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" New evidence on the effect of uncertainty

= Next steps



Motivation and contribution

Why an other measure?
" Existing measures available mostly for advanced economies...

= ..and often not comparable across countries.

What we do?

" We construct a new index of uncertainty—the World Uncertainty Index (WUI)—for 143
individual countries on a quarterly basis from 1952 onwards using standardized and cross-
country consistent sources: the Economist Intelligence Unit (EIU) country reports.



onstruction of the WUI-The EIU Reports

COUNTRY REPORT

Bangladesh
Bangladesh at a glance: 2002-03

OVERVIEW

The political soene will remain polardsed and the maln pdority of the ndling

Bangladesh Natiorabist Paty (BNF) will be to m=tore law and onder. The

presvions nuling party and the main loser of the October 2001 election, the

Aowami League [AL), continues to refise to acoept the legitimacy of the result

or to participate fully in the politicl proces. Agriculbtoral 2nd

will momtimnue o drive down ovemll COF growth in 2001402, bt the

eronomy will accelerate in 2002703, rgely reflecting a recovery in export

demand for Bangladeh’s products. The government will try to push on with

eponomic reform in the face of opposition from entrenched  nbrrests. In

stategwned enberprises ard in pariament, ot politics will take precedence

o enonoamic objecthves.

Hey changes from last month

Political cutlook

& The BNF's proposal for talks over disputes, Inchisding the repeal of a bhw
that malkes it ohlizatory for pictures of the AL's founder to be displayed in
public spaces, will not lead to a profoend  recondlation with the AL
oppasition, even If the AL accepts. The government has started to fulfil
one pledge made in the Ociober 2000 general deciion campalgn o root
out cormugtian and has filed charges against AL members, including the
former prime minister, Sheikh Hasina Wajed.

Economic policy cutlock

* [nirrmatinral donoes have not made any expliclt commiEment on lending
maore to Bangladesh. The chances of obtalning more International aid in
M2 will depernd on prudence in the 2003 budget and signs of
pragress on emrckmic reform by the tme of an IMF visit due in July.

Economic forecast

s The Economist Intedligence Uinit has ast its foremst of agricultural sector
mrowth in 200002 o 2.3% (n mal tems) from 4.5%, now it 1s known

that the aren under oultivation has fallen. Conssquently, we have
trimemed the real COP growth forecast for 30002 to 4%.

April 2002

The Economist [ntelligenoe Lini
15 Regent 5t, London SW1Y LR
United Kingdom

COUNTRY REPORT

Brazil

At a glance: 2000-01

OVERVIEW

The government will need to show frm resplive to maintain s programme
of fscal adjustment In the face of presurs for a loosening of econoemic
policy during the ssoond half of Pregident Fernando Heorigue Camdoso’s
term. A lack of discipline within the naling coalition remains a threat to the
strctural peformes needed to pot the public Arances on a sowund long-term
footing. In 20 the Ascal deficet will narmow as the: government msets i
target of a primary surples of 3.26% of COF and lower inecest rates reduce
debt-service costs. After two years of sagnation the economy will retism to
growth. The recowvery will be led by exports, boosted by an upturn in
regional markets and strong world demand. The trade balance will move
into surplas, but the oarentacoownt deficit and the exterral Snancing
reguirement will remain large. Infladion will say wnder contral, althougih
rising LIS interest rates could canse volabibity in the forelgn-exchange marcket.

Heyv changes from last monih

Political Forecast

# The budget and the Fiscal Rsponsthility Law have been appooverd, which
will support the Asml adjustment 1o 20 and o the mediom and long
tErm.

Economic policy outlook

# The nsk of hidden publicsector labilites was highlighted by a recent
court case Irvolving claims on the Fondo de Carantla por Tempo de
Servigo (private sector fund). Claims on the government oould
Inecrease the: public debt by B15-15bn.

