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Will sovereign risk premiums continue to fall? 
Expansión (Spain) 

Alfonso Ugarte / Julián Cubero 

IN RECENT MONTHS WE HAVE WITNESSED A NOTABLE COMPRESSION IN SOVEREIGN CDS AT THE 

GLOBAL LEVEL, IN AN ECONOMIC SCENARIO THAT IS FULL OF UNCERTAINTY AND IN WHICH PUBLIC 

DEBT IS AT AN ALL-TIME HIGH. 

The global median of sovereign CDS prices —which reflect the cost of securing against the risk of sovereign bond 

default— has reached its lowest level since the end of 2007, reaching levels not seen since 2009 in Greece and 

since mid-2008 in Portugal, before the sovereign debt crisis broke out in the EU. Spain's sovereign CDS is also 

very low, but it had already reached similar levels in early 2018. In any case, based on CDS prices, the financial 

markets appear to indicate that the European sovereign debt crisis is completely behind us. 

Another case worth noting in the current scenario is the fact that Argentina's sovereign debt crisis has not spread to 

other sovereign markets. Over the past month, Argentina's rating has been through a series of downgrades and 

upgrades after it fell into a technical default when it announced that it would be postponing payments on its short-

term debt, among other measures. Argentine CDS has skyrocketed, reaching levels associated with default, but 

this has not had the slightest impact on sovereign premiums in other Latin American countries. Furthermore, it has 

had no impact in any emerging country in general, where, similar to the global context, premiums remain at very 

low levels, even reaching all-time lows in several countries (Indonesia, Peru, the Philippines and Thailand). 

These low levels in Latin America and emerging Asian countries are even more surprising when taking into 

consideration the current fiscal vulnerabilities in these regions. The fiscal indicators (balance sheets, public debt, 

etc.) in most of these countries are relatively high and/or worse than in recent years. 

Theoretically, sovereign CDS premiums should reflect the market value of each country's sovereign risk. However, 

at present, these levels do not seem to reflect the current risk environment we are facing, which is marked by the 

worsening outlook for global growth, the arrival of worse macroeconomic data, greater political and geopolitical 

risks, and the worsening or stagnant fiscal vulnerabilities in many geographies, especially emerging countries. 

In fact, the levels we are seeing clearly respond to investors' search for yield in an environment with very low and 

even negative rates due to increasingly lax monetary policies at the global level — a direct result of the slowdown 

in activity and the absence of inflationary pressures. 

The sovereign risk assessment, which is implicit in any country's CDS premium, can be compared to the risk 

assessment by rating agencies (Moody's, S&P, Fitch) for that country, closer to that consistent with the 

sustainability risk of public debt. The difference between the two assessments gives us an indicator of the pressure 

exerted on the agencies by market perceptions to upgrade or downgrade the rating of that country. This great 

narrowing of sovereign spreads we are seeing has reduced global pressures to cut ratings and intensified 

pressures to improve ratings in general. This is particularly noticeable in most emerging European countries and 

countries on the periphery of the EU. 
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The answer to the question of whether these low levels of perception of risk will continue going forward, or whether 

they will return to levels in line with historical averages and, if so, when this will happen, must be open-ended given 

the current high level of uncertainty and the current backdrop of negative rates. However, it is worth remembering 

that, once these low levels have been reached, it is most likely that it will become increasingly difficult for the same 

downward trend to continue and for it to become easier for levels to start climbing. Thus levels would become more 

consistent with the risk levels suggested by macroeconomic fundamentals. 

 



 

 

ENQUIRIES TO: 

BBVA Research: Azul Street. 4. La Vela Building – 4th and 5th floor. 28050 Madrid (Spain). 

Tel. +34 91 374 60 00 y +34 91 537 70 00 / Fax (+34) 91 374 30 25 

bbvaresearch@bbva.com www.bbvaresearch.com 

DISCLAIMER 

This document has been prepared by BBVA Research Department. It is provided for information purposes only and expresses 

data, opinions or estimations regarding the date of issue of the report, prepared by BBVA or obtained from or based on sources 

we consider to be reliable, and have not been independently verified by BBVA. Therefore, BBVA offers no warranty, either 

express or implicit, regarding its accuracy, integrity or correctness. 

Any estimations this document may contain have been undertaken according to generally accepted methodologies and should 

be considered as forecasts or projections. Results obtained in the past, either positive or negative, are no guarantee of future 
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