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ABSTRACT

This work examines the impact on the price of corporate bonds denominated in Euro of a
downgrade to high yield announced by Standard & Poor's and/or Moody's Investors Service. In
particular, we observe the bond price behaviour around three events. The first event is the first
downgrade announcement from one of the rating agencies, and we find significant cumulative
abnormal returns before and at around the event. The second event is the downgrade
announcement by the second rating agency: in this case, the security becomes a fallen angel and
must leave the institutional portfolios constrained to investment grade (IG) securities. We record
again a significant negative price reaction but larger than in the previous case and significantly
higher when preceded by a widening of the credit spread in the corporate bonds market.
Broadening the existing literature, we perform a third event study, focused on the subsequent
bond deletion from an IG benchmark. In this case, our results show positive and significant excess
returns after the month-end index rebalancing, revealing a price reversal pattern of the fallen angel
after its release from the index. This price rebound is the higher, whereas the stronger was the
bond price pressure at the downgrade announcement. These insights offer some practical
guideline for those professionals that manage IG and high-yield portfolios. Copyright © 2014 John
Wiley & Sons, Ltd.

This website utilizes technologies such as cookies to enable essential site functionality, as well as for
analytics, personalization, and targeted advertising. You may change your settings at any time or accept
the default settings. You may close this banner to continue with only essential cookies. Privacy Policy

Manage Preferences

Accept All

Reject Non-Essential


https://onlinelibrary.wiley.com/journal/10991158
https://onlinelibrary.wiley.com/toc/10991158/2014/19/4
https://doi.org/10.1002/ijfe.1496
https://onlinelibrary.wiley.com/authored-by/Bolognesi/Enrica
https://onlinelibrary.wiley.com/authored-by/Ferro/Marianna
https://onlinelibrary.wiley.com/authored-by/Zuccheri/Andrea
https://onlinelibrary.wiley.com/doi/epdf/10.1002/ijfe.1496
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26publication_year%3D2004%26author%3DE%2BAltman%26author%3DG%2BFanjul%26title%3DDefaults%2Band%2BReturns%2Bin%2Bthe%2BHigh%2BYield%2BBond%2BMarket%253A%2BThe%2BYear%2B2003%2Bin%2BReview%2Band%2BMarket%2BOutlook&doi=10.1002%2Fijfe.1496&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://www.wiley.com/privacy

Ambrose BW., Cai N, Helwege J. 2008. Forced selling of fallen angels. Journal of Fixed Income 18: 72-85.

Google Scholar &

Ambrose BW, Cai N, Helwege J. 2012. Fallen angels and price pressure. Journal of Fixed Income 21: 74-86.

Google Scholar &

Bank of America, Merrill Lynch, 2009. Fallen Angels: Gems or Empty Shells? High Yield Strategy: New York
City, USA.

Google Scholar &

Ben Dor A, Xu Z. 2011. Fallen angels: characteristics, performance, and implications for investors. Journal of
Fixed Income 20: 33-58.

Google Scholar @

Bessembinder W, Kahle K, Maxwell W, Xu D. 2009. Measuring abnormal bond performance. Review of
Financial Studies 22: 4219-4258.

Web of Science® & Google Scholar &

Brown S, Warner J. 1985. Using daily stock returns: the case of event studies. Journal of Financial Economics
15: 3-31.

Web of Science® &  Google Scholar &

CaiJ, Houge T. 2008. The long-term impact from Russell 2000 rebalancing. Financial Analysts Journal 64: 76-
91.

Web of Science® &4 Google Scholar &

Ellul A, Jotikasthira C, Lundblad CT. 2011. Regulatory pressure and fire sales in the corporate bond market.