Economic forecast

» Reoowery afier two ymar of stagnation was oconfimmed by seasonally
adjisted COF growth of 1.2% in the frst guarter of 2000 Infation
remains unider controk the: annual IPCA rate declined to §.8% in the At
quarter. Expectations of lurther dses in shoot-berm US Inberest raies will
limit scope for monetary saxing in Brazil in the short tenm

June 2000

The Economist [ntelligence Linit
15 Regent 5t, London SWI1Y 4LE
United Kingdom

COUNTRY REPORT

Canada
Canada at a glance: 2002-03

OVERVIEW

The Liberal govemment of Jean Chnétien enjoys a firm grip on power, but
Irtemal party wrangling over his suocession mould  tarrmish his party's
standing. A more united opposition may emege after the Canadlan
AMlance's leadeship election in March, Canada will continue to revise it
Immigration, sscurity and border armangemenis in cose co-operation with
the US. Real COP fell by 0.2% in the thind quarter of 2001, bt the
aggressive loosening of monetary policy and the govenment's @x cut plan
will revtve growsth during 2002, New govemnment projections show that the
budget surplus will be wiped out in fiscal year 300002 (Apdl-March). The
gavernment alms o balance the budget for the next two fscal yeas, and
further debt repayments have been put on hald. Inflation will remain onder
conirol and the amment account will stay in surplus.

Key changes from last monith

Palitical outlonk

& AMr Chrétien announoed a major cabinet rshafle on Janaary 15th, which
FEvours] two of his potential ssccesors, John Manley and Allan Bock,
while lmaving the long-time frvourite to succesd him, Paul Martin,
unaffected.

# The Canadlan Allance lmdeship race Is now under way, and s fonmer
leader, Stockwel] Day, will have a tough fight to win re-slection.

Economic policy owtlook
& The Bank of Carmda fthe central bank) made 2 Aarther cut in interest mies

an Jamary 15th, bAnging its @met overndght ate down o 2% Is nest
pelicy anncumncement will be made on March Sth

Economic forecast

# There Is growing evidence that the US economy is beginning to show
tentative signs of recovery, and the Ecnnomist Intelligence Undt's forecast
for Canadian CIF growth has escaped further dowswand revision this
manth.

& Despite the Canadian dollar praching a new low against the US dallar in
Jarmary, it is still expected to regain same of IS ecent kosses dunng the
Torecast period.

February 2002

The Economist [ntelligence Link
15 Regent 5t, London SW1Y 4LE
Unidted Kingdom

Country Report June 2002

China
China at a glance: 2002-03

OVERNVIEW

The Chinese Commumst Ferty $CCF) will remain in power m China @
ity The newt twn year will howerer, be a difficult tme for the =gime,
a5 whan and nral discontent mensifies and the curment rubng “thid
wenemiin”™ of leadex heging 1o makes way for the fowrth. The budgs balanos
will mmem m deficit m X0 25 the govemment mamdams a pmace
fisral stanee. Bolstered by the rnsulant gowth o poblic ssoor mestment
expenditure the somnomy will grow by around % & wear o o03-03
Inflation will =main kw during the fomecast period with consumer mrces
rsmg by just 5% m 2003 and by 13% m 20dm. The renmanbd wall remmadn
Imked o the US dallar 2t amamd RmbepUSE. The owrrem-sonunt sumphs
will &l fmm an estmated S 2tln 8% of curentprice GDF) I xam o
S8 abn {af% of GOF) m a0y

Keychanges from last manth

Political sutlook

& The Fomnomist hielligence Unifs fommst for the poliicl sens &
unchanged fmm the last quarer Litde mfmmation has emerged 10 dee 0
mdice recsdy which lesders will gain which postions a5 a msult of the

Economic policy outlook

s The gvermmments une annommcemers that t will mmduee 2 unibed
copomte fax raie m 2007 & unlilkly o do mach i sirengthen official
reveme gErwih, at lesst mothe shoart temmn. Officals ae hlely o allow ot lest
same fnrign commanies alresdy operating in China 1o =tin the 15% x rage
that ves 2 oucial facorin their od gnal deds o 1o imest in the ouniTy

