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Abstract
Event study is a widespread technique for testing the semi-strong form of the market efficiency hypothesis. Among 
traditionally studied events, changes in corporate credit ratings by rating agencies have a special importance, since rating 
agencies use both publicly available and insider information. Studies of developed and emerging markets point to different 
reactions of stock prices to rating upgrades and downgrades and identify several factors affecting the scale of this effect, 
including the size and liquidity of the stock market, the level of regulation of the industry, the market capitalization of the 
company, the status of the rating agency, and others.
On the Russian market, the impact of credit rating upgrades and downgrades on stock prices has not been investigated 
so far. Ongoing studies of other events affecting stock prices show that the market’s reactions are pretty much in line with 
those of developed markets, despite its immaturity, limited transparency, high volatility, narrowness and low liquidity, as 
well as the small number of significant events.
In this article, we evaluate the level of efficiency of the Russian stock market and analyse the reaction of stock prices 
to changes in issuer credit ratings by international rating agencies using the traditional event study methodology in a 
narrow event window of 31 days over the period 2016–2020 on a sample of 49 public companies. We show that credit 
rating upgrades do not lead to statistically significant positive abnormal returns. Visual analysis demonstrates that rating 
downgrades result in substantial negative abnormal returns. This effect varies for financial and non-financial companies 
and companies with low and high capitalization yet differs from the effects observed for developed markets; nevertheless, 
these abnormal returns are not statistically significant. Still, there are grounds to conclude that the Russian stock market is 
not efficient in the semi-strong form and is closer in its characteristics to emerging markets, which is important information 
for investors, as it permits them to develop profitable trading strategies.

Key words: market efficiency, semi-strong form, stock prices, event study, transparency, credit rating, abnormal return, 
cumulative abnormal return
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Introduction
Studies of the efficiency of the Russian stock market be-
gan as early as the 1990s. While tests of the weak form of 
market efficiency, according to which stock prices are in-
dicative of all previous information about a company, are 
somewhat contradictory [1–4], researchers mostly believe 
that the Russian stock market is efficient in the weak form. 
However, the issue of Russian market efficiency in the 
semi-strong form, which implies that all publicly avail-
able information about the issuer is immediately and 
comprehensively included in the market value of its se-
curities, remains open. In a semi-strongly efficient mar-
ket, security quotations should not respond to new infor-
mation (the announcement of a so-called event), because 
all relevant information is taken into consideration in the 
current price. So, by considering the response of a giv-
en market to new information, one may estimate its effi-
ciency, which, in turn, serves as a key factor for investors 
when they take decisions about the purchase and sale of 
securities.
The range of events whose influence on stock prices is 
traditionally investigated is broad: from macroeconom-
ic to corporate events, including political and legislative 
changes, announcements of earnings and dividends, issue 
and split of shares, mergers and acquisitions, change of ac-
counting policies, etc. One such event is a change in the 
issuer’s credit rating.
Credit ratings are assigned by rating agencies (RAs), ex-
pressing the independent opinion of analysts about the 
relative level of credit risk, i.e., the issuer’s (sovereign, in-
stitutional or corporate borrower’s) ability to fulfil its obli-
gations completely and in due time. Ratings also allow the 
evaluation of the credit quality of certain debt securities 
and their default probability.
Credit ratings are determined on the basis of histori-
cal and current information as well as anticipated future 
events and are therefore predictive in nature. It is natu-
ral that RAs specializing in credit risk assessment play a 
crucial part in the evaluation of the creditworthiness of 
issuers and the investment quality of their debt instru-
ments. While there are dozens of RAs across the globe (in-
cluding such Russian agencies as National Rating Agency, 
Expert RA, AK&M, and RusRating), there are only three 
international leaders: Standard & Poor’s, Fitch Ratings and 
Moody’s Corporation, which control over 90% of the glob-
al debt market.
RAs constantly rate issuers and debt securities using both 
publicly available and insider information obtained direct-
ly from the issuer in order to detect the factors which may 
influence its creditworthiness. When such factors are iden-
tified, RAs may adjust the rating or revise its upward or 
downward forecast, changing their opinion about the rela-
tive level of credit risk. As long as the credit rating provides 
significant information for investors, a change in it should 
entail a change in the market value of the issuer’s securities. 
This concerns both debt and equity securities.

