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abstract
emerging market companies typically have lover values than their counterparts in developed 
markets. In order to account for this practitioners typically use an ad hoc premium in discount rate 
in their DCf models – so called country risk premium. approaches for this premium calculation 
do not have adequate theoretical basis in the literature. There is an alternative to premium which 
is in accounting for a country risk through scenario approach. however it is difficult to implement 
practically because of the calibration problem. Thus there is a problem of a country risk. 

The concept of country risk premium has to be abandoned. we propose following procedure in 
emerging company DCf valuation. 

1) Calculate theoretical discounted value as if the business is from developed country. 

2) account for the risk of an emerging market applying the discount. The discount can be obtained 
through analysis of differences between emerging and developed stock market multiples. as a result 
the problem of an emerging country risk stops being «black box» and becomes clear, observable 
and verifiable.

This paper proposes critical analysis of the theory and practice of discount rates. In addition paper 
gives a theoretical basis for country risk from the prospective of new Institutional economics.
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JEL: G32

references 
1. Damodaran, a. 2002. Investment valuation: Tools and Techniques for Determining the value 

of any asset, second edition. 2nd ed. new york: wiley, 992 p. (Russ. ed.: Damodaran 
a. 2006. Investicionnaja ocenka. Instrumenty i metody ocenki ljubyh aktivov. Moscow, 
al’pina Biznes Buks, 2006. 1341 p.).

2. Dranev Ju. Ja., nurdinova Ja.s., Red’kin v.a., fomkina s.a. 2012. Modeli ocenki zatrat 
na sobstvennyj kapital kompanij na razvivajushhihsja rynkah kapitala [Cost of Capital 
estimation Models in emerging Markets]. korporativnye finansy. no. 2 (22). pp. 107–117.

3. Ivashkovskaja I.v., kuznecov I.a. 2008. Metody korrekcii rynochnyh mul’tiplikatorov 
na stranovye riski: jempiricheskoe issledovanie [adjustments to the market multiples for 
valuation in emerging markets: empirical research]. audit i finansovyj analiz., no. 5. pp. 
94–110.

4. north, D. C. 1989. Institutions and economic growth: an historical introduction, world 
Development, 17 (9), pp. 1319–1332. (Russ. ed. nort D. 1993. Instituty i jekonomicheskij 
rost: istoricheskoe vvedenie. Thesis. no. 2. pp. 69–91).

5. north, D. C., wallis, J. J. and weingast, B. R. 2009. violence and social orders: a Conceptual 
framework for Interpreting Recorded human history. Cambridge university press, 345 p. (Russ. 
ed. nort D., uollis D., vajngast B. 2011. nasilie i social’nye porjadki. konceptual’nye ramki dlja 
interpretacii pis’mennoj istorii chelovechestva. Moscow, Instituta gajdara publ., 480 p.).

6. Teplova T.v. 2013. Traktovka riska v analize sootnoshenija «risk-dohodnost’» na 
razvivajushhihsja rynkah kapitala. Innovacii na finansovyh rynkah. Moscow, nRu hse 
publ., pp. 290–367.



74

ко
рп

ор
ат

ив
ны

е 
фи

на
нс

ы
   

сo
rp

or
at

e 
fi

na
nc

e 
Д

И
с

К
у

с
с

И
И

вы
пу

ск
 №

2(
34

), 
20

15
 ©

 к
ор

по
ра

ти
вн

ы
е 

фи
на

нс
ы

, 2
01

5
7. Jakovlev a.a., sobolev a.s., kazun a.p. 2013. Mozhet li rossijskij biznes ogranichit’ 

«silovoe davlenie» so storony gosudarstva? [Can Russian business limit illegal “violent 
pressure”’ of state actors?] nRu hse publ., preprint no. wp1/2014/01. 31 p.

8. acemoglu, D., Robinson, J.a. 2012. why nations fail: The origins of power, prosperity 
and poverty. london: profile Books.

9. alston, l.J. 2008. new institutional economics. In s. n. Durlauf , l. e. Blume (eds) The new 
palgrave Dictionary of economics, 32–39. Basingstoke: nature publishing group available 
at: http://www.dictionaryofeconomics.com (accessed January 19, 2015).

10. asness, C.s., Moskowitz, T.J., pedersen, l.h. 2013. value and Momentum everywhere. 
The Journal of finance 68(3): p.929–985.

11. Baker, n.l., haugen, R.a. 2012. low Risk stocks outperform within all observable 
Markets of the world. Rochester, ny: social science Research network. available at: http://
papers.ssrn.com/abstract=2055431 (accessed May 18, 2015).

12. Barro, R.J. 2005. Rare events and the equity premium. national Bureau of economic 
Research. available at: http://www.nber.org/papers/w11310 (accessed March 15, 2015).

13. Bekaert, g., harvey, C.R. 1995. Time-varying world Market Integration. The Journal of 
finance 50(2): p.403–444.

14. Bekaert, g., harvey, C.R. 2014. emerging equity Markets in a globalizing world. 
Rochester, ny: social science Research network. available at: http://papers.ssrn.com/
abstract=2344817 (accessed november 4, 2014).

15. Bekaert, g., harvey, C.R., lundblad, C.T., siegel, s. 2014. political Risk spreads. national 
Bureau of economic Research. available at: http://www.nber.org/papers/w19786 (accessed 
March 17, 2015).

