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The Effects of Credit Watches
on Stock Prices

Injoong Kim™ - Taekyu Kim™*

Abstract

This study examines the effects of credit watches on stock prices. Analyzing credit watches
issued by rating agencies in Korea from 2000 to 2019, we find significantly negative abnormal
returns for negative watch announcements but no stock price reactions to positive watch
announcements. To explain the asymmetric announcement effects of credit watches, we investigate
stock price responses prior to credit watch announcements and document positively significant
abnormal returns before positive watches, which suggests information leakage. Moreover, KOSDAQ
firms show stronger price responses to positive watches than KOSPI firms. In addition, we provide
evidence that stock price reactions to negative watches become stronger as credit ratings get worse.
‘While positive watches are mostly given to investment grades, negative watches are concentrated
on speculative grades. The findings support that differential rating distributions between positive
and negative watches as well as prior information leakage explain the asymmetric effects of credit

watches on stock prices.
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