Thus, a series of questions arises:
• Is a discontinuous change of credit rating a factor that 

can in itself influence the market value of the issuer’s 
fundamental financial instruments? Or do RAs that ad-
just ratings just register continual changes in the mar-
ket value from information entering the market about 
the issuer’s status, with some elements of forecasting?

• Does the response to a change of the credit rating of 
the quotation of debt and equity securities differ?

• Are there differences in the response of security 
quotations to information about the upgrade and 
downgrade of credit ratings?

• Does the response of security quotations depend on 
industry, company size and other factors?

• Does the response of security quotations depend on 
the maturity of the stock market?

• Does the RA’s status (national / international) 
influence market response to rating change?

Literature Review
Early studies of the influence of credit rating changes on 
stock prices started with the US market (a useful list of lit-
erature is found in [5], for example). Employing monthly 
returns and different time horizons, they gave contradicto-
ry results. Current studies (from earlier [6] to more recent 
[7] papers), which make use of daily returns and consider 
the influence of credit rating change in a narrow event win-
dow, yield more consistent results (this may be due to the 
fact that the amount of information that is publicly avail-
able and relevant for share price formation is increasing 
in volume and spreading at an ever-growing rate). These 
studies share the conclusion that, unlike upgrades, down-
grades significantly influence the market value of shares. 
This may be due to the fact that companies more willingly 
disclose positive information that upgrades credit ratings. 
This information influences financial quotes in advance, 
while negative information is withheld, and rating down-
grades come unexpected.
The regularities identified for the US market also exist for 
other large markets such as Germany [8; 9], other Europe-
an countries [10], and Australia [11; 12]. Thus, even de-
veloped markets are not efficient in the semi-strong form.
The regularities found for large markets may be distorted 
if national RAs change ratings. For example, [13] consid-
ers the influence of credit rating changes by the Japanese 
national RА R&I on the stock prices of companies listed 
on the Tokyo Stock Exchange, which surpasses the London 
Stock Exchange in capitalization. It shows that the market 
responds positively to negative information and vice-versa. 
As to local markets, even less efficiency may be expected 
from them due to limited liquidity, information, and ana-
lysts’ attention. Nevertheless, the effect on markets in Nor-
way [14] and Nordic countries in general [15] corresponds 
to the regularities of large markets. At the same time, it was 
found that the New Zealand market responds to positive 
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as well as negative information about the revision of rat-
ings and forecasts [16]; a rating and forecast upgrade was 
accompanied by a significant abnormal positive return in 
Italy [17]; and a rating downgrade and a negative forecast 
were accompanied by an abnormal positive return in Por-
tugal [9]. However, it is difficult to make informative con-
clusions from a small sample, especially for such a volatile 
market as Portugal.
A limitation for many studies is the fact that a sample con-
sists, as a rule, of blue chips of large transparent public 
companies – for example, companies included in the S&P 
500 index. At the same time, researchers point out that the 
influence of events is more significant for small-capitaliza-
tion companies [12; 14].
In addition, a stronger market response is observed when a 
rating changes from the investment to the speculative level 
[7; 12].
Researchers mainly associate sector influence with the ex-
istence of regulation. We may assume that the market re-
sponse is much weaker if a company belongs to a regulated 
industry (banks, insurance companies), because such com-
panies have to disclose more information, and the regula-
tion procedure in itself is a source of information for the 
market.
The first studies of the influence of credit rating changes 
on the stock prices of banking groups [18] failed to reveal 
any differences in the response of banks in comparison to 
manufacturing companies. Later studies [10; 17] pointed 
to a less significant effect of downgrades on financial com-
panies, which may be explained by more serious require-
ments for information disclosure.
Recent studies of the influence of bank credit rating chang-
es on bank stock prices on US [19] and European [20; 21] 
markets identified abnormal returns from rating down-
grades and upgrades, which may be due to the research 
period (a wide-scale rating downgrade after the crisis of 
2008) and the sample structure (a large share – over 50% –  
of events in countries with presumably less efficient mar-
kets such as Italy, Spain, and Greece).
A study of the influence of rating agency status (Big Three 
/ others) and the economic development of the country on 
bank credit ratings [22] showed that bank shares are sensi-
tive to information about rating downgrades, that the influ-
ence of rating upgrades manifests itself in countries with av-
erage rating actions by economic development, and that the 
market responds more to international than national RAs.
An analysis of events on emerging markets, in particular 
in BRICS countries, is of special interest. [23] studies the 
response of the stock market to issuer rating changes in 
26 countries included in the MSCI Emerging Market In-
dex and shows abnormal returns in response to rating up-
grades as well as downgrades. It argues that stock prices re-
spond more to changes in ratings by international agencies 
than by national ones. Studies of the Indian stock market 
confirm this [24–26]. Statistically significant abnormal re-
turns in the case of rating changes (upgrades and down-
grades) by international RAs [27] were found for the Bra-

