Accepted Manuscript EMERGING
MARKETS
REVIEW

How credit ratings affect sovereign credit risk: Cross-border evidencein Latin
American emerging markets

Laura Ballester, Ana Gonzélez-Urteaga

PIl: S1566-0141(16)30077-2

DOI: doi:10.1016/).ememar.2016.09.004
Reference: EMEMAR 485

To appear in: Emerging Markets Review

Recelved date: 26 July 2015
Revised date: 26 September 2016
Accepted date: 28 September 2016

Please cite this article as: Ballester, Laura, Gonzalez-Urteaga, Ana, How credit ratings
affect sovereign credit risk: Cross-border evidence in Latin American emerging markets,
Emerging Markets Review (2016), doi:10.1016/j.ememar.2016.09.004

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.


http://dx.doi.org/10.1016/j.ememar.2016.09.004
http://dx.doi.org/10.1016/j.ememar.2016.09.004

How credit ratings affect sovereign credit risk: closs-border evidence in Latin

American emerging markets

Laura Ballester ®andAna Gonzalez-Urteagd””

@ University of Valencia, Avda. Los Naranjos s/n, 46022 Valencia, Spain
P public University of Navarre, Arrosadia Campus, 31006 Pamplona, Spain

Version: September 2016

Abstract

This article builds upon previous literature by\pding a better understanding of how
contagion changes in bordering sovereign CDS emgnaiarkets resulting from credit
rating events. To that end, we follow the novel G¥/A&ethodology using data from six
Latin American emerging countries during an extemsample period from 2004 to
2014. Our findings show evidence for the existesfcgignificant and asymmetric cross-
border effects. In particular, a competition effecibbserved before the event occurs,
indicating that non-event countries suffer (benefibm upgrades (downgrades) in
Brazil, Mexico and Chile (in Argentina and Brazilh contrast, an imitation effect is

observed after rating upgrades in Chile, to theebeaf bordering non-event countries.
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