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�|t UL4T@?�it< _iM| Th�Uitq ì |it| |�i �)TL|�it�t |�@| ��i?i�ih @ }L�ih?4i?| _iu@�*|tc

|�i �h4 _iu@�*|tc Lh i^���@*i?|*)c |�@| |h@?tuih h�t! �t �ffI� 6�ht|c �i t�4T*) UL4T@hi

|�i )�i*_ tThi@_t Lu ULhTLh@|i ML?_t |L |�Lti Lu }L�ih?4i?| ML?_t Lu t�4�*@h 4@|�h�|�it�

W? ti�ih@* U@titc |�i ULhTLh@|i tThi@_t @hi *L�ihc �?_�U@|�?} |�@| |�i 4@h!i| @ttittit @

*L�ih _iu@�*| h�t! uLh |�i UL4T@?) |�@? uLh �|t �Lt| }L�ih?4i?|� 5iUL?_c �i hi}hitt |�i

ULhTLh@|i )�i*_ tThi@_ L? |�@| Lu |�i }L�ih?4i?|� ì @}@�? �?_ i��_i?Ui |�@| |h@?tuih
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ì UL4T@hi |�L 3ihL�UL�TL? ML?_tc L?i �tt�i_ M) |�i �h4 @?_ L?i M) |�i }L�ih?�

4i?|c @?_ i@U� 4@|�h�?} @| |�4i A � A�i �@*�i Lu i@U� �t _i|ih4�?i_ M) |�i ThLM@M�*�|)

|�@| |�i t|@|i ��** u@** �? |�i _iu@�*| hi}�L? @| |�4i A � A�i hit�*|t |�@| uL**L� ��** UL?Uih?

|�i �4T@U| Lu @ t4@** U�@?}i �? |�i �@*�i Lu |�i t|@|i �@h�@M*i L? |�i )�i*_t Lu |�i |�L

ML?_t� �t �? �*@itti?t : �i??@U�� E�bbS�c �i @tt�4i |�@| |�i t|@|i �@h�@M*i uL**L�t @?

@h�|�4@|�U �hL�?�@? 4L|�L? ��|� _h�u|c

_f| ' >_|n j_~

��ihi _~ ' 0|
s
_| ��|� 0| @? �?_iTi?_i?|c t|@?_@h_ ?Lh4@* h@?_L4 �@h�@M*i� N?_ih |��t

@tt�4T|�L?c �i U@? �h�|i |�i _iu@�*| ThLM@M�*�|) uLh |�i }L�ih?4i?| @| @?) |�4i | 	 A c

_CEf|�c @t

_Ef|c g
C� � �hEfA �gC � f� ' xE

gC �f| � >A

j
s
A

� E����

��ihi x �t |�i U�4�*@|��i _�t|h�M�|�L? u�?U|�L? Lu @ t|@?_@h_ ?Lh4@* _�t|h�M�|�L? E|�i

_ih��@|�L? �t �? |�i @TTi?_� �� A�i _iu@�*| ThLM@M�*�|) Lu |�i �h4 �t _i|ih4�?i_ �? |�i

t@4i �@)c �t�?} g8 �?t|i@_ Lu gC�

�L?t�_ih |�i ��t|��U@|�L? Lu |�i tL�ihi�}? Ui�*�?} Lgihi_ M) �LL_)<tc |�@| R�u |�i

}L�ih?4i?| _iu@�*|tc |�i? �| ��** U@�ti |�i �h4 |L _iu@�*|�� Wu |��t �t |h�ic |�i? |�i

UL?_�|�L?t �?_ih ���U� |�i }L�ih?4i?| _iu@�*|t 4�t| Mi @ t�Mti| Lu |�Lti �?_ih ���U�

|�i �h4 _iu@�*|t� A�@| �tc

g8 � gC� E��2�

ì @tt�4i uLh ?L� |�@| |L|@* _iu@�*| �t |�i L?*) TLtt�M*i uLh4 Lu ?L?�T@)4i?| uLh

ML|� �h4t @?_ |�i }L�ih?4i?|( �u _iu@�*| LUU�htc Uhi_�|Lht hiUi��i 3ihL T@)4i?|t� A�i

�?|��|�L? uLh |�i i4T�h�U@* �Lh! |�@| uL**L�t ��** Mi |�i �4T*�U@|�L? Lu E��2� |�@| �u @

b



U�@?}i �? |�i t|@|i �@h�@M*i *i@_t |�i _iu@�*| ThLM@M�*�|) Lu |�i }L�ih?4i?| |L }L �T M)