zilian market. Indeed, the greatest informative effect was 
produced by rating downgrades. In fact, Pinto [28] found a 
statistically significant abnormal return only in the case of 
a rating downgrade. A study of the influence of credit rat-
ings on the stock prices of companies on the Johannesburg 
Stock Exchange (RSA) in 2005–2015 [29] showed that, just 
as in developed economies, this market shows a signifi-
cantly negative response only to rating downgrades. The 
markets of Brazil and RSA, whose ratings are assigned by 
international RAs, approximate advanced markets in their 
efficiency.
One may assume that the effect of company size will be 
more significant for emerging markets due to the limited 
available information. In particular, one found both an 
immediate and a long-term significant influence of rating 
change on the stock prices of small and mid-sized compa-
nies on the Bombay Stock Exchange in 2010–2014; more-
over, the influence of rating downgrades was shown to be 
more apparent than the influence of upgrades [30].
A study of sector influence in India showed a statistically in-
significant negative abnormal return in the case of a bank 
rating upgrade and a statistically insignificant positive 
abnormal return in the case of a downgrade [31]. Howev-
er, the small sample made it difficult to generalize. At the 
same time, similar results were obtained in Pakistan [32]: 
a significant positive response of the market to bank rating 
downgrades by the Pakistan Credit Rating Agency and an 
insignificant negative response to rating upgrades.
On the Chinese market, the study of events such as the in-
fluence of credit rating change on stock prices has started 
only recently and has been conducted on a one-time basis. 
As late as 2018, there were only national RAs on the mar-
ket, whose ratings are criticized for their methodology and 
reliability. The most relevant publication for the present 
study is [33], which compares the influence of credit rating 
changes on stock prices on the stock exchanges of Main-
land China and Hong Kong and shows that both markets 
are inefficient, although the Hong Kong market is more ef-
ficient and has more characteristic features resembling de-
veloped markets. It also studies the influence of the reasons 
for bond rating downgrades on stock prices [34].
[35] made an attempt to sum up different empiric research 
by using meta-analysis to confirm the results of 62 studies 
performed over 30 years that rating downgrades are ac-
companied by significant abnormal returns, especially in 
the USA, while rating upgrades exert no significant impact, 
irrespective of the market. The following factors may be 
considered significant for research: market maturity (low-
er sensibility of emerging markets to rating downgrades); 
affiliation with the non-financial sector; a more apparent 
market response to rating changes after 2000; and prelim-
inary announcements of inclusion on the CreditWatch list 
(ratings under review): a relatively higher response in the 
case of positive forecasts and a relatively lower response in 
the case of negative ones. In addition, the sample size and 
the employed statistical tools and procedures of prelimi-
nary data cleaning exert an influence.
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On the Russian market, the first statistical investigations 
of the influence of events on the price of market shares 
were conducted as far back as 1990s and took into con-
sideration the specifics of Russian events at that time. In 
particular [1], studied the influence of announcements of 
auctions in which state-owned stakes were sold as a part 
of cash privatization in 1995–1996. Today, authors con-
sider methodological issues [36] as well as the effects of 
certain political [37] and corporate events, including the 
influence of dividend pay-outs on the market value of Rus-
sian companies [38; 39]; the announcements of mergers 
and acquisitions [40–42]; and the cross-listing of Russian 
companies [43]. Thus, the range of considered events is 
quite broad.
The article by A. Pogozheva [44] comes closest to the 
present study. It evaluates the informational significance 
of analytical reports by investment banks about Russian 
companies and shows that improvements in the recom-
mendations of investment bank analysts led to a significant 
growth of stock prices of Russian issuers two or three days 
after the event, while deteriorating recommendations led 
to falling stock prices. Moreover, these results are stable for 
different data samples and are observed both at the MICEX 
and the London Stock Exchange. The study by Khlyupi-
na and Berzon [45] shows that the growth of stock prices 
stemming from positive recommendations by analysts ex-
ceeds their fall from negative recommendations. In addi-
tion, the influence of a negative event is more time-spaced 
than the influence of a positive event. The authors conclude 
that a revision of recommendations does not have an im-
mediate impact on prices, and, hence, the Russian stock 
market is inefficient.
The objective of the present paper is to study the influence 
of information about changes in the credit ratings of Rus-
sian issuers on their stock prices in order to evaluate the 
efficiency of the Russian stock market. As far as the authors 
know, no similar studies have been conducted on the Rus-
sian market so far.

