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Abstract

Theoretical background: The increase in the issuance of Eurobonds by the issuers from Central and Eastern
Europe has become a reason for considering the impact of the issuer’s creditworthiness assessment on the
interest rate of the coupon of the issued debt instruments.

Purpose of the article: The aim of the study was to assess whether having a creditworthiness assessment
from more than one agency affects the interest rate on the Eurobond coupon. This objective was achieved
through the process of analysis of the ratings assigned by the rating agencies. Based on the analysis of the
literature and the available data, the research hypothesis was developed and verified in an empirical study.
The results were analyzed in the discussion section.

Research methods: The credit ratings for the Eurobonds corporate and government issuers, announced on
the issue date, have been analyzed. The analysis covered the fixed interest rate debt instruments issued in
EUR in the years 2005-2020 (the first half of the year). The empirical research was carried out using the
observation method, the analysis of source documents, and the method of deduction.

Main findings: The results of the conducted research indicate that the coupon rate is not affected by the
number of ratings given to the issuer. Due to the fact that the lowest average coupon interest in 2005-2020
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was held by Eurobonds of the issuers with one credit rating, there is no need for an additional creditwor-
thiness assessment by other agencies, and for any additional costs to be incurred by the issuer. It is one of

the few studies on the Central and Eastern Europe market of which the author is aware.

Introduction

Eurobonds, as debt instruments, include an issuer’s promise to pay a coupon to
bondholders on the dates specified in the terms of the issue. Holders of debt securities
are exposed to several types of risk, including the default risk. The credit rating is
one of the risk indicators of the debt default (Fabozzi, 2007). Moreover, the ratings
are carried out by the specialized rating agencies, mostly Standard & Poor’s (S&P),

Moody’s and Fitch Group, that should be independent and objective.

The credit rating agencies (CRAs) act as intermediaries between the issuers and
the investors by assessing the creditworthiness of the issuers around the world (Bon-
gaerts, Cremers, & Goetzmann, 2012). The rating agencies play an important role
in the development of the capital market providing opinions on issuers to investors
(Opp, Opp, & Harris, 2013). Their opinion affects the issuers’ access to capital and

the cost of capital (SEC, 2003).

The aim of this paper is to analyse how the credit rating of the issuer influences
the coupon of Eurobond. The goal of this article is to examine whether is it enough
for the issuers to have a credit rating from one agency, or is it better to have a credit
rating from two or even three agencies. This paper contributes to the literature on
the relationship between the number of issuer ratings and Eurobond coupon. There-
fore, whether a higher number of issuer ratings, incurring additional costs, results
in a lower Eurobond coupon. In view of the above, the analyses was carried out for
the Eurobonds issued by the Central and Eastern Europe (CEE) corporate and gov-

ernment issuers, which at the time of issue were not part of the euro area.

The article presents the rating of issuers on the issuance date of Eurobonds. The
period of analyses covers Eurobonds which were issued in the period of 2005-2020
(the first half of the year). The work is based on the number of the instruments out-
standing as of 30 June 2020 from the cbonds.pl platform, and the data from websites
of the agencies: S&P, Moody’s, and Fitch Group. Only the instruments issued in

EUR and with a fixed interest rate were taken into consideration.

The first part of the text presents an overview of the literature on the subject, with
particular emphasis on the analysis of credit ratings by the three largest agencies. In
the empirical part, the difference when it comes to the given credit ratings between
the agencies was analyzed. Moreover, the paper captures the impact of having the
ratings assigned by the rating agencies on the interest rate of the Eurobond coupon.
The article ends with the conclusions regarding the role of credit rating of the CEE

Eurobond issuers.
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Literature review

The creditworthiness assessment is essential if the entity intends to obtain financ-
ing from the international market. The credit rating can be defined as an “investment
risk classification scheme” (Dziawgo, 2010). CRAs are concerned with the prediction
of the probability of default of debt issuers (IOSCO, 2004). The credit ratings have

a large impact on the access to finance and its cost.

