
DATA UPDATE 4 FOR 2023: 
COUNTRY RISK

Globalization’s dark side!

1



2

A confession…

¨ I describe myself as a dabbler, and it does get in the way of my best laid plans. 
A few weeks ago, I posted my first data update pulling together what I had 
learned from looking at the data in 2023, and promised many more on the 
topic. 

¨ In the month since, I have added two more posts, one on US equities and one 
on interest rates, but my attention has been drawn away by other interesting 
stories. 
¤ Thus, I took a detour to value Tesla, around the time of their most recent earnings report on 

January 26, and added a second post to respond to the pushback that I got. 
¤ About a week and a half ago, just as I was getting ready to get started on my fourth data 

update, I got distracted again, this time by a story of a short seller (Hindenburg) targeting one 
of India's most visible companies (Adani Group) 

¤ Whether you think Hindenburg's short selling thesis against the Adani Group has legs, it is 
undeniable that the fate and value of this family group's companies is intertwined with the 
India story. A strongly growing India needs massive investments in infrastructure to succeed, 
and the Adani Group seemed uniquely qualified because of its perceived capacity to deliver on 
its promises, as well as its political connections.
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Country Risk: The Foundations
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¨ There is risk in investing in every country in the world, 
with the differences being one of degree. 
¤ Thus, you would be making a mistake, if you assume that this 

discussion only applies if you are investing in India, Brazil or 
Belarus, and that it does not, if your investing is in the United 
States, Germany or Australia. 

¤ The developed/emerging market divide was created for 
convenience, and while it sometimes has consequential effects, 
as is sometimes the case when a company is reclassified as 
developed from emerging, or vice versa, much of what I will say 
about how governments, legal systems and regulatory 
frameworks can affect corporate value applies to all countries.
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Country Risk: Determinants
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A Country Life Cycle…
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History of Sovereign Default: Geography
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History of Default Risk: Currency
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Riskfree Rates in Currencies
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Sovereign Ratings
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¨ The ratings agencies that rate corporate default with ratings have
also had a long history of assessing sovereign default risk, with
ratings, with the numbers of countries rated increasing dramatically
over time, with the number of countries rated by Moody's (S&)
increasing from 33 (35) in 1990 to 152 (131) at the start of 2023.

¨ Sovereign ratings, like corporate ratings, range from Aaa (AAA) in 
Moody's (S&P's) scale, to D (in default, with a couple of differences 
in how you read the ratings:
o While each company generally gets one rating, countries are usually

assigned two ratings, one for local currency borrowing and one for foreign
currency borrowing.

o The fundamentals that feed corporate ratings come primarily from its
financial disclosures, though qualitative factors play a role. Sovereign
ratings start with quantitative measures of a country's economic standing,
but there are far more non-financial forces that seem to come into play.
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Sovereign Ratings in January 2023
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Sovereign CDS Spreads

¨ The sovereign CDS market, a relatively recent 
entrant into the sovereign default risk game, has for 
the last two decades offered investors a market 
where they can buy insurance against default risk by 
sovereigns.

¨ By doing so, provided a constantly updated, albeit 
noisy, measure of the default spreads of countries. 
¤ In January 2023, there were 76 countries with sovereign 

CDS spreads available on the market.
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Composite Country Risk
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¨ While default risk measures are widely available and used, 
they can be rightly challenged as taking too narrow a view of 
risk. After all, there are countries that score low on the 
default risk dimension but are exposed to political and 
economic risks that are considerable, as is the case with much 
of the oil-rich countries of the Middle East. 

¨ There are no easy remedies for this problem, but there are 
services that generate country risk scores that bring in 
multiple measures of risk. 

¨ While the Economist, the World Bank and private services 
provide country risk scores, I will stay with Political Risk 
Services, a data service I have used for a long time, more 
because of my familiarity with it than for any perceived 
superiority in how it measures risk. 
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Equity Risk: From default spreads to equity 
risk premiums

¨15



16



17

Company Risk Exposure to Country Risk
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The End Game for Government
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¨ I know that I am going against the current political trend, but I believe
that the end game for a good government is analogous to that of a good
founder, and that is, once it has provided the structure and the basis for
growth and prosperity, to make itself less central to the economy, not
more so.

¨ Note that while this may seem like the libertarian position, there are
significant differences.
¤ I do believe that it is a government's role to craft laws and regulations that

minimize the externalities that businesses create
¤ Those laws/regulations should be few in number and changes, when they happen,

should be reasoned and infrequent and enforcement should be fair and timely.
¨ There is nothing more unsettling than being a businessperson, consumer

or citizen in a setting, where you are faced an avalanche of rules,
sometimes contradictory, that are constantly changing, and enforced
inconsistently.


