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Question
Do geopolitical and geoeconomic shocks transmit 

to sovereign credit risk through the same channels? 
No. We document a "scissors pattern" — Direct and 

GFC channels move in opposite directions

Policy implications
GFC-mediated widening → addressable via central-

bank liquidity. Direct sovereign repricing → 
liquidity tools insufficient; requires diplomatic de-

escalation or institutional strengthening

Main takeaways
• Direct effects decay with distance from conflict 

(gravity); uncertainty shocks activate globally
• Fundamental repricing persists; financial 

amplification mean-reverts
• Originator penalty: geoeconomic-shock 

originators face widening through Local channel 
even as monetary easing compresses spreads 
abroad

Contributions
• Data: Novel daily panel — 42 countries, 2018–

2025, news paired with sovereign CDS
• Methodology – horse race wit√h machine 

learning models   
• Shapley–Taylor decomposition of Geopolitics & 

Geoeconomics Channels to Risk  into Direct, 
Global Financia, Geopolitical Uncertainty and 
Local effects. Geopolitical episodes activate 
Direct; geoeconomic episodes bypass it
• Independent Local Projection validation

The Data: Monitor the Economics, Geopolitics and Geoeconomics in Real Time

Methodology: The Three Layer Sequence System Empirical Results: The Three Layer Sequence System

Summary and Policy Implications

•Geopolitical shocks reprice sovereign 
risk directly. Geoeconomic shocks 
transmit through financial conditions, 
uncertainty and local.  “Scissor” : Same 
spread widening, opposite channels, 
opposite policy responses

• The Geography: Direct geopolitical 
effects decay with distance from 
conflict Proximity determines exposure; 
the gravity pattern holds across all four 
geopolitical episodes.

• The Diagnostic: Identifying which 
channels are active in real time tells 
policymakers whether they can stabilize 
the shock — or whether it must be 
resolved at its source.

• Policy Reaction:  If Global Financial  
channel dominates → stabilize via 
liquidity provision and swap lines. - 
Direct channel dominates → financial 
tools insufficient — requires diplomatic 
de-escalation