Research Methodology
The modern methodology of event study (Russian litera-
ture also uses the term “event research”) is based on papers 
by Ball and Brown [46] and Fama and Fisher [47]. It has 
been described in detail numerous times (see, for example, 
[48] and the Russian-language works [49–51]). It is based 
on a comparison of the actual return on assets during the 
period immediately before and after the event (“event win-
dow”) with historic or expected returns in the case of the 
absence of an event in order to identify abnormal returns. 
Modifications of the methodology proposed by different 
authors relate mainly to the assessment of expected returns 
and the statistical processing of data for making conclu-
sions. When the research methodology is applied to di-
verse events within different time intervals, there is no pre-
vailing method that may be applied to all possible events.
Bowman proposed a five-stage structure of event study 
[52]:

1. Choice of an event or type of event for analysis
This may be a single event (for example, political or leg-
islative changes which have an impact on all assets in the 
economy) or a certain type of events taking place in vari-
ous companies at different times (announcement of earn-
ings or dividends, issue or split of shares, etc.). In the lat-
ter case, event synchronization is necessary. It is achieved 
by adjusting the event to zero time and choosing an event 
window of a single duration.
2. Forecast of the expected response of security prices to 
the event
Research hypotheses tend to be generated at this stage: 
what will be the expected response of the prices of different 
assets to the event?
3. Choice of the method of abnormal (excess) returns eval-
uation as the difference between the actual and expected 
(normal) returns
In order to evaluate normal returns, statistical models 
(Comparison Period Mean Adjusted Model), market mod-
els on the basis of CAPM with various ways of calculating 
β, and economic multifactor models (Fama and French) 
may be used.
4. Adjustment and grouping of calculated abnormal re-
turns 
While abnormal returns may be studied separately, assets 
are usually grouped into uniform portfolios to verify the 
hypotheses proposed at stage 2. Cumulative average abnor-
mal returns (CAAR) [47] or the abnormal returns index 
(MI) [48] are calculated for the portfolios. 
5. Analysis of the results with the help of descriptive or for-
mal statistics methods
The results of calculations may be presented in tables or 
diagrams or processed by applying parametric statistical 
methods.
Furthermore, it has been shown [53] that this structure 
may be basically reduced to three stages:
1) Defining the studied event and its time frame.
2) Choice of the “standard” model to assess normal 

