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Abstract: This paper shows that emerging market eurobond spreads after the Asian crisis can be 
almost completely explained by market expectations about macroeconomic fundamentals and 
international interest rates. Contrary to the claim that emerging market bond spreads are driven by 
market variables such as stock market volatility in the developed countries, it is found that this did 
not play a significant role after the Asian crisis. Using panel data techniques, it is shown that the 
determinants of bond spreads can be divided into long-term structural variables and medium-term 
variables which explain month-to-month changes in bond spreads. As relevant medium-term 
variables, ''consensus forecasts'' of real GDP growth and inflation, and international interest rates are 
identified. The long-term structural factors do not explicitly enter the model and show up as fixed or 
random country-specific effects. These intercepts are highly correlated with the countries' credit 
rating. 
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Brazil 2008 09.375 758 1240 555 177 
Colombia 2007 07.625 628 845 468 102 
Indonesia 2006 07.750 629 1018 414 183 
Korea 2008 08.875 231 463 118 73 
Mexico 2008 08.625 389 531 304 71 
Russia 2028 12.750 1942 4167 833 1127 
Turkey 2007 10.000 534 708 414 88 
Venezuela 2027 09.250 890 1117 758 110 
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Real GDP 
Growth 

-0.078 -7.50% -6.51*** -6.66*** 

Inflation 0.013 1.33% 6.52*** 6.17*** 
Current Account 0.006 0.56% 2.53*** 2.11** 
LIBOR 0.108 11.43% 3.73*** 3.63*** 
VIX 0.003 0.33% 0.76 0.87 
     
*
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Argentina 5.905 366.88   
Brazil 5.956 385.98   
Colombia 5.722 305.48   
Indonesia 5.678 292.48   
Korea 4.916 136.46   
Mexico 5.421 226.01   
Russia 6.215 500.14   
Turkey 5.124 167.95   
Venezuela 5.764 318.61   
     
Total Panel 
Observations 
(N=9, T=21) 

189    

F-Test for 
Significance of 
Regression 

716.74***    

Adjusted R2 0.939    
F-Test for 
Significance of 
Fixed Effects 

64.87***    

Durbin-Watson 0.53    
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Real GDP 
Growth 

-0.089 -8.50% -4.02*** -3.79*** 

Inflation 0.013 1.30% 3.53*** 4.17*** 
Current Account 0.001 0.08% 0.22 0.23 
LIBOR 0.121 12.82% 2.64*** 2.76*** 
VIX 0.001 0.07% 0.15 0.18 
     
*
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Argentina 5.937 378.87   
Brazil 5.951 384.04   
Colombia 5.740 311.07   
Indonesia 5.733 308.89   
Korea 5.092 162.78   
Mexico 5.389 219.08   
Russia 6.284 535.98   
Turkey 5.140 170.64   
Venezuela 5.823 337.89   
     
Total Panel 
Observations 
(N=9, T=16) 

144    

F-Test for 
Significance of 
Regression 

440.68***    

Adjusted R2 0.924    
F-Test for 
Significance of 
Fixed Effects 

40.74***    

Durbin-Watson 0.54    
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Constant 5.608  25.62*** 
Real GDP Growth -0.090 -8.56% -7.62*** 
Inflation 0.012 1.18% 6.03*** 
Current Account 0.004 0.40% 1.85* 
LIBOR 0.124 13.24% 4.20*** 
VIX 0.003 0.30% 0.68 
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Argentina 0,220 339,61  
Brazil 0,282 361,49  
Colombia 0,059 289,25  
Indonesia 0,030 280,73  
Korea -0,646 142,86  
Mexico -0,211 220,69  
Russia 0,592 492,85  
Turkey -0,446 174,50  
Venezuela 0,119 307,10  
    
Total Panel 
Observations (N=9, 
T=21) 
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Adjusted R2 0.934   
Durbin-Watson 0.480   
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Real GDP 
Growth -0.065 -6.26% -5.38*** -5.97*** 
Inflation 0.014 1.46% 7.31*** 6.44*** 
Current 
Account 0.003 0.35% 0.50 0.44 
LIBOR 0.085 8.88% 2.95*** 2.87*** 
VIX 0.003 0.34% 0.81 0.84 
     
*�+���,���
��� ������
����� ����������������   
Argentina 6.005 405.31   
Brazil 6.047 422.90   
Colombia 5.809 333.36   
Indonesia 5.776 322.41   
Mexico 5.476 238.86   
Russia 6.315 552.83   
Turkey 5.145 171.52   
Venezuela 5.862 351.32   
     
Total Panel 
Observations 
(N=8, T=21) 
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F-Test for 
Significance of 
Regression 

490.80***    

Adjusted R2 0.921    
F-Test for 
Significance of 
Fixed Effects 

44.04***    

Durbin-Watson 0.53    
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Constant 5.614  19.20*** 
Real GDP Growth -0.108 -10.23% -5.04*** 
Inflation 0.011 1.07% 3.23*** 
Current Account 0.001 0.06% 0.17 
LIBOR 0.146 15.75% 3.23*** 
VIX 0.001 0.09% 0.18 
    
-������+$$�
��� ���$$


���� -������

+$$�
���.�
���������
��
���
����
����

 

Argentina 0.205 336.61  
Brazil 0.242 349.53  
Colombia 0.027 281.82  
Indonesia 0.042 286.05  
Korea -0.533 160.94  
Mexico -0.272 208.92  
Russia 0.606 502.85  
Turkey -0.445 175.76  
Venezuela 0.128 311.74  
    
Total Panel 
Observations (N=9, 
T=16) 

144   

�    
/ ��-�!	���
���
����
��

��

   

Adjusted R2 0.924   
Durbin-Watson 0.500   
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Constant 5.784  26.73*** 
Real GDP Growth -0.073 -7.01% -6.15*** 
Inflation 0.013 1.36% 7.25*** 
Current Account 0.006 0.62% 0.95 
LIBOR 0.095 9.96% 3.27*** 
VIX 0.003 0.34% 0.78 
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Argentina 0.189 392.41  
Brazil 0.236 411.61  
Colombia 0.004 326.21  
Indonesia -0.044 310.89  
Mexico -0.306 239.34  
Russia 0.483 526.44  
Turkey -0.606 177.20  
Venezuela 0.044 339.68  
    
Total Panel 
Observations (N=8, 
T=21) 
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Adjusted R2 0.918   
Durbin-Watson 0.496   
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