
 

 

 

Credit rating agencies and the European sovereign
debt crisis
Citation for published version (APA):

Freitag, L. (2016). Credit rating agencies and the European sovereign debt crisis. [Doctoral Thesis,
Maastricht University]. Datawyse / Universitaire Pers Maastricht. https://doi.org/10.26481/dis.20160512lf

Document status and date:
Published: 01/01/2016

DOI:
10.26481/dis.20160512lf

Document Version:
Publisher's PDF, also known as Version of record

Please check the document version of this publication:

• A submitted manuscript is the version of the article upon submission and before peer-review. There can
be important differences between the submitted version and the official published version of record.
People interested in the research are advised to contact the author for the final version of the publication,
or visit the DOI to the publisher's website.
• The final author version and the galley proof are versions of the publication after peer review.
• The final published version features the final layout of the paper including the volume, issue and page
numbers.
Link to publication

General rights
Copyright and moral rights for the publications made accessible in the public portal are retained by the authors and/or other copyright
owners and it is a condition of accessing publications that users recognise and abide by the legal requirements associated with these
rights.

• Users may download and print one copy of any publication from the public portal for the purpose of private study or research.
• You may not further distribute the material or use it for any profit-making activity or commercial gain
• You may freely distribute the URL identifying the publication in the public portal.

If the publication is distributed under the terms of Article 25fa of the Dutch Copyright Act, indicated by the “Taverne” license above,
please follow below link for the End User Agreement:
www.umlib.nl/taverne-license

Take down policy
If you believe that this document breaches copyright please contact us at:

repository@maastrichtuniversity.nl

providing details and we will investigate your claim.

Download date: 22 May. 2023

https://doi.org/10.26481/dis.20160512lf
https://doi.org/10.26481/dis.20160512lf
https://cris.maastrichtuniversity.nl/en/publications/4e1a6ed3-f383-4b89-9d92-d3e9601a5753


In this thesis, we want to take a closer look at the behavior of credit rating agencies during the last 

decade. Specifically, we want to analyze sovereign ratings in Europe. This research is of interest to 

policymakers, investors, and researchers alike. To policymakers, because it would give a scientific 

argument to their complaints about CRAs. To investors, because it helps assessing the reliability of 

ratings. Finally, to researchers, because the current literature in the field of sovereign ratings is rather 

sparse, especially when compared to research on corporate ratings. This thesis has six chapters, the first 

being an introduction and the last providing a conclusion. The other four chapters analyze different 

aspects of Credit Rating Agencies and the European Sovereign Debt Crisis. All of them are of empirical 

nature.  

 

In chapter two, we explore whether or not rating agencies have assigned country ratings in a coherent 

manner. Specifically, we look at two phenomenons: procyclicality and path dependence. The former 

refers to whether the CRAs take the business cycle systematically into account, while controlling for 

macroeconomic fundamentals. The latter effect refers to the probability that a country is downgraded 

again, given its macroeconomic characteristics and the fact that it has already been downgraded. 

Procyclicality is a violation of rating through the cycle, that is assigning ratings on a longterm basis, 

rather than following short term market movements. Path dependence, also referred to as sluggishness, 

can produce a vicious cycle of repeated downgrades. We find no systematic evidence for procyclicality, 

but we find evidence for path dependence. Also, our regressions explain downgrades better than 

upgrades, which give rise to the suspicion that CRAs might have assigned upgrades in a careless manner 

prior to 2008. 

 

The third chapter investigates whether ratings during the recent crisis for European countries reflect 

default probabilities. If we would perform this exercise with corporate ratings, it would be easy. We 

would have millions of rating changes for hundreds of thousands of firms available. One can calculate 

transition matrices from this and compare them to a subsample to see whether firms that are similar in 

size and other characteristics are treated similarly over time, or whether there are anomalies in the 

data. The data base for country ratings is much smaller and contains fewer defaults. Thus, we need to 

use another methodology. We use Credit Default Swap (CDS) data and correlate it with rating data to 

see whether there is a significant positive relationship. To reduce the noise in the CDS data we use a 

new variant of a Mixed Data Sampling (MIDAS) estimator. We find that in the majority of cases CDS data 

and rating data predict a similar default probability. However, there is a subgroup of countries in our 

data set located in eastern Europe where the correlation is not positive significant. 

 

Chapter four concentrates only on the second part of our title. That is we concentrate on the sovereign 

debt crisis aspect and leave the agencies out of the picture for the time being. We examine the impact 

of austerity programs that have been implemented in Greece, Portugal, and Spain from 2010 onwards. 

To do so, the synthetic counterfactual estimator is used. We construct a synthetic Greece, Portugal, and 



Spain and compare the evolution of GDP per capita between the actual data and the synthetic 

counterpart. We find that the programs have done extensive damage to Greece and Portugal, however 

we find no effect for Spain. This can be explained by the fact that the Spanish economy is in a process of 

change ever since the collapse of the construction sector and that this is the major driver of the current 

economic climate in Spain. 

In the fifth chapter we analyze the relationship between the three big agencies. Specifically, we look for 

a possible leader-follower relationship in their rating history using frequency-domain analysis. To do so, 

we study the rating history of five countries in Europe during the crisis. While for Greece, Portugal, and 

Spain the CRAs act independently, there is a leader-follower relationship for the case of Ireland and 

Italy, suggesting that the agencies might be unsure about their judgment regarding these two countries.  

 

The last chapter provides a conclusion to our research, where the results from the different chapters are 

put into perspective and overall policy implications are drawn 