This website utilizes technologies such as cookies to enable essential site functionality, as well as for
analytics, personalization, and targeted advertising. You may change your settings at any time or accept
the default settings. You may close this banner to continue with only essential cookies. Privacy Policy

Manage Preferences

Accept All

Reject Non-Essential



https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26volume%3D18%26publication_year%3D2008%26pages%3D72-85%26journal%3DJournal%2Bof%2BFixed%2BIncome%26author%3DBW%2BAmbrose%26author%3DN%2BCai%26author%3DJ%2BHelwege%26title%3DForced%2Bselling%2Bof%2Bfallen%2Bangels&doi=10.1002%2Fijfe.1496&doiOfLink=10.3905%2Fjfi.2008.708844&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26volume%3D21%26publication_year%3D2012%26pages%3D74-86%26journal%3DJournal%2Bof%2BFixed%2BIncome%26author%3DBW%2BAmbrose%26author%3DN%2BCai%26author%3DJ%2BHelwege%26title%3DFallen%2Bangels%2Band%2Bprice%2Bpressure&doi=10.1002%2Fijfe.1496&doiOfLink=10.3905%2Fjfi.2012.21.3.074&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar%3Fhl%3Den%26q%3D%2BBank%2Bof%2BAmerica%252C%2BMerrill%2BLynch%252C%2B2009.%2BFallen%2BAngels%253A%2BGems%2Bor%2BEmpty%2BShells%253F%2BHigh%2BYield%2BStrategy%253A%2BNew%2BYork%2BCity%252C%2BUSA.&doi=10.1002%2Fijfe.1496&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26volume%3D20%26publication_year%3D2011%26pages%3D33-58%26journal%3DJournal%2Bof%2BFixed%2BIncome%26author%3DA%2BBen%2BDor%26author%3DZ%2BXu%26title%3DFallen%2Bangels%253A%2Bcharacteristics%252C%2Bperformance%252C%2Band%2Bimplications%2Bfor%2Binvestors&doi=10.1002%2Fijfe.1496&doiOfLink=10.3905%2Fjfi.2011.20.4.033&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/servlet/linkout?suffix=null&dbid=128&doi=10.1002%2Fijfe.1496&key=WOS%3A000270003700012&getFTLinkType=true&doiForPubOfPage=10.1002%2Fijfe.1496&refDoi=10.1093%2Frfs%2Fhhn105&linkType=ISI&linkSource=FULL_TEXT&linkLocation=Reference
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26volume%3D22%26publication_year%3D2009%26pages%3D4219-4258%26journal%3DReview%2Bof%2BFinancial%2BStudies%26author%3DW%2BBessembinder%26author%3DK%2BKahle%26author%3DW%2BMaxwell%26author%3DD%2BXu%26title%3DMeasuring%2Babnormal%2Bbond%2Bperformance&doi=10.1002%2Fijfe.1496&doiOfLink=10.1093%2Frfs%2Fhhn105&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/servlet/linkout?suffix=null&dbid=128&doi=10.1002%2Fijfe.1496&key=A1985AEZ5600001&getFTLinkType=true&doiForPubOfPage=10.1002%2Fijfe.1496&refDoi=10.1016%2F0304-405X%2885%2990042-X&linkType=ISI&linkSource=FULL_TEXT&linkLocation=Reference
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26volume%3D15%26publication_year%3D1985%26pages%3D3-31%26journal%3DJournal%2Bof%2BFinancial%2BEconomics%26author%3DS%2BBrown%26author%3DJ%2BWarner%26title%3DUsing%2Bdaily%2Bstock%2Breturns%253A%2Bthe%2Bcase%2Bof%2Bevent%2Bstudies&doi=10.1002%2Fijfe.1496&doiOfLink=10.1016%2F0304-405X%2885%2990042-X&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/servlet/linkout?suffix=null&dbid=128&doi=10.1002%2Fijfe.1496&key=000258048900007&getFTLinkType=true&doiForPubOfPage=10.1002%2Fijfe.1496&refDoi=10.2469%2Ffaj.v64.n4.7&linkType=ISI&linkSource=FULL_TEXT&linkLocation=Reference
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26volume%3D64%26publication_year%3D2008%26pages%3D76-91%26journal%3DFinancial%2BAnalysts%2BJournal%26author%3DJ%2BCai%26author%3DT%2BHouge%26title%3DThe%2Blong%25E2%2580%2590term%2Bimpact%2Bfrom%2BRussell%2B2000%2Brebalancing&doi=10.1002%2Fijfe.1496&doiOfLink=10.2469%2Ffaj.v64.n4.7&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/servlet/linkout?suffix=null&dbid=128&doi=10.1002%2Fijfe.1496&key=WOS%3A000293366200006&getFTLinkType=true&doiForPubOfPage=10.1002%2Fijfe.1496&refDoi=10.1016%2Fj.jfineco.2011.03.020&linkType=ISI&linkSource=FULL_TEXT&linkLocation=Reference
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26volume%3D101%26publication_year%3D2011%26pages%3D596-620%26journal%3DJournal%2Bof%2BFinancial%2BEconomics%26author%3DA%2BEllul%26author%3DC%2BJotikasthira%26author%3DCT%2BLundblad%26title%3DRegulatory%2Bpressure%2Band%2Bfire%2Bsales%2Bin%2Bthe%2Bcorporate%2Bbond%2Bmarket&doi=10.1002%2Fijfe.1496&doiOfLink=10.1016%2Fj.jfineco.2011.03.020&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26volume%3D16%26publication_year%3D2006%26pages%3D22-29%26journal%3DJournal%2Bof%2BFixed%2BIncome%26author%3DM%2BFridson%26author%3DK%2BSterling%26title%3DFallen%2Bangels%253A%2Ba%2Bseparate%2Band%2Bsuperior%2Basset%2Bclass&doi=10.1002%2Fijfe.1496&doiOfLink=10.3905%2Fjfi.2006.670091&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://www.wiley.com/privacy