L?i TihUi?|@}i TL�?|c �| ��** U@�ti |�i _iu@�*| ThLM@M�*�|) Lu |�i �h4 |L �?Uhi@ti M) @|

*i@t| L?i TihUi?|@}i TL�?|� �tt�4i |�i U�hhi?| t|@|i @| |�4i | ' f �t ff E�i ��** hiuih

|L U�@?}it �? |�i t|@|i �@h�@M*i @| |�4i fc |�L�}� |�i |�4i U�Lti? �t ?L| �4TLh|@?| |L

L�h hit�*|t��

wi44@ ���� Wu E��2� �L*_t @?_ g8 	 ff n >A EtL |�@| |�i i �@?|i _iu@�*| ThLM@M�*�|)

Lu |�i �h4 �t *itt |�@? DfI�c |�i? _�Effc g
8 � : _�Effc g

C� E��ihi _�E� hiuiht |L |�i

_ih��@|��i Lu _E� ��|� hitTiU| |L �|t �ht| @h}�4i?|��

A�i ThLLu �t �? |�i @TTi?_� �

A�i �?|��|�L? uLh |��t �t }��i? �? 6�}�hi �� `�i? |�i �h4 �t 4Lhi *�!i*) |L _iu@�*| |�@?

|�i }L�ih?4i?|c |�i ThLM@M�*�|) |�@| |�i �h4 ��** _iu@�*| �t 4Lhi ti?t�|��i |L U�@?}it �?

|�i t|@|i �@h�@M*i� A��t uL**L�t uhL4 |�i u@U| |�@| |�i ThLM@M�*�|) _�t|h�M�|�L? u�?U|�L?

�t �?Uhi@t�?} uLh *L� _iu@�*| ThLM@M�*�|�it� `�i? |�i _iu@�*| ThLM@M�*�|) �t ��}�c |�i

LTTLt�|i �t |h�i� W?|��|��i*)c �u |�i �h4 �t @*4Lt| Uih|@�? |L _iu@�*|c @ U�@?}i �? |�i t|@|i

�@h�@M*i ��** ?L| @giU| |�i �h4<t ThLtTiU|t 4�U��

��h _@|@ @hi �? |ih4t Lu ML?_ )�i*_tc h@|�ih |�@? _iu@�*| ThLM@M�*�|�itc tL �i ?ii_ |L
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ì ��** |it| |�i �4T*�U@|�L?t Lu E��e� _�hiU|*) �? L�h i4T�h�U@* �Lh!� Wu E��e� �t u@*tic

|�i? �| 4�t| Mi |�@| |�i t|h�U| tL�ihi�}? Ui�*�?} UL?_�|�L? _Lit ?L| �L*_� �L|�Ui |�@|

�| �t ^��|i TLtt�M*i |�@| |�i _iu@�*| ThLM@M�*�|) Lu |�i �h4 �t }hi@|ih |�@? |�@| Lu |�i

}L�ih?4i?|c M�| |�@| E��e� �t u@*ti� 6�h4�tTiU��U u@U|Lht 4@) 4@!i |�i �h4 h�t!�ih |�@?

|�i }L�ih?4i?|c i�i? �u |�i tL�hUit Lu h�t! @hi UL4T*i|i*) _�gihi?|� Wu �h4�tTiU��U h�t!

4@!it �h4t }i?ih@**) *itt Uhi_�|�Lh|�) |�@? |�i }L�ih?4i?|c |�i? |�i tL�ihi�}? Ui�*�?}

4@) 4@!i ti?ti @t @ h�*i Lu |��4M� E��e� }��it �t @ �@) |L |it| |�i t|h�U|ih UL?_�|�L?

|�@| R��i?i�ih |�i }L�ih?4i?| _iu@�*|tc �| ��** U@�ti |�i �h4t |L _iu@�*|��

��2� +iUL�ih) h@|it

A�i @ML�i hit�*|t @hi _ih��i_ �?_ih |�i @tt�4T|�L? |�@| �? |�i U@ti Lu _iu@�*|c �?�it|Lht

hiUL�ih ?L?i Lu |�i�h �?�it|4i?|� +i@*�|) �t Lu UL�hti 4�U� 4Lhi UL4T*�U@|i_� � 4Lhi