returns.
3) Calculation and analysis of abnormal returns in the 

event window.
This is the structure used in the present paper. 
We analyse the impact of a change of credit rating by the 
Big Three international RAs – S&P Global Ratings, Moody’s 
Investors Service and Fitch Ratings – on the stock prices 
of 49 public joint-stock companies from various industries 
that have different market capitalizations and shares traded 
on the Moscow Stock Exchange. 109 cases of rating upgrade 
and 26 cases of rating downgrade were considered.
The chronological framework of the research was limited 
by the period 2016–2020, because the sovereign credit rat-
ing of the Russian Federation was lowered in early 2015, 
entailing a downgrade in the ratings of many Russian raw 
material, telecommunication, and infrastructure compa-
nies. For many companies, the rating forecast became neg-
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ative. Therefore, in order to avoid the influence of previous 
events on the general statistics, we only analysed data after 
2015. Information on changes in long-term ratings in na-
tional currency was obtained from the sites of the rating 
agencies S&P Global Ratings, Moody’s Investors Service 
and Fitch Ratings. The stock prices (closing prices) with-
in an evaluation window of 100 trading days immediately 
before the event window and an event window of 31 days  
([–15; +15], with only trading days being taken into consid-
eration) were taken from the website of the Moscow Stock 
Exchange. The limited length of the evaluation window of 
100 trading days (approximately five calendar months) was 
due to the fact that, for many companies, a change of credit 
rating is quite a frequent event that took place several times 
(up to 5–7) during the research period.
The sample was analysed for errors. We excluded changes of 
ratings which overlapped with other events within the evalu-
ation or event window that could result in a change of stock 
prices (for example, the suspension of trade, additional is-
sues, split of shares, etc.) as well as sequential rating changes 
(within the event window) by two or more RAs. In the latter 
case, we took into consideration only the earliest event.
The (actual) daily returns were calculated using the follow-
ing formula: 

,
,
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where Ri,t is the actual return on share i at time t, 
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and 𝑃𝑡−1 is the price of share i at time t–1. 
The normal return was defined by the constant average re-
turn method:
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where t1, t2 are the lower and upper evaluation window 
edges, respectively,
and T is the number of calculated returns (T = t2 – t1 = 99). 
The abnormal returns (excess returns) were calculated us-
ing the following formula:
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were defined using the formula 
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window (t1; t2) were calculated as follows:
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In accordance with the methodology accepted for other 
markets, samples were compiled to verify the following 
hypotheses:

Hypothesis 1: stock prices respond more to rating down-
grades than to rating upgrades (109 cases of rating up-
grades and 26 of downgrades).
Hypothesis 2: the response to rating downgrades is more 
significant for non-financial companies (4 rating down-
grades of financial companies and 22 of non-financial 
companies).
Hypothesis 3: the response to rating downgrades is more 
significant for low-capitalization companies (6 events for 
high-capitalization companies and 20 events for low-capi-
talization companies).
The obtained results were visually assessed using diagrams 
of cumulative abnormal returns, and their statistical sig-
nificance was verified with the Student’s Test (significance 
level of 0.05).
The confirmation of these hypotheses would mean that the 
Russian market is inefficient in the semi-strong form and 
that stock prices respond to credit rating changes in the 
same way as on developed markets. 