Goltz F, Campani CH. 2011. A Review of Corporate Bond Indices: Construction Principles, Return
Heterogeneity, and Fluctuations in Risk Exposures. EDHEC-Risk Institute Publications: Nice, France.

Google Scholar &

Grier P, Katz S. 1976. The differential effects of bond rating changes on industrial and public utility bonds by
maturity. Journal of Business 49: 226-239.

Web of Science® &  Google Scholar &

Hand J, Holthausen R, Leftwich R. 1992. The effect of bond rating agency announcements on bond and stock
prices. Journal of Finance 47: 733-752.

Web of Science® &4 Google Scholar &

Hite G, Warga A. 1997. The effect of bond-rating changes on bond price performance. Financial Analysts
Journal 53: 35-51.

Google Scholar &

May AD. 2010. The impact of bond rating changes on corporate bond prices: New evidence from the over-the-
counter market. Journal of Banking and Finance 34: 2822-2836.

Web of Science® [Z = Google Scholar &

Steiner M, Heinke VG. 2001. Event study concerning international bond price effects of credit rating actions.
International Journal of Finance and Economics 6: 139-157.

Web of Science® & Google Scholar &

Wansley J, Glascock J, Clauretie T. 1992. Institutional bond pricing and information arrival: the case of bond
rating changes. Journal of Business Finance & Accounting 19: 733-749.

Google Scholar &

This website utilizes technologies such as cookies to enable essential site functionality, as well as for
analytics, personalization, and targeted advertising. You may change your settings at any time or accept
the default settings. You may close this banner to continue with only essential cookies. Privacy Policy