}i?ih@* @TThL@U� �L�*_ Mi |L t�TTLti |�@| |�i uh@U|�L? Lu |�i�h �?�it|4i?| hiUL�ihi_

M) �?�it|Lht _iTi?_t L? |�i Rti�ih�|)� Lu |�i _iu@�*|c Lh �? |ih4t Lu L�h 4L_i*c �L� u@h

Mi*L� |�i |�hit�L*_ |�i t|@|i �@h�@M*i u@**t� ì _L ?L| tL*�i |�i 4Lt| }i?ih@* U@tic M�|
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Table I
Summary statistics

All statistics are based on monthly yield spreads of hard-currency denominated bonds
over risk-free bonds of the same currency and same maturity. CORSPREAD refers to the
corporate spread and GOVSPREAD refers to the government spread. Each corporate bond
is matched to a single government bond in the same country. The sample is an unbalanced
panel of 116 bonds from 95:1 to 98:9, representing 88 different firms.

CORSPREAD GOVSPREADNumber
of bonds Mean SD Mean SD Cor(C, S)

Total 116 4.272 6.561 2.689 1.492 0.716
By country

South Africa 2 1.449 0.230 2.063 0.498 0.240
Argentina 30 3.995 3.997 3.431 2.228 0.571
Brazil 24 4.058 3.588 3.615 3.174 0.658
Mexico 25 4.274 5.135 2.694 1.442 0.366
Venezuela 2 2.274 4.466 3.372 3.993 0.342
Lebanon 1 1.958 0.858 1.937 0.460 0.388
Indonesia 6 5.545 5.210 4.127 3.156 0.587
Korea 7 2.899 2.688 2.852 2.495 0.753
Malaysia 2 2.680 3.020 1.846 1.851 0.743
Philippines 9 3.313 2.264 2.930 1.519 0.816
Thailand 1 6.301 2.112 4.174 1.806 0.909
Russia 5 18.725 29.811 11.917 15.690 0.808
Czech Rep. 1 0.783 0.241 0.968 0.412 0.368
Romania 1 4.384 2.761 3.921 4.171 0.777
By industry

Banking & Fin. 54 4.708 9.012 3.742 4.961 0.749
Construction 8 3.931 3.176 2.700 1.405 0.458
Energy/Utility 5 4.114 3.741 3.098 2.229 0.705
Manufacturing 18 4.931 5.870 3.351 2.531 0.602
Oil & Gas 8 3.147 2.218 3.235 2.112 0.594
Telecom 10 3.307 2.138 3.437 2.234 0.837
Other 13 3.939 2.915 2.758 1.534 0.497
By time

   95:01 to 97:09 107 3.233 2.341 2.524 1.551 0.692
   97:10 to 98:09 116 5.380 8.985 4.308 4.787 0.710



Table II
Distribution of bonds by region and industry

East Asia Latin America Other Total
Number Percent Number Percent Number Percent Number Percent

Our sample
  Banking & Fin. 7 13 37 69 10 18 54 100
  Manufacturing 8 44 10 56 0 0 18 100
  Energy/ Utility 2 40 3 60 0 0 5 100
  Oil & Gas 1 13 7 87 0 0 8 100
  Telecoms 5 50 5 50 0 0 10 100
  Construction 0 0 8 100 0 0 8 100
  Other 2 15 11 85 0 0 13 100

  Total 25 22 81 70 10 9 116 100.00

Euromoney
data
 Sovereign 84 13 245 40 294 47 623 100

 Public 86 56 15 10 53 34 154 100

 Banking&Fin. 744 45 643 40 251 15 1638 100

 Manufacturing 141 42 162 49 31 9 334 100

 Energy/Utility 59 36 52 33 49 31 160 100

 Oil & Gas 39 21 125 68 20 11 184 100

 Telecoms 23 32 45 64 3 4 71 100

 Construction 25 37 42 63 0 0 67 100

 Other 116 49 110 47 9 4 235 100

 Total 1317 38 1439 42 710 20 3466 100.00



Table III
Average Spreads of bond pairs with similar maturities

This table reports yield spreads of hard-currency denominated bonds over risk-free bonds of the same currency and same maturity. CORSP refers to the
corporate spread and GOVSP refers to the government spread. Each corporate bond is matched to a single government bond in the same country. The 28 bonds
here comprise all those in our sample for which the times to maturity of the corporate and sovereign bonds differ by less than 10%. The industries are: OG (Oil
and Gas), BF (Banking and Finance), TC (Telecommunication), MN (Manufacturing), CN (Construction) & OT (Other). Diff refers to the difference in
spreads (Corporate spread – sovereign Spread).  * means that the two spreads are different at a 5% significance level.

