
Accepted Manuscript

The influence of rating levels and rating convergence on the spillover effects of
sovereign credit actions

Pilar Abad, Rasha Alsakka, Owain ap Gwilym

PII: S0261-5606(18)30120-7
DOI: https://doi.org/10.1016/j.jimonfin.2018.03.005
Reference: JIMF 1887

To appear in: Journal of International Money and Finance

Please cite this article as: P. Abad, R. Alsakka, O. ap Gwilym, The influence of rating levels and rating convergence
on the spillover effects of sovereign credit actions, Journal of International Money and Finance (2018), doi: https://
doi.org/10.1016/j.jimonfin.2018.03.005

This is a PDF file of an unedited manuscript that has been accepted for publication. As a service to our customers
we are providing this early version of the manuscript. The manuscript will undergo copyediting, typesetting, and
review of the resulting proof before it is published in its final form. Please note that during the production process
errors may be discovered which could affect the content, and all legal disclaimers that apply to the journal pertain.

https://doi.org/10.1016/j.jimonfin.2018.03.005
https://doi.org/10.1016/j.jimonfin.2018.03.005
https://doi.org/10.1016/j.jimonfin.2018.03.005


  

The influence of rating levels and rating convergence on the spillover effects of 

sovereign credit actions 

 

Pilar Abad,
a
 Rasha Alsakka,

b
 Owain ap Gwilym

b,*
 

 

a
 Facultad de Ciencias Jurídicas y Sociales, Universidad Rey Juan Carlos, Madrid, Spain. 

b
 Bangor Business School, Bangor University, LL57 2DG, UK. 

 

19
th
 December 2017 

 

Abstract  

This paper assesses contagion and competition as alternative types of stock market 

spillovers arising from sovereign rating actions. Our research design is based on the 

premise that the type of spillover effects within and between groups of countries will be 

influenced by the sovereign rating level, split ratings and the extent of rating convergence 

i.e. specific types of rating action will induce different and/or stronger effects. The results 

reveal a clear pattern whereby downgrades of high-rated countries induce contagion to both 

high and low-rated countries, while downgrades of low-rated countries reveal the opposite 

i.e. they induce competitive effects. Split ratings are found to intensify stock market 

spillover effects. Rating convergence/divergence across similarly-rated sovereigns has a 

meaningful influence on the spillover effects. For the downgrades of high-rated countries, 

rating convergence mitigates the contagion effect to other high-rated countries in the 

region, but has very limited effect on the contagion to low-rated countries. For downgrades 

of low-rated countries, rating convergence strengthens the competitive effect on other low-

rated countries but has little effect on the competitive impact on high-rated countries. 
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