Manage Preferences

Accept All

Reject Non-Essential



https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26publication_year%3D2011%26author%3DF%2BGoltz%26author%3DCH%2BCampani%26title%3DA%2BReview%2Bof%2BCorporate%2BBond%2BIndices%253A%2BConstruction%2BPrinciples%252C%2BReturn%2BHeterogeneity%252C%2Band%2BFluctuations%2Bin%2BRisk%2BExposures&doi=10.1002%2Fijfe.1496&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/servlet/linkout?suffix=null&dbid=128&doi=10.1002%2Fijfe.1496&key=A1976BP78000005&getFTLinkType=true&doiForPubOfPage=10.1002%2Fijfe.1496&refDoi=10.1086%2F295833&linkType=ISI&linkSource=FULL_TEXT&linkLocation=Reference
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26volume%3D49%26publication_year%3D1976%26pages%3D226-239%26journal%3DJournal%2Bof%2BBusiness%26author%3DP%2BGrier%26author%3DS%2BKatz%26title%3DThe%2Bdifferential%2Beffects%2Bof%2Bbond%2Brating%2Bchanges%2Bon%2Bindustrial%2Band%2Bpublic%2Butility%2Bbonds%2Bby%2Bmaturity&doi=10.1002%2Fijfe.1496&doiOfLink=10.1086%2F295833&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/servlet/linkout?suffix=null&dbid=128&doi=10.1002%2Fijfe.1496&key=WOS%3AA1992HX63800010&getFTLinkType=true&doiForPubOfPage=10.1002%2Fijfe.1496&refDoi=10.1111%2Fj.1540-6261.1992.tb04407.x&linkType=ISI&linkSource=FULL_TEXT&linkLocation=Reference
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26volume%3D47%26publication_year%3D1992%26pages%3D733-752%26journal%3DJournal%2Bof%2BFinance%26author%3DJ%2BHand%26author%3DR%2BHolthausen%26author%3DR%2BLeftwich%26title%3DThe%2Beffect%2Bof%2Bbond%2Brating%2Bagency%2Bannouncements%2Bon%2Bbond%2Band%2Bstock%2Bprices&doi=10.1002%2Fijfe.1496&doiOfLink=10.1111%2Fj.1540-6261.1992.tb04407.x&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26volume%3D53%26publication_year%3D1997%26pages%3D35-51%26journal%3DFinancial%2BAnalysts%2BJournal%26author%3DG%2BHite%26author%3DA%2BWarga%26title%3DThe%2Beffect%2Bof%2Bbond%25E2%2580%2590rating%2Bchanges%2Bon%2Bbond%2Bprice%2Bperformance&doi=10.1002%2Fijfe.1496&doiOfLink=10.2469%2Ffaj.v53.n3.2083&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/servlet/linkout?suffix=null&dbid=128&doi=10.1002%2Fijfe.1496&key=000281986300020&getFTLinkType=true&doiForPubOfPage=10.1002%2Fijfe.1496&refDoi=10.1016%2Fj.jbankfin.2010.06.006&linkType=ISI&linkSource=FULL_TEXT&linkLocation=Reference
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26volume%3D34%26publication_year%3D2010%26pages%3D2822-2836%26journal%3DJournal%2Bof%2BBanking%2Band%2BFinance%26author%3DAD%2BMay%26title%3DThe%2Bimpact%2Bof%2Bbond%2Brating%2Bchanges%2Bon%2Bcorporate%2Bbond%2Bprices%253A%2BNew%2Bevidence%2Bfrom%2Bthe%2Bover%25E2%2580%2590the%25E2%2580%2590counter%2Bmarket&doi=10.1002%2Fijfe.1496&doiOfLink=10.1016%2Fj.jbankfin.2010.06.006&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/servlet/linkout?suffix=null&dbid=128&doi=10.1002%2Fijfe.1496&key=000168458800004&getFTLinkType=true&doiForPubOfPage=10.1002%2Fijfe.1496&refDoi=10.1002%2Fijfe.148&linkType=ISI&linkSource=FULL_TEXT&linkLocation=Reference
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26volume%3D6%26publication_year%3D2001%26pages%3D139-157%26journal%3DInternational%2BJournal%2Bof%2BFinance%2Band%2BEconomics%26author%3DM%2BSteiner%26author%3DVG%2BHeinke%26title%3DEvent%2Bstudy%2Bconcerning%2Binternational%2Bbond%2Bprice%2Beffects%2Bof%2Bcredit%2Brating%2Bactions&doi=10.1002%2Fijfe.1496&doiOfLink=10.1002%2Fijfe.148&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26volume%3D19%26publication_year%3D1992%26pages%3D733-749%26journal%3DJournal%2Bof%2BBusiness%2BFinance%2B%2526%2BAccounting%26author%3DJ%2BWansley%26author%3DJ%2BGlascock%26author%3DT%2BClauretie%26title%3DInstitutional%2Bbond%2Bpricing%2Band%2Binformation%2Barrival%253A%2Bthe%2Bcase%2Bof%2Bbond%2Brating%2Bchanges&doi=10.1002%2Fijfe.1496&doiOfLink=10.1111%2Fj.1468-5957.1992.tb00654.x&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26volume%3D1%26publication_year%3D1991%26pages%3D7-16%26journal%3DJournal%2Bof%2BFixed%2BIncome%26author%3DA%2BWarga%26title%3DCorporate%2Bbond%2Bprice%2Bdiscrepancies%2Bin%2Bthe%2Bdealer%2Band%2Bexchange%2Bmarkets&doi=10.1002%2Fijfe.1496&doiOfLink=10.3905%2Fjfi.1991.408021&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/servlet/linkout?suffix=null&dbid=128&doi=10.1002%2Fijfe.1496&key=A1993MZ76000009&getFTLinkType=true&doiForPubOfPage=10.1002%2Fijfe.1496&refDoi=10.1093%2Frfs%2F6.4.959&linkType=ISI&linkSource=FULL_TEXT&linkLocation=Reference
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26volume%3D6%26publication_year%3D1993%26pages%3D959-982%26journal%3DReview%2Bof%2BFinancial%2BStudies%26author%3DA%2BWarga%26author%3DI%2BWelch%26title%3DBondholder%2Blosses%2Bin%2Bleveraged%2Bbuyouts&doi=10.1002%2Fijfe.1496&doiOfLink=10.1093%2Frfs%2F6.4.959&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://www.wiley.com/privacy