Country Ind Mean Mean Mean SE Maturity Maturity Issue Amt Issue Amt Months of
ustry Corsp Govsp Diff Diff date_c Date_s Corp($m) Govt($m) Observations

1 Astra – Compania Argentina de Argentina OG 2.65 2.76 -0.12 0.26 199912 199912 100 152 (9601-9809)
2 Banco Bansud SA Argentina BF 3.66 2.56 1.11 0.31 199911 199912 100 152 (9612-9809)
3 Banco Rio de la Plata SA Argentina BF 4.57 4.61 -0.04 0.14 200312 200312 250 1000 (9501-9809)
4 Bridas Corp Argentina OG 3.32 2.68 0.63 0.24 199911 199912 150 152 (9604-9809)
5 Compania Naviera Perez Companc Argentina OG 3.20 2.76 0.44 0.20 199909 199912 75 152 (9510-9707)
6 Invergas SA Argentina OG 3.88 3.22 0.65 0.38 199911 199912 100 152 (9502-9804)
7 Multicanal SA Argentina TC 4.52 3.95 0.57 0.28 200701 200609 125 1000 (9702-9809)
8 Perez Companc SA Argentina OG 2.84 3.19 -0.36* 0.20 200401 200312 300 1000 (9701-9809)
9 Perez Companc SA Argentina OG 3.14 4.31 -1.17* 0.18 200707 200609 400 1000 (9707-9809)

10 Sociedad Comercial del Plata Argentina MN 3.70 2.31 1.39 0.14 200005 200008 125 100 (9606-9712)
11 Telecom Argentina STET-France Argentina TC 3.32 3.62 -0.29* 0.10 200010 200008 500 100 (9501-9808)
12 Telefonica de Argentina SA Argentina TC 5.83 7.22 -1.38* 0.28 200411 200312 300 1000 (9501-9601)
13 Telefonica de Argentina SA Argentina TC 3.55 3.75 -0.20 0.14 200010 200008 300 100 (9501-9809)
14 Banco Real SA Brazil BF 3.81 2.71 1.10 0.44 200107 200110 75 750 (9707-9805)
15 Daewoo Corp Korea MN 1.06 0.51 0.55 0.07 199909 199907 132 300 (9701-9709)
16 Korea Telecom Korea TC 0.59 1.43 -0.84* 0.48 199912 200001 100 500 (9604-9804)
17 Pohang Iron & Steel Co Ltd Korea MN 2.97 2.77 0.19 0.17 200307 200311 200 500 (9611-9809)
18 Pohang Iron & Steel Co Ltd Korea MN 3.02 3.11 -0.09 0.21 200610 200605 300 750 (9703-9809)
19 Pohang Iron & Steel Co Ltd Korea MN 2.84 2.40 0.43 0.48 200505 200512 250 200 (9706-9807)
20 Samsung Electronics Co Ltd Korea MN 3.38 3.47 -0.09 0.28 200111 200202 200 500 (9703-9809)
21 Yukong Ltd Korea OG 4.28 4.05 0.23 0.84 200011 200012 100 300 (9710-9809)
22 Cemex SA de CV Mexico CN 4.31 3.14 1.17 0.49 200607 200701 300 1000 (9707-9809)
23 Empresas ICA Sociedad Controla Mexico CN 3.38 2.25 1.14 0.13 200105 200102 150 1000 (9606-9806)
24 Gruma SA de CV Mexico OT 2.49 4.27 -1.78* 0.63 200709 200803 250 1000 (9803-9809)
25 Grupo Elektra SA de CV Mexico OT 4.32 2.52 1.80 0.20 200105 200102 100 1000 (9605-9808)
26 Grupo Tribasa SA de CV Mexico CN 9.74 2.77 6.97 0.48 200012 200102 100 1000 (9602-9809)
27 Transportacion Maritima Mexica Mexico OT 3.28 2.71 0.57 0.08 200010 200102 150 1000 (9602-9708)
28 Transportacion Maritima Mexica Mexico OT 4.73 3.14 1.59 0.49 200611 200701 200 1000 (9707-9809)



Table IV
Basic country risk specification, and for different industries

Estimates are based on monthly yield spreads of hard-currency-denominated bonds over risk-free
bonds of the same currency and same maturity. The data set is an unbalanced panel of 116 bonds
issued by 88 firms, from 1995:1 to 1998:9.
     The regression form used is