Special Features  
of the Sample
The Big Three of international RAs (S&P Global Ratings, 
Moody’s Investors Service and Fitch Ratings) operate on the 
Russian market. Currently, international RAs assign credit 
ratings to over 200 issuers. The sample comprises changes 
by international RAs of the credit ratings of Russian issuers 
whose ordinary shares are traded on the Moscow Stock Ex-
change. The sample structure is fairly unusual. In particular, 
there is only a limited number of companies whose shares 
are traded on the market (at present, a little over 200 com-
panies, 49 of which are included in the sample).
The sample mainly consists of raw material, metallurgic, 
power, transportation and telecommunication companies. 
They are the largest public companies and, due to their ex-
port orientation and/or high status on the Russian market, 
they are interested in the evaluation of their creditwor-
thiness by international rating agencies. Many of these 
companies cooperate with several RAs, including the Rus-
sian agencies ACRA, Expert RA, National Rating Agency 
(NRA) and National Credit Ratings (NCR). There are no 
smaller companies in the sample because of their local 
orientation. As a result, international RA ratings are not 
characteristic for them, and they mainly cooperate with 
Russian RAs.
Some large organisations such as X5 Retail Group, Yandex, 
and OZON, despite their Russian origins, are officially for-
eign issuers and are therefore not included in the sample.
The period of 2016–2020 was characterized by the recov-
ery of the Russian economy, including the Russian stock 
market, after the devaluation of the rouble in October 
2014, the imposition of economic sanctions by Western 
governments, and the downgraded sovereign credit rating 
of Russia and the downgraded ratings of the largest Rus-
sian issuers. This may explain why credit rating upgrades 
prevail over downgrades as events.
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Nevertheless, it should be noted that the majority of ratings 
of Russian issuers are at the speculative level: only 6 out of 
49 issuers in the sample had credit ratings of investment 
level at the beginning of the considered period (of which 4 
were assigned by one RA, with ratings by other RAs being 
speculative) and 24 at the end of 2020. Often the shift from 
the speculative to the investment category took place step 
by step. Although issuers had acquired speculative status 
as a result of all the rating downgrades, only PJSC Megafon 
and PJSC Polus had investment ratings initially. Given such 
a small sample size, there is no point in trying to define the 
influence of the initial rating (investment / speculative). 
The intensity of rating actions within the considered pe-
riod differed from company to company: there were nu-
merous rating actions related to a certain issuer, including 
rating changes by several RAs simultaneously or only by 
some RAs while other RAs left the ratings unchanged. 
For many of the largest issuers such as PJSC Rostelecom 
or PJSC Uralkali, the rating actions within the considered 
period were limited to the adjustment or confirmation of 
forecasts, while the overall ratings remained unchanged; 
such companies were not included in the sample. RAs 
often took rating actions with respect to several (several 
dozen) issuers simultaneously (S&P on 28 January 2021, 
Moody’s on 28 January 2018 and 12 February 2019, Fitch 
on 20 August 2019). At the same time, the rating actions of 
several RAs with respect to a specific issuer coincided very 
rarely in time. 
Although RAs (including international agencies) cooper-
ate a lot with Russian banks, insurance companies and in-
vestment corporations by assigning credit ratings both to 
issuers and to their debt instruments, the sample includes 
a very small number of financial organisations, because the 
majority of Russian banks and other financial companies 
are not public entities, and their shares are not traded on 
the stock market.
On the Russian market, the criterion for big business is the 
amount of revenue (over RUB 2 billion) and the number of 
employees (more than 250 employees)1. According to these 
criteria, all the companies in the sample may be consid-
ered to be big businesses. However, the main criterion in 
Western countries is the market capitalization of a compa-
ny: market capitalization exceeding $10 billion is generally 
considered to be high. According to the latest data2, there 
are 14 such companies on the Russian market. Within the 
studied period, only one company from the sample – PJSC 
Magnit – met this criterion on the date of rating change. 
Therefore, for the purposes of our study, issuers with 
capitalization exceeding RUB 200 billion are classified as 
high-capitalization companies. The market capitalization 
of companies was calculated on the date of rating change.

1 Regulation of the Government of the Russian Federation of 04.04.2016 No. 265 “On the Limit of Revenue Earned by Business Operations for Each 
Category of Small and Medium Business Entities”.
2 The most expensive Russian public companies – 2021. RIA Rating, 04.02.2021. URL: https://riarating.ru/corporate_sector/20210204/630194247.html 
(accessed on 15.02.2021).

