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Abstract

The aim of this thesis is to examine the empirical relationship between the sovereign
credit default swap (CDS) and the stock market for a sample of five European countries,
namely Germany, Ireland, Italy, Portugal, and Spain for the years 2013 to 2016. The focus
lays on the analysis of the lead-lag relationship between the two markets in order to as-

certain in which market informed traders operate.

Analyzing the contemporaneous relationship by using correlation measures, I find that
sovereign CDS spread changes are negatively associated with stock market index price
changes. Moreover, that negative correlation is more pronounced for countries whose
CDS spread is higher. Further, by analyzing the lead-lag relationship in a vector auto-
regressive framework, I find that the stock market clearly leads the sovereign CDS market
for all sample countries. Thus, my results indicate that informed investors mainly trade

in the stock market rather than in the sovereign CDS market.
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