∆CORit=β0∆GOVit+γ Di∆GOVit + =t+eit

where ∆CORit refers to the change in the spread of firm i’s bond in period t and ∆GOVit refers to
change in government spread for firm i’s home country. Di is a vector of dummy variables
representing industry or regional characteristics. =t is a term that allows for a time-varying yield
curve as described in the text. For all regressions Di includes two regional dummies representing
East Asia and the “rest of the world” (Latin America is excluded); the coefficients for these terms
are γ(EA) and γ(ROW), respectively. Column (a) presents the basic regression results. Column (b)
reports the same regression for a sub-sample of the data including only corporate bonds with an
issue size greater than 100 million U.S. dollars.  For the regression in column (c), Di includes the
regional effects and industry effects for six industry groups (firms in industries classified “other”
are omitted).  Column (d) reports the results including only the bank interaction term, as well as the
regional dummies. Observations are weighted so that each firm receives a weight of 1 in each
period; if a firm has n bonds, the weight for each bond is 1/n. Robust standard errors reported.

(a) (b) (c) (d)

β0
0.455 0.536 0.064 0.446

SE (0.074) (0.084) (0.197) (0.086)

γ( Bank) 0.395 0.015

SE (0.219) (0.127)

γ( Telecom) 0.354

SE (0.216)

γ( Construction) 0.474

SE (0.252)

γ( Energy) 0.972

SE (0.399)

γ( Manufacturing) 0.474

SE (0.274)

γ( Oil & Gas) 0.278

SE (0.225)

γ(EA) -0.099 -0.174 -0.136 -0.094

SE (0.136) (0.149) (0.137) (0.132)

γ(ROW) 0.801 0.966 0.797 0.796

SE (0.270) (0.313) (0.280) (0.280)

Rsq. 0.352 0.456 0.358 0.352

DF 2566 1936 2560 2565



Table V
Post Asian Crisis dummies & Bank-Crisis interaction

Estimates are based on monthly yield spreads of hard-currency denominated bonds over risk-
free bonds of the same currency and same maturity. The data set is an unbalanced panel of 116
bonds issued by 88 firms, from 1995:1 to 1998:9. The regression form used is

∆CORit=β0∆GOVit+γ Dit∆GOVit + =t+eit

where ∆CORit refers to the change in spread of the corporate bond and ∆GOVit refers to change
in government spread for the corporation’s home country. Dit is a vector of dummy variables
associated with the firm’s geographic region, the time period (before or after the Asian crisis),
or the industry (bank or non-bank). =t is a term that allows for a time-varying yield curve as
described in the text. For all regressions Dit includes two regional dummies representing East
Asia and the “rest of the world” (Latin America is excluded); the coefficients for these terms are
γ(EA) and γ(ROW), respectively. Column (a) reports the results of the regression where Dit

includes a dummy equal to one for observations in or after October 1997.  Column (b) reports
the results of the regression where Dit includes the crisis dummy, a bank dummy, and an
interaction between the bank and crisis dummies. Column (c) reports results of the regression
where Dit includes the crisis dummy and the crisis dummy interacted with the regional dummies.
Observations are weighted so that each firm receives a weight of 1 in each period; if a firm has n
bonds, the weight for each bond is 1/n. Robust standard errors reported.

(a) (b) (c)
βo 0.550 0.620 0.455

SE (0.067) (0.090) (0.074)

γ(Crisis) -0.097 -0.183

SE (0.098) (0.126)

γ(Bank) -0.277

SE (0.152)

γ(Bank*Crisis) 0.303

SE (0.199)

γ(EA*Crisis) 0.060

SE (0.179)

γ(ROW*Crisis) 0.731

SE (0.298)

γ(EA) -0.098 -0.088 -0.158

SE (0.137) (0.133) (0.154)

γ(ROW) 0.804 0.794 0.071

SE (0.270) (0.280) (0.161)

Rsq. 0.352 0.353 0.352
DF 2565 2563 2564
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Figure 1: Effect of a change in the state variable from X to X’
Before:                                                       After                                                                    Hence,
Prob(Govt Default) =B                               Prob(Govt Default)=A+B                                    Increase in Prob(Firm Default)  = A+D
Prob(Firm Default) = B+E                          Prob(Firm Default)=A+B+E+D                           Increase in Prob(Govt Default) = A
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