An extensive literature has investigated the relationship between changes in the
borrowers’ credit ratings, as disclosed by rating agencies and the impact of these
changes on the financial instruments prices in response to these events. The topic of
the influence of credit ratings was a subject of the empirical studies many times in the
past (Hand, Holthausen, & Leftwich, 1992; Avramov, Chordia, Jostova, & Philipov,
2007; Galil & Soffer, 2011). Most of research focuses on the response of the common
stocks to the rating changes (Griffin & Sanvicente, 1982; Cornell, Landsman, &
Shapiro, 1989; Goh & Ederington, 1999). Several studies have analyzed the negative
impact of downgrading the credit rating on the bond prices (Dichev & Piotroski,
2001; Vassalou & Xing, 2005; Gande & Parsley, 2005; Jorion & Zhang, 2010;
Chung, Frost, & Kim, 2012; Afonso, Furceri, & Gomes, 2012). Unlike downgrades,
some research has shown a relatively weak market reaction to the rating increases
(Steiner & Heinke, 2001; Cantor, 2004; Norden & Weber, 2004; Behr & Giittler,
2008; Bannier & Hirsch, 2010). However, very few studies focus on assessing the

creditworthiness of an issuer at the time of issuing Eurobonds.

The article deals mainly with the credit rating of the Eurobonds issuers. Ac-
cording to the definition provided by Choudhry (2006), “Eurobonds are bonds that
are subscribed and sold on different international markets simultaneously, usually
by international banking syndicates”. While CRAs have different concepts and
measures of probability of default, various studies comparing Moody’s, Fitch, S&P
ratings showed strong similarities in credit ratings (Cantor & Packer, 1996; Ammer
& Packer, 2000, Jewell & Livingston, 2000). The rating reflects the probability of

the timely payment of the Eurobond coupon by the issuer.

Table 1. The symbols of ratings assigned by CRAs

S&P | Fitch | Moody’s Rating description for category
Investment grade
AAA AAA Aaa Highest quality, lowest credit risk
AA AA Aa High quality, very low credit risk
A A A Upper medium grade quality, low credit risk
BBB BBB Baa Medium grade quality, moderate credit risk
Speculative grade
BB BB Ba Speculative, substantial credit risk
B B B Speculative, high credit risk
CCC CCC Caa Speculative and in poor standing, very high credit risk
CC CC Ca Highly speculative and likely in or near default
C C C Lowest rated and typically in default

Source: S&P, Fitch and Moody’s Investors Service materials.
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Differences in the opinions of the agencies are to be expected and different
companies use various sets of the symbols to indicate the assigned rating. However,
the differences between the companies are slight, and it is quite easy to see the re-
lationship between different symbols. As can be seen in Table 1, the scales are very
similar. The first letter is the same for each company in each symbol. Only the rest
of the symbols vary. As it is shown, the ratings have been divided into two large
categories: the investment and speculative grade.

Research problem

The above considerations led to the identification of the research problem which
is the impact of the number of ratings of an issuer on the coupon of Eurobonds. It
should be emphasized that not all the ratings are paid by the issuers. In addition to the
solicited assessments, there are the unsolicited assessments of the issuer’s creditwor-
thiness. These are the ratings in which the credit rating agency independently assesses
the creditworthiness of the issuer without being paid by the issuer. According to the
study by Baker and Mansi (2001), only about 17.8% of companies in their survey
sample reported receiving the unsolicited ratings. Therefore, the author assumes in
the study that all creditworthiness assessments were ordered by the issuers.

The up-to-date studies in the literature have referred to the market reaction to
changes in the rating of Eurobonds. So far, no research has been performed focus-
ing on the relation between the number of credit ratings assigned to the issuer from
Central and Eastern Europe and the average coupon of its Eurobonds. The presented
considerations lead to the definition of the research problem which is the impact of
the number of credit ratings awarded by the largest rating agencies to the issuers from
Central and Eastern Europe on the coupon interest rate on their Eurobonds. On this
basis, the following hypothesis was formulated: The Eurobond issuers with more
than one creditworthiness assessment bear the lower cost of the debt.

The above-mentioned relation is worth examining, as the issuers could pay more
than one agency for assigning their ratings. For this purpose, the paper analyzes
a coupon rate on Eurobonds of the issuers who were given creditworthiness assess-
ment from one or more CRAsS.

Research methods

The analysis covers the credit rating of the corporate and government issuers
from Central and Eastern Europe issued in the years 2005-2020 (the first half of the
year 2020). The study includes only the Eurobonds which were in the circulation on
30 June 2020. The research material in this paper includes — apart from the analysis
of literature — a method of observation, analysis of source materials, and a method
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of deduction. The paper utilizes the data from the cbonds.pl platform and websites
of issuers. The author has examined which agencies most often gave the ratings
to the CEE Eurobonds issuers. Moreover, it has been checked whether the issuers
were rated by one or more agencies and what rating was given most frequently. The
analysis was carried out using the Spearman rank correlation coefficient. In the next
step, the author analyzed from which agency the issuers received the highest and
from which the lowest ratings. Finally, the study assessed whether having a rating
from one, two, or three agencies has an impact on the coupon rate.