Economic forecast

& Wi hawe revised shghtly oiwr foremest this month for China"s merchandise
tmde sumphis. In the fst o months of 20400 the merchandise tmde surphs
e by 59% year on vear o USSE3tm. We stll sqed the tmde sumplus o
narmw m wen from the esimoeded 1E$328bn moomded m 20kn, but ot =
nirw ecpecied to dedine io S adn; pevioushy v eqedied 1110 narmow
taUEga6ahn

June 2002

The Econamist Intelligence Unit
15 Regentit, Landon SW1Y4LR
Lintted Kangdam

COUNTRY REPORT

Norway

Norway at a glance: 2002-03

OVERVIEW

Tensions are emerging within the cenirerght government  coalition,

comprising the Conservative Party, the Christan Democrtic Party (C0) and

the =mall Liberal Party. The Corservative Party and the CI have already

adopted different posttions on Industrial policy and gender equality. The

forthcoming biennial mablon-wide wage negotiations coubd be a best of the

povernmenent’s sirengih and cohesion. The govenmement's posibion Is ook

made easier by the fact that it deperids on the suppont of the far-right

Progress Party to oxwnmand a majority in parlament, and a government

change could be browght about 1n ate 203 IF tendons wers (o Inbensify.

The Norwegian econceny s estimaied b0 have grown by a modest 1.4% In

2. However, both private comsuemption and imeestment pldeed up in the

last quaster of 2001, and the Eoonomuist Imtellipence Unit expects these two

elements to drve the economy in 2002 and 23, bringing robust growth of

respectively 2.5% and 2.%%. Inflation has fallen steeply in the fist quarter of

B, but we expect it bo pick up again in 303, as the sconomy heats. wp.

The current-account will comtinue to past solid surphises,

Hey changes From last mont b

Political outlook

s A controversial decision to impose 2 quota of women members on
coengany boards came about only affer some Conservative minkfers wene
outvnited by colleages.

Economic policy outlonk

s NMorges Bank (the central bank) has adopted a neutral sance to i two-
wvear Inflation cutlook. We therefore do not expect amy Inberest-rate cuts bn
2002, Inberest mmbes could be rateed in 2003 I resporese tooa pldhy
EFUWENg SCONOTY.

Economic forecast

s We have mised our forecast for off shome Investment, based on higher

than expecied growth in the fourth quarter of 2001, which has carried
over into the curment year.

April 2002

The Economist Intelligence LUnit
15 Kegent 5t, London SWI1Y 4LE
Undted Kingdom




Construction of the WUI-The EIU Reports

Focus

" The country report typically covers politics, economic policy, the domestic economy, foreign
and trade payments events, and on their overall impact on the country risk. In short, these
reports examine and discuss the main economic, financial, and political trends in a country.

Process

" |n the writing the report step, field experts prepare a draft and send it to country experts
based at headquarters.

" |nthe editing step, country experts at headquarters integrate the draft with their own inputs,
and make sure the structure of the report is consistent and standardized. They also check
that the report is consistent with the EIU’s global and regional views.

" |nthe second check step, a senior staff at headquarters does a thorough check of the draft.

" |nthe sub-editing step, sub-editors do a check to make sure that the report is well drafted,
consistent, accurate, and do fact checking.

" |nthe production step, the report is checked to make sure that the report is properly coded

and styled adequately. >



Construction of the WUI

" We count the number of times uncertainty is mentioned in the EIU country reports.
Specifically, for each country and quarter, we search through the EIU country reports for the

) (/(

words “uncertain”, “uncertainty”, and “uncertainties”.

" To make the WUI comparable across countries, we scale the raw counts by the total number
of words in each report. (note: no systematic difference in the number of words across
countries and over time).



Construction of the WUI

Pros
" Comparability of the WUI across countries:
" The index is based on a single source that has specific topic coverage—economic and
political developments.

" The reports follow a standardized process and structure which helps to mitigate
concerns about the accuracy, ideological bias and consistency of the WUI.

Cons

" We only have one EIU report per country per quarter, so a far smaller body of text than the
EPU index, so the sampling noise is likely to be substantial higher.

" We are reliant on the accuracy of the EIU reports, which to our knowledge are extremely high
qguality, but it still raises potential concerns over reliance on one underlying source.



