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Extended Abstract: 

The globalization of the world economies, and in particular the internationalization 
of financial markets in the last decades, have dramatically expanded and diversified 
investment possibilities, leading to numerous new opportunities, accompanied by new 
risks. Consequently, there has been growing interest in obtaining reliable estimates of the 
risk of investing in different countries. These concerns have led to the development of the 
concept of country risk, and even to the regular publication of country risk ratings by 
various agencies.  

Country risk has become a topic of major concern for the international financial 
community over  the last few decades. Various risk rating agencies employ different 
methods to determine country risk ratings, combining a range of qualitative and 
quantitative information regarding alternative measures of political, economic and financial 
risk into associated composite risk ratings.  

The main objective of this paper is to develop a transparent and a consistent 
country risk rating system, closely approximating one of the major existing ones. The 
proposed model uses economic-financial and political variables, is non-recursive (i.e., it 
does not rely on the previous year’s ratings) and is constructed using multiple regression. 
 
References: 
1) Alexe S., Hammer P. L., Kogan A. and Lejeune M. A. 2003a. Country Risk Rating Based on Pairwise 

Comparisons. Piscataway, New Jersey, RUTCOR, Rutgers University. 
2) Alexe S., Hammer P. L., Kogan A. and Lejeune M.A. 2003b. A Combinatorial Approach to Country Risk 

Rating. Piscataway, New Jersey, RUTCOR, Rutgers University. 
3) Cantor R. and Packer F. 1996. Determinants and Impact of Sovereign Credit Ratings. FRBNY Economic 

Policy Review, 37-53. 
4) Claessens S. and Embrechts G. 2002. Basel II, Sovereign Ratings and Transfer Risk: External versus 

Internal Ratings. Presentation at the Basel II: An Economic Assessment, Bank for International 
Settlements, Basel, Switzerland. 

5) Cosset J.C., Siskos Y. and Zopounidis C. 1992. Evaluating Country Risk: A Decision Support Approach. 
Global Finance Journal 3, 79-95. 

6) Hu Y.-T., Kiesel R. and Perraudin W. 2002. The Estimation of Transition Matrices for Sovereign Credit 
Ratings. Journal of Banking and Finance 26, 1383-1406. 

7) Kaufmann D., Kraay A. and Zoido-Lobaton P. 1999a. Aggregating Governance Indicators. World Bank 
Policy Research Department Working Paper 2195. 

8) Kaufmann D., Kraay A. and Zoido-Lobaton P. 1999b. Governance Matters. World Bank Policy Research 
9) Kaufmann D., Kraay A. and Zoido-Lobaton P. 2002. Governance Matters II: Updated Indicators for 

2000/01. World Bank Policy Research Department Working Paper 2772, 
10) Standard & Poor. 2001. Sovereign Ratings History since 1995. New York 