Research Results
The visual assessment of the results shows that an an-
nouncement of credit rating upgrade (Figure 1) leads to 
a fall in stock prices. This contradicts expectations and 
observed effects in developed markets; however, it is con-
sistent with data from other emerging markets. Besides, in 
the event window, prices fall first, and then increase, with 
a period of stabilization immediately before the announce-
ment of the rating upgrade. They subsequently fall on the 
4th and 5th days before returning to their initial levels by the 
end of the event window. 
However, the high volatility of average abnormal returns 
in comparison to their absolute value (AAR root-mean-
square deviation of approximately 1.4–1.8%) prevents us 
from making significant conclusions. This is confirmed by 
t-statistics for AAR (Table 1) that show a statistically signif-
icant fall in stock prices immediately after the event as well 
as on the -11th and 4th days and a rise in prices on the -5th 
day. The rise and fall of stock prices on the indicated dates 
are shown in the figure; however, they are so insignificant 
that it would be hard to develop income-generating trade 
strategies on their basis. T-statistics of cumulative average 
abnormal returns (CAAR) reveal no statistically significant 
values. 
The visual analysis of the response of stock prices to a rat-
ing downgrade shows that a fall in prices takes place be-
fore the event, a significant reduction in prices occurs on 
the next day after the rating downgrade, and prices further 
decrease for five days before starting to grow gradually, 
almost attaining their initial values. However, t-statistics 
(Table 1) indicate only one statistically significant decrease 
in average abnormal returns that occurs 11 trading days 
before the event. Other values of average and cumulative 
abnormal returns are not statistically significant. One may 
assume that this is due to a prolonged and gradual reduc-
tion of prices as well as their high volatility and the smaller 
size of the sample. Thus, hypothesis 1 is confirmed at the 
empirical level yet not statistically. 
A comparison of the response to a rating downgrade of fi-
nancial and non-financial companies (Figure 2) indicates 
that the prices of shares of non-financial companies show 
a significant decrease when a rating downgrade occurs and 
continue to fall up to the 8th day before returning almost to 
their initial level. However, only the negative average ab-
normal return on the -11th day is statistically significant, 
while CAAR values are statistically insignificant.
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Figure 1. Cumulative average abnormal returns (CAAR) in the case of credit rating upgrade and downgrade
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Figure 2. Cumulative average abnormal returns of financial and non-financial companies due to credit rating 
downgrades
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Table 1. Testing the significance of average abnormal returns (AAR) and cumulative average abnormal returns (CAAR)

Day

Rating upgrade Rating downgrade

Rating downgrade

Financial companies Non-financial companies High capitalization Low capitalization

