
Country Risk and Currencies!
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§ If you have read my first two data updates, I won’t blame you if 
you skip this one, because you found them long and boring, or 
if you viewed them as too US-focused, because I did spend my 
second data update, looking at US equities, and my third, 
examining US treasuries and the US dollar. 

§ In this post, I widen my data analysis to bring in the rest of the 
world, starting with a journey through global equity markets 
in 2025, before creating a snapshot of country risk at the 
start of 2026 and finishing by looking at interest rate 
differences across currencies. 
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§ I am not a political or a macroeconomic analyst, but a 
significant portion of what we have seen in terms of global 
politics and economics in this century can be attributed first to 
the rise of globalization as an almost unstoppable force, and 
later to the backlash to it.

§ The 2008 financial market crisis broke the globalization 
spell, exposing the weakness of its architects and provoking a 
backlash from those left behind. 

§ That backlash has not only upended the political order in the 
developed world, with both Europe and the United States 
seeing changes in the power structure, but also brought 
nationalist parties to power in many emerging market 
countries.
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§ For much of this century, an investor invested entirely in US 
stocks would have outperformed one who followed the 
textbook advice to diversify globally. 

§ While that may look sound on an empirical basis, the truth is that 
two decades is not a long time period in stock market history 
and that you can have extended market runs that look permanent 
when they are not. 

§ As multinationals displace domestic companies, the payoff to 
international diversification has become smaller over time; 
buying the S&P 500 would have bought your exposure to the 
global economy, since the companies in the index, while 
incorporated in the US, get almost 60% of their revenues in the rest 
of the world.  

§ The underperformance of the US, relative to the rest of the world, in 
2025 should be a reminder that international diversification 
still belongs in the toolkit for a prudent investor.
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§ Young economies have higher growth potential, but that 
higher economic growth comes with more risk (more 
volatile economies) and require more robust governance to 
deliver on their promise. 

§ As economies age, they face a period of lower growth, 
albeit with more economic stability, and governance matters 
less, effectively become mature (middle aged) economies. 
There is a third phase, where a country’s economy hits walls, and 
growth can stagnate or even become negative, driven partly by a 
loss of competitive edge and partly by aging populations. 

§ In each of these phases, countries often overreach, with 
young countries aspiring for the stability of middle age, while 
trying to grow at double-digit rates, and mature companies, 
seeking to rediscover high growth.  
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§ The sovereign ratings are focused almost entirely on default 
risk, and while the chance that a country will default is correlated 
with the core risks (violence, political structure, legal system and 
corruption) that I mentioned up front, there are countries on this 
list where they diverge. I believe that this is especially the case in 
the Middle East, where there are countries, like Saudi Arabia, that 
have low or no default risk, but remain exposed to large political 
risks.

§ The sovereign ratings have their share of biases, for or against 
regions, but their bigger sin is that they are slow to react. If you 
look at the list, you will see countries like Argentina and Venezuela 
that have seen significant changes in governance in the last year, 
but where the ratings have not or barely changed yet. 

§ There were a few ratings changes in 2025, mostly at the margin, but 
the one that got the most attention was the ratings downgrade for 
the US that I mentioned in last data update. While markets, for 
the most part, took that ratings downgrade in stride, it did create 
waves in the process that I use to estimate riskfree rates and equity 
risk premiums, by country.
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§ The logic that I used to make the argument that it is unlikely that you will 
see US treasury bond rates drop much below 4%, at least as long as 
inflation runs hot (2.5-3%), not only applies for other currencies, but yields 
a roadmap for estimating riskfree rates in other currencies (including 
those without a government bond in the local currency):
§ Riskfree rate in local currency = Riskfree rate in US dollars + (Expected inflation 

rate in local currency – Expected inflation in US $)

§ Thus, the riskfree rate in Egyptian pounds, using the expected inflation 
rates of 7.78% for Egypt and 2.24% for the United States is 9.49%:
§ Riskfree rate in EGP (1/1/26) = Riskfree rate in US $ + (Expected inflation in 

Egypt – Expected inflation in US) = 3.95% + (7.78% - 2.24%) = 9.49%

§ Note that the riskfree rate in US $ is 3.95%, obtained by cleansing the US 
10-year treasury rate on January 1, 2026 (4.18%) of US default risk (0.23%).  
This is an approximation, since inflation rates compound, and that 
compounded version is below:
§ Riskfree rate in EGP = (1+ US $ Riskfree Rate) × (1 + Expected inflation rate in 

EGP)/ (1+ Expected inflation rate in US $) -1 = 1.0395 × (1.0778/ 1.0224) -1 = 
.0958 or 9.58%
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§ Put simply, the effects of expected inflation in valuation 
cancel out, and that is that the basis of what I would term “the 
currency invariance proposition”, where the value of a 
project or company should not change, if you change the 
currency in which you do your analysis. 

§ A project that has a positive NPV, when the analysis is done in 
US $, should continue to have the same positive NPV, if you 
redo the analysis in EGP, and a company that is overvalued, 
when the valuation is in US $, will remain overvalued, if you 
revalue it in EGP.

§ The currency you chose to do an analysis cannot alter the 
underlying value but that does not mean that changes in 
inflation cannot change the values of businesses, since that 
effect will depend on how well a company can pass inflation 
through to its customers (with pricing power. 
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§ As globalization gets a blowback, and in the midst of turmoil 
from tariffs, we got a reminder of how, much as we may want to 
back to simpler times where the rest of the world did not 
intrude into our jobs, businesses and lives, we are all 
connected in good and bad ways. 

§ Thus, you may disagree with me on how to measure country 
risk and to bring into your analysis and investments, but it is 
undeniable that risk varies across countries and that we 
must incorporate that risk into our decision making. 

§ I hope that this post brings through the layers in this process 
from the drivers of country risk to how these drivers play out 
as differences in country ratings, default spreads and 
equity risk premiums.  I hope the post also illustrates the 
dynamic nature of the process and how country risk can 
change over time, and sometimes in short periods.


