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Abstract

There is plenty of literature on contagion effects, but earlier studies on credit risk
contagion and spillovers to other countries are rare. In this paper, we focus our
attention on the liquidity problem spreads across countries. We use time-varying
CoVaR model conditions on state variables such as the volatility index of stock
market, exchange rates, stock market index, gold and oil prices. We get time variation
of the risk measures by running quantile regressions of interest rates on the lagged
state variables since credit spread is one of mechanisms for the liquidity problem. The
preliminary findings are: (1) When one country falls into distress, it can cause credit
risk spillovers onto other countries. (2) Moreover, when liquidity problem occurs in
one financial market, the investors may look for more safe investment. For instance,
as what we show in this paper, when the United States financial system falls into
distress, the contagion of credit risk did not infect to UK. Moreover, UK acts like a
‘safe haven’ or ‘safe harbor’ for investors.

Keywords: systemic risk, country-risk spillover, risk contagion model, CoVaR,
credit risk, liquidity problem
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