16. Box, g.e.p. 1976. science and statistics. Journal of the american statistical association 
71(356): p.791–799.

17. Caballero, R.J. 2008. creative destruction. In s. n. Durlauf l. e. Blume (eds) The new 
palgrave Dictionary of economics, 307–311. Basingstoke: nature publishing group 
available at: http://www.dictionaryofeconomics.com/ (accessed January 18, 2015).

18. Chorn, l.g., shokhor, s. 2006. Real options for risk management in petroleum development 
investments. energy economics 28(4): p.489–505.

19. Cochrane, J.h. 2011. presidential address: Discount rates. The Journal of finance 66(4): 
p.1047–1108.

20. Copeland, T., antikarov, v. 2001. Real options: a practitioner’s guide. new york: Texere.
21. Damodaran, a. 2012. Response to Damodaran’s Country Risk premium: a serious Critique. 

Business valuation Review 31(2-3): p.85–86.
22. Damodaran, a. 2014. equity Risk premiums (eRp): Determinants, estimation and 

Implications – The 2014 edition. Rochester, ny: social science Research network. 
available at: http://papers.ssrn.com/abstract=2409198 (accessed January 19, 2015).

23. Damodaran, a. 2015. The search for Investment serenity: The look Back Test! Musings 
on Markets. available at: http://aswathdamodaran.blogspot.ru/2015/04/the-search-for-
investment-serenity-look.html (accessed May 18, 2015).

24. Duarte, f., Rosa, C. 2015. The equity Risk premium: a Review of Models. federal Reserve 
Bank of ny. staff Report no. 714.

25. erb, C.B., harvey, C.R., viskanta, T.e. 1996. expected Returns and volatility in 135 
Countries. Rochester, ny: social science Research network. available at: http://papers.
ssrn.com/abstract=871253 (accessed March 17, 2015).

26. fernandez, p. 2015. The equity premium in 150 Textbooks. Rochester, ny: social science 
Research network. available at: http://papers.ssrn.com/abstract=1473225 (accessed 
January 20, 2015).



75

ко
рп

ор
ат

ив
ны

е 
фи

на
нс

ы
   

сo
rp

or
at

e 
fi

na
nc

e 
Д

И
с

К
у

с
с

И
И

вы
пу

ск
 №

2(
34

), 
20

15
 ©

 к
ор

по
ра

ти
вн

ы
е 

фи
на

нс
ы

, 2
01

5
27. fernandez, p., linares, p., acín, f., Isabel. 2014. Market Risk premium used in 88 Countries 

in 2014: a survey with 8,228 answers. Rochester, ny: social science Research network. 
available at: http://papers.ssrn.com/abstract=2450452 (accessed January 19, 2015).

28. frazzini, a., kabiller, D., pedersen, l.h. 2013. Buffett’s alpha. national Bureau of economic 
Research. available at: http://www.nber.org/papers/w19681 (accessed May 19, 2015).

29. frazzini, a., pedersen, l.h. 2014. Betting against beta. Journal of financial economics 
111(1): p.1–25.

30. fujita, s. 2008. Creative destruction and aggregate productivity growth. Bus Rev (federal 
Reserve Bank of philadelphia) 3: p.12–20.

31. harvey, C.R. 1994. predictable Risk and Returns in emerging Markets. national Bureau of 
economic Research. available at: http://www.nber.org/papers/w4621 (accessed March 17, 
2015).

32. harvey, C.R., liu, y., Zhu, h. 2014. . . . and the Cross-section of expected Returns. national 
Bureau of economic Research. available at: http://www.nber.org/papers/w20592 (accessed 
March 17, 2015).

33. haugen, R.a. 2009. new finance, The 4 edition. Boston: prentice hall.
34. hogan, w., sturzenegger, f. 2010. The natural Resources Trap: private Investment without 

public Commitment new edition. Cambridge, Mass.: The MIT press.
35. Ilmanen, a. 2011. expected Returns: an Investor’s guide to harvesting Market Rewards 1 

ed. n.y.: wiley.
36. Jensen, M.C., Black, f., scholes, M.s. 1972. The Capital asset pricing Model: some 

empirical Tests. praeger publishers Inc. available at: http://papers.ssrn.com/abstract=908569 
(accessed november 4, 2014).

37. koller, T., goedhart, M., wessels, D., Mckinsey. 2010. valuation: Measuring and Managing 
the value of Companies 5th ed. new york, ny: wiley.

38. krasker, w.s. 1980. The ‘peso problem’in testing the efficiency of forward exchange 
markets. Journal of Monetary economics 6(2): p.269–276.

39. kruschwitz, l., löffler, a., Mandl, g. 2012. Damodaran’s Country Risk premium: a serious 
Critique. Business valuation Review 31(2): p.75–84.

40. lintner, J. 1965. The valuation of Risk assets and the selection of Risky Investments in 
stock portfolios and Capital Budgets. The Review of economics and statistics 47(1): p.13–
37.

41. Mossin, J. 1966. equilibrium in a capital asset market. econometrica: Journal of the 
econometric society: p.768–783.

42. Rietz, T.a. 1988. The equity risk premium a solution. Journal of Monetary economics 22(1): 
p.117–131.

43. sharpe, w.f. 1964. Capital asset prices: a Theory of Market equilibrium under Conditions 
of Risk. The Journal of finance 19(3): p.425–442.

44. siegel, J.J. 2008. stocks for the long run: the definitive guide to financial market returns and 
long-term investment strategies. new york: Mcgraw-hill.

45. Taleb, n.n. 2007. The Black swan: The Impact of the highly Improbable 1 ed. n.y.: 
Random house.