Reliable? WUI vs EPU

300 WU (EPU countries only) 300 United Kingdom United States
-------- EPU Index (right axis) 1200 WU 700 600 WUI 250
250 | correlation:0.705 250 | e EPU (right axis) -3 N PRTS EPU (right axis)
1000 § | 690 500 :
correlation: 0.719 correlation: 0.533 : 200
200 200 L | 500 2 : S
800 ‘e 400 s osh
¥ RERE : 150
400 EEERIEH | TS
1 1 : . R | SRR
> 600 ¥ 300 | HEEL 3§
N 2 e 1EEN] oo
100 100 400 : A 200 075 ¢
2 | N34 200 EE IR
50 50 200 | L. a4 ‘ 100 100 H >0
199601 200302 201093 201704 199691 200392 201093 201794 199691 200392 201093 201794

Note: The World Uncertainty Index (WUI) is computed by counting the frequency of uncertain (or the variant) in EIU country reports. The WUI is then normalized by total number of words,
rescaled by multiplying by 1,000. Here is also rescaled by the global average of 1996Q1 to 2010Q4 such that 1996Q1-2010Q4=100. A higher number means higher uncertainty and vice versa.
For the other countries covered by the EPU the median correlation is about 0.4.

EPU more global in nature, WUl more country-specific (Chile a remarkable example).



Reliable? Level of WUI vs. Level of volatility

-3.0 -2.5
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Note: The World Uncertainty Index (WUI) is computed by counting the frequency of uncertain (or the variant) in EIU country reports.
The WUI is then normalized by total number of words and rescaled by multiplying by 1,000. The WUI is then normalized by total number of words, rescaled by multiplying by 1,000.
A higher number means higher uncertainty and vice versa.



Reliable? Level of WUI vs. Level of risk

250 _ 90
correlation: 0.325 correlation: 0.314
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Note: The World Uncertainty Index (WUI) is computed by counting the frequency of uncertain (or the variant) in EIU country reports.
The WUI is then normalized by total number of words and rescaled by multiplying by 1,000. The WUI is then normalized by total number of words, rescaled by multiplying by 1,000.
A higher number means higher uncertainty and vice versa.
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Reliable? WUI vs. EPU & Volatility—panel framework

_(I) (I1) (111) (1V) (V) (V1) (VII) (VIN) (1X)

123.843*** 129.064*** 59,941 ***

(2.96) (4.60) (3.52)
Stock Vol 0.353*** (0.131** 0.128**
(3.30) (2.08) (2.19)
-0.025***  -0.017*** -0.007*
(-4.41) (-3.58) (-1.90)
Country FE No Yes Yes No Yes Yes No Yes Yes
Year FE No No Yes No No Yes No No Yes
1558 1558 1558 3766 3766 3766 4768 4768 4768
0.10 0.10 0.42 0.02 0.00 0.38 0.01 0.01 0.29

Note: The World Uncertainty Index (WUI) is computed by counting the frequency of uncertain (or the variant) in EIU country reports.
The WUI is then normalized by total number of words and rescaled by multiplying by 1,000. The WUI is then normalized by total number of words, rescaled by multiplying by 1,000.

A higher number means higher uncertainty and vice versa.
* x* xx* denote statically significance at 10, 5, and 1 percent respectively. T-statics in columns (l), (IV) and (VII) based on clustered standard errors.

T-statics in the remaining columns based on Driscoll-Kraay standard errors. R?reported for columns (1), (IV) and (VII); otherwise within R? reported.

11



Reliable? WUI & Elections

2 1t ] 2

All elections -0.002 0.022*** 0.044*** 0.047*** 0.023**
(-0.29) (2.63) (4.64) (4.78) (2.90)

Exogenous -0.003 0.036** 0.074*** 0.053*** 0.015
(-0.19) (2.44) (4.21) (3.54) (1.17)

Note: The World Uncertainty Index (WUI) is computed by counting the frequency of uncertain (or the variant) in EIU country reports.

