is to explore the corporate bond rating changes effects on market
returns and on systematic risk corresponding to firms listed on the Spanish stock
exchange. We inquire whether the Spanish market values the information that may
be contained in the re-ratings from the three largest international agencies: Moody’s,
Standard and Poor’s and FitchIBCA.

Rating agencies assign an initial rating to new bond issues on the basis of the solvency
of the issuing firms. This depends on the fundamentals of the firms and on factors
related to the industry and the macroeconomic environment.1 Afterwards, agencies
successively re-evaluate corporate bonds as some of these relevant conditions change.

* P. Abad-Romero is from Univ. de Vigo and Univ. de Barcelona and M. D. Robles-Fernandez is from the
Univ. Complutense de Madrid. They acknowledge financial support from the Spanish Ministry of Science and
Technology and FEDER (SEJ2005-03753 and BEC2003-03965) and Comunidad de Madrid (UCM940063).
They thank T. Saul (Fitch Ratings) for providing data on rating announcements and an anonymous referee
for their helpful comments. All the errors and omissions are the authors’ own. (Paper received October
2004, revised version accepted January 2006)

Address for correspondence: Pilar Abad-Romero, Fac. de cc. Económicas y Empresariales, Univ. Vigo, As
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1 See Crourhy et al. (2001) for an analysis of Moody’s and Standard and Poor’s rating systems.
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