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From country risk to corporate credit risk: the spillover effect
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The aim of this research is to analyze the relationship between country risk and corporate credit risk, as one of the biggest issues in our current economy is the existence of the spillover effect, which is highly responsible for many chain reactions. The first part of the study focuses on the fact that companies in developing countries are exposed to a higher country risk than companies operating in developed countries. The second part examines and quantifies the country risk by using default spreads. The Capital Asset Pricing Model (CAPM) can be fine-tuned by incorporating these default spreads into the model, thus proving the spillover effect. Using these results the paper analyzes the expected returns of nine Romanian companies from six different industries, listed on the stock exchange. Lastly, the expected return of a Romanian and a Hungarian pharmaceutical company will be compared.