The WUI is then normalized by total number of words and rescaled by multiplying by 1,000. The WUI is then normalized by total number of words, rescaled by multiplying by 1,000.
A higher number means higher uncertainty and vice versa.

t denotes time (quarter) of election. Dates for elections from Alesina et al. (2019). Sample: 377 election in 72 “democratic” countries, among which 166 are exogenous.

* x* xx* denote statically significance at 10, 5, and 1 percent respectively. T-statics in columns (l), (IV) and (VII) based on clustered standard errors.

T-statics in the remaining columns based on Driscoll-Kraay standard errors. 12



Stylized fact 1-Global uncertainty at historical high

Global WUI-GDP weighted average

200 US fiscal cliff and sovereign uncertainty
[r— debt crisis in Europe concerning Brexit
Possible and T~ and U.S. trade
us policy
. outbreak
m|I_|tary of SARS sovereign ” \
250 actionin debt crisis !
us Iraq . in Europe Brexit
recession ongoing
and 9/11 turmoil in \
” global
financial sovereign
200 m arkets creditrisk
global _ in Europe
economic
slowdown financial ¢
credit
150 ﬂ crunch

100

political uncertainty

FED us '
50 e presidential in Europe related to
. lecti d the threat of Catalan
World Uncertainty Index and political electons, an ' f
riskin Greece aftermath of gecer?smn rom
.......... 19960Q1-2010Q4 average and Ukraine Brexit pal
O
1996q1l 2001 g4 200793 201392 201991

Note: The World Uncertainty Index (WUI) is computed by counting the frequency of uncertain (or the variant) in EIU country reports.
The WUI is then normalized by total number of words and multiplying by 1,000. The WUI is then normalized by rescaling it using the average of 1996Q1 to 2010Q4 such that 1996Q1-2010Q4=100.

A higher number means higher uncertainty and vice versa. 13



Stylized fact 2-Uncertainty higher in developing economies

WUI by income groups

0.18
- <+— Third
0.16 quartile
0.14 a0
-
o
2
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>
=
2
0.10 =
0.08 _
-« First
quartile
0.06
0.04
Low-income economies Emerging economies Advanced economies

Note: The World Uncertainty Index (WUI) is computed by counting the frequency of uncertain (or the variant) in EIU country reports.
The WUI is then normalized by total number of words and rescaled by multiplying by 1,000.
A higher number means higher uncertainty and vice versa.
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Stylized fact 3- inverted U-shape between uncertainty and democracy

WUI and democracy
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Note: The World Uncertainty Index (WUI) is computed by counting the frequency of uncertain (or the variant) in EIU country reports.
The WUI is then normalized by total number of words and rescaled by multiplying by 1,000.
A higher number means higher uncertainty and vice versa.
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Stylized fact 4-Uncertainty spikes more synchronized in advanced
economies

Synchronization Correlation Variance Explained
by 15t Factor—PCA

All countries

Advanced economies

Emerging and low-income
economies

European -0.134 0.224 0.283

Note: synchronization between country i and j at time t defined as: ¢@; ; + = —|Ul-,t — Uj,t|, where U denotes the WUI.

16



Stylized fact 4-with higher trade and financial linkages

(V) (V) (V)

Trade linkages 0.113** 0.741** 0.738** 0.746**
(2.37) (2.47) (2.49) (2.52)
Financial linkages 0.131** 0.314** 0.313** 0.317**
(2.32) (1.95) (2.01) (2.06)
Output synchronization 0.011***
(3.10)
Country-pair FE No No Yes Yes Yes Yes
Yes Yes Yes Yes Yes Yes
I 15,393 15,393 15,393 15,393 15,393 15,393
Note: synchronization between country i and j at time t defined as: ¢; ;; = —|Ul-,t — Uj,t|, where U denotes the WUI.

