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The Announcement Effects of Credit Ratings
along the Supply Chain
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Previous studies have explored the financial effects of changes in a company’s
credit rating on that company and on its industry rivals. In this paper we focus on
the response of suppliers and customers that have trade relations with the rated
firm. We examine the financial effects of initial credit ratings, short-term rating
downgrades, long-term rating downgrades, and negative rating outlooks on the
finances of supply-chain companies. We also assess whether the characteristics of
supply-chain companies, the wuniqueness of products, and the industrial
concentration of rated firms could lead to variations in stock price responses. Our
results show that customers exhibit significantly positive stock price responses to
the initial credit ratings announcements, expressing their assessments for the
certification effect of credit ratings. For the short-term rating downgrades and
negative rating outlooks, suppliers show significant and negative stock price
responses and customers express substantially positive abnormal stock returns in
the face of the long-term rating downgrades. This may be as a result of the changes
in the supply-chain relation between the downgraded firm and its counterparts.
Finally, we find that the industrial concentration and the debt level of customers
are two important factors in explaining the financial effects of negative rating

announcements.
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