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ABSTRACT

This paper explores how sovereign credit spreads vary with the level of governance. An

analysis of 74 countries over the 2001–2016 period shows that sovereign credit default swap

(CDS) spreads decrease with government effectiveness, particularly in countries exhibiting

severe default risk, high indebtedness, and poor economic conditions. We formulate a the-

oretical explanation for these findings using a structural model in which governments adjust

default and debt policies based on their abilities to collect and use fiscal revenues. The theory

posits that more effective governments have less incentive to default and thus benefit from

narrower credit spreads, although they may choose higher indebtedness levels.

JEL Codes: F34, G12, G13, G15, H63
Keywords: Credit Risk, Sovereign Debt, Governance, International Financial Markets

∗Acknowledgements: I am grateful for comments and suggestions from two anonymous referees, Rui Albu-
querque, Patrick Augustin, Alessandro Barattieri (discussant), Narjess Boubakri, Laurent Frésard, Jean-François
Gajewski, Omrane Guedhami, Christian T. Lundblad (discussant), Fabrizio Perri, Philip Valta, participants at the
CIRPÉE Conference, the European Finance Association Meetings, the Northern Finance Association Meetings,
and seminar participants at various universities. All errors are our mine.

†Contact details: HEC Montréal, Department of Finance, 3000 Côte-Sainte-Catherine, Montréal, Canada
H3T 2A7. Phone: 514 340-1557. E-mail: alexandre.jeanneret@hec.ca. Website: www.alexandrejeanneret.com



Download English Version:

https://daneshyari.com/en/article/7356490

Download Persian Version:

https://daneshyari.com/article/7356490

Daneshyari.com

https://daneshyari.com/en/article/7356490
https://daneshyari.com/article/7356490
https://daneshyari.com