Estimates are based on the following equation: ¢; j; = a;; +v¢ + B1TR; j+ + p1F1l; j+ + 00, + &; j  where TR; ; denotes trade linkages—defined as bilateral trade between country i and j,
normalized by the sum of total trade of country / and j; FI; ; denotes financial linkages—defined as bilateral assets and liabilities between country j and j, normalized by the sum of total assets and
liabilities of country iand j. O; ; denotes output synchronization—defined as minus the absolute value GDP growth difference between country i and j, normalized by the sum of GDP growth of

country i andj. **,*** denote significance at 5 and 1 percent, respectively. Country-pair and time fixed effects included but not reported. 17
2@ dummy for common language and past or present colonial relationship included.



Approaches

" Effect of uncertainty shocks on output
] quarterly data (smaller sample)

] VAR approach
] IV-SVAR using exogenous elections as instruments

= Heterogeneity across countries=2 larger effects in countries with weaker institutions
] annual data (entire sample)

] looking both at output and investment

] local projection

] role of institutions

= Heterogeneity across sectors=2larger effects in sectors that are more financially constrained
1 annual data for 22 industries
1 looking both at output and investment

 role of financial constraints 13




Ongoing work and next steps

" Extend time coverage back to 1952
" Trade uncertainty (new measure and analysis)

" QOther categories (monetary, fiscal, political, external vs. domestic..)

19



Additional Slides
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Effect of uncertainty on economic activity-quarterly

GDP response to WUI innovations

-.005 —

-.01 -

-.015 -

-.02 —

quarters

90%0 CI Cumulative Orthogonalized IRF

P 4

Note: VAR fit to quarterly data for a panel of 46 countries from 199691 to 2018q92. Impulse responses of GDP to a one-standard deviation increase in the WUl—equal to the change in average value
in the index from 2014 to 2016—based on a Cholesky decomposition with the following order: the log of average stock return, the WUI and GDP growth.
The specification includes four lags of all variables. Country and time fixed effects are included.

21



Effect of uncertainty on economic activity-quarterly

GDP response to WUI innovations—robustness checks

-0.005

-0.01

-0.015
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==Baseline -8 lags -e=WUIllast -*=Controlling for stock market volatility -e-Before GFC

Note: VAR fit to quarterly data for a panel of 46 countries from 199691 to 2018q92. Impulse responses of GDP to a one-standard deviation increase in the WUl—equal to the change in average value
in the index from 2014 to 2016—based on a Cholesky decomposition with the following order: the log of average stock return, the WUI and GDP growth.
The specification includes four lags of all variables. Country and time fixed effects are included.
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Effect of uncertainty on economic activity-quarterly

GDP response to WUI innovations—IV exogenous elections
0.005

-0.005
-0.01
-0.015

-0.02

-0.025

Note: VAR fit to quarterly data for a panel of 42 countries from 1996491 to 2018qg2. Impulse responses of GDP to a one-standard deviation increase in WUl—equal to the change in average value
in the index from 2014 to 2016—using as instrument exogenous elections and based on a Cholesky decomposition with the following order: exogenous elections, the log of average stock return,
the WUI and GDP growth. The specification includes four lags of all variables. Country and time fixed effects are included. SVAR-IV approach of Plagborg-Moller and Wolf (2019).
First stage: WUI;; = 0.183 + 0.098Exo0genous

(6.47)
t-statistics in parenthesis. 23



Effect of uncertainty on economic activity-annual

GDP response to WUI innovations Investment response to WUI innovations
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-0.012 -0.07
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Note: Response estimated using the local projection method (Jorda 2005) :y; ¢+ x — Vit—1 = &; + Ve + BWUI  + 0'X; ¢ + €4

where y is the log of output (investment); a; are country-fixed effects; y; are time-fixed effects; X is a set of controls including lags of the growth rate of output and of the WUI index.

Estimates based on annual data for a panel of 143 countries from 1996 to 2017. Solid line denoted the impulse responses of GDP to a one-standard deviation increase in the WUl—equal to the
change in average value in the index from 2014 to 2016. Dotted lines denote 90 percent confidence bands.
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Effect of uncertainty on investment-role of institutions

Below-median rule of law

Above-median rule of law
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Note: Response estimated using the local projection method (Jorda 2005) :y; 14, — Vit—1 = @; + V¢ + ,BlDiWUIi,t + B (1 - DHYWUIL+ + 0'X; ¢ + & ¢

where y is the log of output (investment); a; are country-fixed effects; y; are time-fixed effects; X is a set of controls including lags of the growth rate of output and of the WUI index.

