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Sovereign CDS quanto spreads—the difference between CDS premiums denominated in

U.S. dollars and a foreign currency—tell us how financial markets view the interaction

between a country's likelihood of default and associated currency devaluations (the Twin

Ds). A noarbitrage model applied to the term structure of quanto spreads can isolate the

interaction between the Twin Ds and gauge the associated risk premiums. We study

countries in the Eurozone because their quanto spreads pertain to the same exchange

rate and monetary policy, allowing us to link cross-sectional variation in their term

structures to cross-country differences in fiscal policies. The ratio of the risk-adjusted to

the true default intensities is 2, on average. Conditional on the occurrence of default, the

true and risk-adjusted 1-week probabilities of devaluation are 5% and 77%, respectively.

The risk premium for the euro devaluation in case of default exceeds the regular currency

premium by up to 0.3% per week.

Working Papers

Sovereign Credit Risk and
Exchange Rates: Evidence from

CDS Quanto Spreads

https://www.nber.org/
https://www.nber.org/people/patrick_augustin
https://www.nber.org/people/mikhail_chernov
https://www.nber.org/people/dongho_song
https://twitter.com/intent/?text=Sovereign%20Credit%20Risk%20and%20Exchange%20Rates%3A%20Evidence%20from%20CDS%20Quanto%20Spreads&url=https://www.nber.org/papers/w24506
https://www.linkedin.com/sharing/share-offsite/?url=https://www.nber.org/papers/w24506
https://www.facebook.com/sharer/sharer.php?u=https://www.nber.org/papers/w24506
https://bsky.app/intent/compose?text=Sovereign%20Credit%20Risk%20and%20Exchange%20Rates%3A%20Evidence%20from%20CDS%20Quanto%20Spreads+https://www.nber.org/papers/w24506
https://www.threads.net/intent/post?text=Sovereign%20Credit%20Risk%20and%20Exchange%20Rates%3A%20Evidence%20from%20CDS%20Quanto%20Spreads&url=https://www.nber.org/papers/w24506
mailto:?subject=Sovereign%20Credit%20Risk%20and%20Exchange%20Rates:%20Evidence%20from%20CDS%20Quanto%20Spreads&body=https://www.nber.org/papers/w24506
https://www.nber.org/papers/w24506
https://www.nber.org/papers


Download a PDF

Information on access

Published Versions
Patrick Augustin & Mikhail Chernov & Dongho Song, 2019. "Sovereign credit risk and

exchange rates: Evidence from CDS quanto spreads," Journal of Financial Economics, .

Related
TOPICS Econometrics

Estimation Methods

Macroeconomics

Money and Interest Rates

Financial Economics

Portfolio Selection and Asset Pricing

Financial Markets

PROGRAMS Asset Pricing

Acknowledgements and Disclosures

Citation and Citation Data

Other Versions

https://www.nber.org/system/files/working_papers/w24506/w24506.pdf
https://www.nber.org/subscribe
http://doi.org/10.1016/j.jfineco.2019.12.005
https://www.nber.org/topics/econometrics
https://www.nber.org/taxonomy/term/396
https://www.nber.org/topics/macroeconomics
https://www.nber.org/taxonomy/term/466
https://www.nber.org/topics/financial-economics
https://www.nber.org/taxonomy/term/526
https://www.nber.org/taxonomy/term/506
https://www.nber.org/programs-projects/programs-working-groups/asset-pricing


In addition to working papers, the NBER disseminates affiliates’ latest

findings through a range of free periodicals—the NBER Reporter, the

NBER Digest, the Bulletin on Health, the Bulletin on the Economics of

Alzheimer's, and the Bulletin on Entrepreneurship—as well as research

spotlights, lectures, and panel videos.

2026, 18th Annual Feldstein Lecture, Mark Duggan, "Social Security Reform in an Era of Fiscal
Deficits"

FELDSTEIN LECTURE

PRESENTER: MARK DUGGAN

Mark Duggan, who is currently the Wayne and Jodi Cooperman Professor of Economics at

Stanford University and will soon...

More from the NBER

https://www.nber.org/papers
https://www.nber.org/reporter
https://www.nber.org/digest
https://www.nber.org/bulletin-health
https://www.nber.org/ba?page=1&perPage=50
https://www.nber.org/bulletin-entrepreneurship
https://www.nber.org/research/videos?page=1&perPage=50
https://www.nber.org/research/videos/2026-18th-annual-feldstein-lecture-mark-duggan-social-security-reform-era-fiscal-deficits
https://www.nber.org/people/mark_duggan


2026, Methods Lecture, Melissa Dell and Ashesh Rambachan, "Estimation and Inference with
AI-Generated Data"

METHODS LECTURES

PRESENTERS: MELISSA DELL & ASHESH RAMBACHAN

Research Associate Melissa Dell of Harvard University and Ashesh Rambachan of MIT

delivered the 2026 Methods...

https://www.nber.org/research/videos/2026-methods-lecture-melissa-dell-and-ashesh-rambachan-estimation-and-inference-ai-generated-data
https://www.nber.org/people/melissa_dell
https://www.nber.org/people/ashesh_rambachan


National Bureau of Economic Research

Contact Us 

1050 Massachusetts Avenue 

Cambridge, MA 02138 

617-868-3900 

info@nber.org 

webaccessibility@nber.org

Accessibility Policy

Diversity Policy

Privacy Policy

FOLLOW

© 2026 NATIONAL BUREAU OF ECONOMIC RESEARCH. ALL RIGHTS RESERVED.

2026, SI Household Finance, Paul Goldsmith-Pinkham, "Using AI in Household Finance
Research: A Practical Guide"

VIDEO

PRESENTER: PAUL GOLDSMITH-PINKHAM

Supported by the Vanguard Group

H O M E PAG E

https://www.nber.org/contact-nber
tel:+16178683900
mailto:info@nber.org
mailto:webaccessibility@nber.org
https://www.nber.org/about-nber/website-accessibility-policy
https://www.nber.org/nber-diversity-policy-statement
https://www.nber.org/website-privacy-policy
https://twitter.com/nberpubs
https://www.linkedin.com/company/national-bureau-of-economic-research
https://bsky.app/profile/did:plc:v7wvtabl4o6u5f426wqncxcu
https://www.threads.net/@nber_pubs
https://www.facebook.com/pages/National-Bureau-of-Economic-Research/115165771829285
https://www.youtube.com/nbervideos
https://www.nber.org/research/videos/2026-si-household-finance-paul-goldsmith-pinkham-using-ai-household-finance-research-practical-guide
https://www.nber.org/people/paul_goldsmithpinkham
https://www.nber.org/