For this purpose, 314 issues of 81 issuers of Eurobonds have been analyzed. The
analysis excluded the float coupon due to the fact that 96% of the bonds have fixed
coupon. Moreover, the research was only conducted for EUR as a result of 78% of
the issues being carried out in this currency. In view of the above assumptions, the
analysis covers 231 Eurobonds issued by 71 issuers from the CEE countries.

Results and discussions

In case of 71 issuers of the sample group, all the issuers were assigned a rating.
As can be seen in Table 2, one agency gave a credit rating to 32% of the issuers;
two agencies gave a credit rating to 38% of the issuers; while three agencies gave
a credit rating to 30% of the issuers. There are no significant preferences regarding
the number of issuers’ ratings.

Table 2. The number of ratings assigned by CRAs

Moody’s S&P Fitch Issuers

v 7

v 8

v 8

v v 13

v v 8

v v 6

v v v 21

Source: Author’s own study based on the cbonds.pl platform data.

The data in Table 1 shows that Moody’s awarded the highest number of ratings
—69.01%. S&P, on the other hand, assigned 67.61% and Fitch — 60.56% of ratings.
The second stage of the research focused on the difference in the credit ratings be-
tween the agencies.

Figure 1 shows that Baa/BBB/BBB rating prevails among the ratings given to
the issuers. The moderate credit risk was awarded 60 times, with 22 issuers receiving
such ratings from Moody’s and 22 issuers receiving such ratings from Fitch. As can be
seen from the figure, 33 issuers received the assessment of the upper medium grade
quality (A/A/A), which appeared 12 times in Moody’s and 12 times in Fitch, whereas
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the high quality credit rating (Aa/AA/AA), as well as speculative, high credit risk
rating (B/B/B) were received by 15 issuers. However, none of the above-mentioned
agencies assigned the highest quality credit rating (Aaa/AAA/AAA) or the lowest
rating (Ca/C/C). Moreover, S&P withdrew the assessment given to four issuers.
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Figure 1. Ratings assigned by Moody’s, S&P and Fitch

Source: Author’s own study based on the cbonds.pl platform data.

Furthermore, there is some difference in the rating scales between the agencies.
Moody’s rated higher than S&P in 35.48% of the cases and higher than Fitch in
32.00% of'the cases. Moody’s ratings were lower than S&P ratings in 25.81% of the
cases and lower than Fitch ratings in 24.00% of the cases, whereas Moody’s gave
similar ratings to S&P in 38.71% of the cases and similar ratings to Fitch in 44.00%
of the cases. When comparing S&P with Fitch ratings, 60.71% of the issuers received
the same rating. S&P ratings were higher than Fitch ratings only in about 10.71% of
the cases and lower than Fitch ratings in 28.57% of the cases (Figure 2).

100%

Zg:j’ 25.81% v28‘57% 24.00%
° i i i
70%
60% 1 38.71%
0,

0% 1 T1% 44.00%
40% +— 60.71%
30%
20% 35.48% 32.00%
10%

10.71%

0%

Moody's relative to S&P  S&P relative to Fitch Moody's relative to Fitch
rated higher equally rated Crated lower

Figure 2. Rating differences between agencies

Source: Author’s own study based on the cbonds.pl platform data.
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Furthermore, the analysis of the ratings awarded to the issuers by individual
agencies was carried out, in order to check which agency gave the highest and the
lowest credit ratings. For this purpose, the issuers which received the ratings from
two or three agencies were analyzed. The issuers which received the rating only from
one agency were excluded from this sample. The analysis does not also include the

situations where the assessment of the agencies was the same.

100%
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40%
30%
20%
10%

0%

23.08%

26.92%

50.00%

S&P Moody's Fitch

® the highest rating the lowest rating

Figure 3. The highest and the lowest rating awarded by agencies

Source: Author’s own study based on the cbonds.pl platform data.

The comparison of the highest and lowest credit rating awarded by S&P, Moody’s
and Fitch led to some conclusions. S&P gave the highest rating to 48.44% of the
issuers, whereas Moody’s — only to 27.27% of the issuers. When analyzing the lowest
grade received by the issuers, the situation looks different. Moody’s gave the lowest
rating to 50.00% of the issuers, while S&P — to 23.08% of the issuers of Eurobonds
from Central and Eastern Europe. Fitch ranks in the middle with the highest rating

awarded to 24.24% and the lowest rating given to 26.92% of the issuers.