Weinstein M. 1977. The effect of a rating change announcement on bond price. Journal of Financial
Economics 5: 329-350.

Web of Science® [Z  Google Scholar 4

Citing Literature

Download PDF

ABOUT WILEY ONLINE LIBRARY

Privacy Policy
Terms of Use
About Cookies

Manage Cookies
Accessibility

Wiley Research DE&I Statement and Publishing Policies

HELP & SUPPORT

Contact Us
Training and Support
DMCA & Reporting Piracy

Sitemap

OPPORTUNITIES

Subscription Agents

Advertisers & Corporate Partners

CONNECT WITH WILEY

The Wiley Network

This website utilizes technologies such as cookies to enable essential site functionality, as well as for
analytics, personalization, and targeted advertising. You may change your settings at any time or accept
the default settings. You may close this banner to continue with only essential cookies.

Manage Preferences

Accept All

Reject Non-Essential



https://onlinelibrary.wiley.com/doi/pdf/10.1002/ijfe.1496
https://onlinelibrary.wiley.com/servlet/linkout?suffix=null&dbid=128&doi=10.1002%2Fijfe.1496&key=A1977FM77100003&getFTLinkType=true&doiForPubOfPage=10.1002%2Fijfe.1496&refDoi=10.1016%2F0304-405X%2877%2990042-3&linkType=ISI&linkSource=FULL_TEXT&linkLocation=Reference
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26volume%3D5%26publication_year%3D1977%26pages%3D329-350%26journal%3DJournal%2Bof%2BFinancial%2BEconomics%26author%3DM%2BWeinstein%26title%3DThe%2Beffect%2Bof%2Ba%2Brating%2Bchange%2Bannouncement%2Bon%2Bbond%2Bprice&doi=10.1002%2Fijfe.1496&doiOfLink=10.1016%2F0304-405X%2877%2990042-3&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://www.wiley.com/privacy
https://onlinelibrary.wiley.com/terms-and-conditions
https://onlinelibrary.wiley.com/cookies
https://onlinelibrary.wiley.com/accessibility
https://onlinelibrary.wiley.com/publishing-policies
https://hub.wiley.com/community/support/onlinelibrary
https://www.wiley.com/customer-success/wiley-online-library-training-hub
https://onlinelibrary.wiley.com/dmca-notification-policy
https://onlinelibrary.wiley.com/sitemap
https://onlinelibrary.wiley.com/agents
https://onlinelibrary.wiley.com/advertisers
https://www.wiley.com/network
https://newsroom.wiley.com/
https://www.wiley.com/
https://www.wiley.com/
https://www.wiley.com/privacy