109 events
t = 1.98

26 events
t = 2.06

4 events
t = 2.77

22 events
t = 2.07

6 events
t = 2.45

20 events
t = 2.09

AAR CAAR AAR CAAR AAR CAAR AAR CAAR AAR CAAR AAR CAAR

… … … … … … … … … … … … …

–11 –2.34 –1.10 –2.64 –1.06 –0.78 1.14 –2.56 –1.28 –1.94 –0.37 –2.05 –0.94

… … … … … … … … … … … … …

–3 –0.38 1.02 –0.53 –0.82 –0.57 –1.11 –0.44 –0.50 –2.39 –0.65 0.38 –0.52

–2 –0.82 0.81 –1.24 –1.05 –1.20 –1.45 –0.84 –0.65 –3.83 –0.96 –0.62 –0.63

–1 0.23 0.82 0.14 –1.03 1.79 –1.01 –0.31 –0.72 0.23 –0.98 –0.05 –0.64

0 0.17 0.86 0.39 –0.85 –1.42 –1.37 0.99 –0.41 0.71 –0.35 –0.52 –0.69

1 –2.72 0.29 –1.65 –1.63 0.91 –1.21 –1.86 –1.29 –1.05 –1.54 –1.10 –1.04

2 0.58 0.40 –1.15 –1.66 –3.22 –1.43 –0.63 –1.26 –0.96 –1.65 –0.59 –1.02

3 –0.11 0.37 0.68 –1.51 3.24 –1.29 0.46 –1.15 0.98 –1.40 0.29 –0.96

4 –2.12 –0.10 –0.38 –1.51 0.45 –1.23 –0.47 –1.17 –0.32 –1.62 –0.21 –0.94

… … … … … … … … … … … … …

9 –0.30 –0.49 1.30 –1.45 0–86 –1.03 1.14 –1.20 3.18 –0.70 0.26 –1.28

… … … … … … … … … … … … …

15 0.75 –0.08 –0.61 –0.64 –1.11 –0.96 –0.49 –0.47 2.54 0.84 –1.63 –0.89
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Figure 3. Cumulative abnormal returns for high- and low-capitalization companies when credit rating downgrades
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For financial companies, the price reduction begins long 
before the announcement of the rating downgrade, which 
may be due to more serious requirements for information 
disclosure, including negative information that enters the 
market in the period preceding a rating action. Prices do 
not return to the old level within the event window. T-sta-
tistics (Table 1) show that there is a statistically significant 
negative AAR value on the 2nd day and a positive value on 
the 3rd day. However, the assertion of the high significance 
of the obtained results for financial companies is hardly 
reasonable due to the small sample (four events). Thus, 
empirical analysis suggests that shares of financial and 
non-financial companies behave in a different way within 
the event window. However, the response of financial com-
panies is more profound and starts earlier, and so hypoth-
esis 2 is also rejected. 
The difference in the behaviour of stock prices of companies 
with high and low capitalization is noteworthy (Figure 3). 
The stock prices of companies with low capitalization de-
crease gradually long before the event, a significant fall 
is observed immediately on the date of the credit rating 
downgrade, and the prices decrease further on the 5th day. 
Stock prices do not return to their initial level within the 
event window. Statistically significant values of AAR and 
CAAR have not been identified despite the relatively large 
sample size (20 events).
The stock prices of companies with high capitalization seem 
to be stable during the period preceding the rating down-
grade. A statistically significant negative average abnormal 
return occurs only on the -11th day. Despite its strongly 
pronounced nature, the decrease in AAR on the date of the 
event is not statistically significant, nor is the subsequent 
rise of stock prices to a level exceeding the initial one. This 
may be due to a high volatility of share prices and the small 

sample. In general, the response of shares of high-capitali-
zation companies to rating downgrades is more significant. 
This may be due to their higher liquidity, on the one hand, 
and the greater optimism of investors about large compa-
nies, on the other. Thus, hypothesis 3 is confirmed neither 
at the empirical nor at the statistical level.
The statistically significant negative values of abnormal 
returns 11 trading days (14–15 calendar days) before the 
announcement of the rating change, whether an upgrade 
or a downgrade, are noteworthy. We may conjecture that 
information about the start of the procedure of rating 
change by RAs becomes available to the market at this 
time despite its confidentiality and has an impact on stock 
prices. 

Conclusions
The analysis of the response of stock prices to announce-
ments of credit rating upgrades (statistically significant de-
creases of returns) suggests that the Russian stock market 
is inefficient in the semi-strong form. At the same time, 
the absence of a statistically significant response to the an-
nouncement of credit rating downgrades does not provide 
sufficient grounds to consider the market to be efficient; 
it is most likely the result of the limited size and specif-
ic characteristics of the sample (a small number of rating 
downgrade events and a small number of financial compa-
nies and high-capitalization companies). Taking into con-
sideration the market’s immaturity, high volatility, narrow-
ness and low liquidity and the small number of significant 
events, one can make the general conclusion that the Rus-
sian stock market is not efficient in the semi-strong form. 
When rating agencies monitor issuers and adjust their cred-
it ratings and forecasts, they provide significant informa-
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tion to the market. This is less true of positive events when 
RAs play a certifying role of sorts, using the credit rating 
upgrade to register positive information that has become 
available to the market and on the basis of which the rating 
action is performed. At the same time, the response of stock 
prices to credit rating downgrades is indicative of the fact 
that the market obtains new and unique information.
Our analysis of the influence of industry and company size 
uncovered regularities different from the ones observed in 
developed markets: the response of the stock prices of fi-
nancial companies to credit rating downgrades was more 
pronounced, as was the response of the stock prices of 
high-capitalization companies. However, it is difficult to 
assert the stability and statistical significance of these reg-
ularities due to the high volatility of stock prices and the 
small size of the sample, as well as other factors apart from 
the rating downgrade which influenced stock prices within 
the event window. 
In general, the comparison of our results to the data ob-
tained from other markets shows that, in its response to 
credit ratings change, the Russian market has more in com-
mon with emerging markets than with developed ones.
The understanding of the impact of credit ratings on stock 
prices is important for various market players and, in par-
ticular, for asset and asset portfolio managers who take in-
vestment decisions. The rather insignificant response of stock 
prices to credit rating upgrades suggests that income-gener-
ating trade strategies are unlikely to be developed on their 
basis. However, it is possible to develop efficient trade strate-
gies with returns exceeding transaction costs on the basis of 
RA announcements of credit rating downgrades.
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