The last stage of research covers the influence of rating on the coupon rate. The
average coupon of issuers’ debt instruments was analyzed depending on the number
of ratings given by the individual agencies. Since 2013, the issuers have had ratings
given by one, two or three agencies. The previous years were excluded due the fact
that there were no ratings from just one agency. The aim of the study is to verify in
each year the impact of the number of ratings on the coupon rate also in the case of
having a credit rating from just one agency. Therefore, the study covers the years

2013-2020 (the first half of the year).
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Table 3. Average coupon rates of issuers’ debt instruments depending on the number of ratings (%)

Average coupon
Year 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019 | 2020 2013-2020
Rating fromone |53 66 | 556 | 263 | 325 | 166 | 142 | 275 | 175 2.13
agency
Rating from two
; 3.02 3.49 3.85 4.42 3.38 4.39 2.55 2.84 3.55
agencies
Rating from
. 3.96 3.08 2.10 2.00 2.20 2.09 2.78 1.66 2.30
three agencies

Source: Author’s own study based on the cbonds.pl platform data.

Table 3 represents the average coupon of issuers’ debt instruments depending
on the number of ratings by years. According to data, the lowest coupon rates have
changed over the years. One can interpret the data in several ways. The peak of the
average coupon rate was noted in 2013 — this applies to the assessment of the credit
rating from one agency — 3.88% and from three agencies — 3.96%, whereas in 2016,
the highest average coupon rate of the Eurobonds was up to 4.42% for issues rated
by two agencies. The lowest average coupon rate was in 2018 — for rating only from
one agency, in 2019 — for rating from two agencies and in 2020 — for rating from
three agencies. Taking into account the above, the average interest rate on coupons of
Eurobonds of the issuers, who had a rating, was calculated. The following results were
obtained: the issuers holding credit rating only from one agency issued Eurobonds
with the lowest average interest rate of the coupon in the years 2013-2020 —2.13%,
whereas Eurobonds with the highest average coupon interest in the years 2013-2020
were issued by the entities with the credit ratings from two agencies — 3.55%.

The article also examines the relationship between the average coupon rate of
issuers’ debt instruments and the number of ratings using the Spearman rank cor-
relation coefficient. Table 4 reports the correlation coefficient is equal to 0.0546.
Therefore, average coupon rates of issuers’ debt instruments has positive weak
correlations with the number of ratings.

Table 4. The Spearman rank correlation coefficient

Variables Correlation coefficient | p-value

average coupon rates of issuers’ debt instruments / the number of ratings 0.054 0.41

Source: Author’s own study based on the cbonds.pl platform data.

Furthermore, a test of the significance of the correlation coefficient has been
performed. The obtained p-value is equal to 0.41. With a significance level of 0.05,
there are no grounds to reject the null hypothesis, the correlation coefficient between
the variables is statistically insignificant.
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Conclusions

The goal of this paper was to analyze whether the issuer of Eurobonds should
have the credit rating from only one agency or more, and to verify the impact it has
on the coupon interest rate, which basically means whether a higher number of issuer
ratings, incurring additional costs, results in a lower Eurobond coupon. The analysis
of'231 issued Eurobonds of 71 issuers from Central and Eastern Europe in the years

2013-2020 leads to the numerous conclusions.

Firstly, most issuers have a rating of the two agencies — 38%; Moody’s gave the
highest number of ratings — 69.01%. Secondly, the medium grade quality rating (Ba/
BBB/BBB) was assigned most frequently. The highest ratings were given by the S&P,
whereas the lowest — by Moody’s. These results are also somewhat surprising due
to the number of ratings given by Moody’s. However, the issuers seem to take other
information into account, i.e. mainly related to the costs when selecting a credit rating
agency. Thirdly, the number of ratings given to the issuer does not affect the coupon
rate. The lowest average coupon interest in 2013—-2020 was held by Eurobonds of the
issuers with one credit rating. This finding suggests that one assessment of the issuer’s
creditworthiness is sufficient. There is no reason for the additional creditworthiness
assessment by other agencies and for incurring additional costs by the issuer. This has
been confirmed by the test of the Spearman rank correlation coefficient. Therefore,
the hypothesis — Eurobond issuers with more than one creditworthiness assessment

bear the lower cost of the debt — has been verified negatively.

The source literature does not include many studies comparing the credit rating of
the issuers from Central and Eastern Europe. The similar analyses may be conducted
also for the issuers from other regions of the world. The further research should also
explain the impact of changing credit rating of the issuer during the Eurobonds term.
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