Estimates based on annual data for a panel of 143 countries from 1996 to 2017. Solid line denoted the impulse responses of GDP to a one-standard deviation increase in the WUl—equal to the
change in average value in the index from 2014 to 2016. Dotted lines denote 90 percent confidence bands. Rue of law based on WDI.

Results robust for different measures of institutional quality, to different thresholds, controlling for the level of development, unsegmenting rule of law with European settle mortality rates.
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Effect of uncertainty on investment-role of institutions

Below-median rule of law

Above-median rule of law
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Note: Response estimated using the local projection method (Jorda 2005) :y; 14, — Vit—1 = @; + V¢ + ,BlDiWUIi,t + B (1 - DHYWUIL+ + 0'X; ¢ + & ¢

where y is the log of output (investment); a; are country-fixed effects; y; are time-fixed effects; X is a set of controls including lags of the growth rate of output and of the WUI index.

Estimates based on annual data for a panel of 143 countries from 1996 to 2017. Solid line denoted the impulse responses of GDP to a one-standard deviation increase in the WUl—equal to the
change in average value in the index from 2014 to 2016. Dotted lines denote 90 percent confidence bands. Rue of law based on WDI.

Results robust for different measures of institutional quality, to different thresholds, controlling for the level of development, unsegmenting rule of law with European settle mortality rates.
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Effect of uncertainty on economic activity-

sectoral data and role of financial constraints

Differential output response Differential productivity response
1 1
0-5 0.5
0
0
-0.5
1 -0.5
-1.5 -1
-2 1.5
-2.5
-2
-3
-3.5 -2.5
_4 -3

Note: Response estimated using the following specification: Ay;;; = a;; + yit + 0j + >3 o b WUI; _EFD; + €j;;

where y is the log of sectoral output; a;; are sector-country fixed effects; y;; are country-time fixed effects; d;; are sector-time fixed effects; EFD is the Rajan and Zingales’s (1998) measure of

the degree of dependence on external finance in each industry—measured as the median across all U.S. firms, in each industry, of the ratio of total capital expenditures minus the current cash flow
to total capital expenditures. Estimates based on annual data for a panel of 22 industries, 56 countries from 1995 to 2017 (the size of the estimation sample is 25,618 observations).

Solid line denotes the differential output effect to a one-standard deviation increase in the WUl—equal to the change in average value in the index from 2014 to 2016—of an industry with

high external financial dependence (at the 75" percentile distribution of the indicator) compared to an industry with low external financial dependence (at the 25t percentile distribution of

the indicator). Dotted lines denote 90 percent confidence bands.
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Trade uncertainty (WTU)

110 The US and China agree -

Some of the key dates in the US- to resume trade talks.
China trade negotiation s

100
- Uncertainty related to
———\Norld Trade Uncertainty Index US-China trade tension
90
al |

Tarnff increase on US3200
billhon of imports from China
LA Is scheduled to go into effect
on March 1. But a delay is

announced on February 24.

B0

A series of tarffs by
the S and China
goes into effect.

40 - \
Uncertainty related to US-

30 - China trade tension

A tarff truce between

20 - A seies of tariffs by the US and China goes into the LIS and the China
effect. The LUS also ends tarnff exemptions for Is annouced.
EU., Canada, and Mexico. EU and Canada
imposes tarff on the LS.

10 The US imposes Safeguard
Tariffs as well as steel an
aluminium tariffs.

D =

1995011 199801 2001C1 20041 20071 201001 2013041 2016011 201901

Note: The font in blue indicates the tariff measure taken, and the font in black indicates the narrative of
the World Trade Uncertainty index. A higher number means higher trade uncertainty and vice versa. The
source for the data on key dates in the US-China trade negotiations comes from Bown and Kolb (2019). 33



Trade uncertainty (WTU)

World Trade Uncertainty Index (average 20180Q2-201902) - .
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