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e uonnd IedaudvmsAnwransEnuves “Anuliuiusunauleunstasegia” (Economic Policy
Uncertainty) Imsmﬁ’mmmlmLLuuaummumﬂsuauasmﬂwumuqaaww (newspaper coverage)

* ofifeanInTIunNveyadoundulllfszeren dauias wagviuna (realtime) il
UssilluransenudamulsnisasygnannnakasaainnsRuludaaiilaogamunga

* Tanmsasviliinaiuliuiueuluinauues Baker, Bloom and Davis (2016, QJE) lagnihunlvaes
WNSTANY WaglaNaWNINIL www.policyuncertainty.com (i

®* Economic policy uncertainty Ua3UsgnAs139 (111 20 Useing)
* Category-specific uncertainty szj'u monetary policy uncertainty
® Geopolitical risk, Firm-level political risk

® Partisan conflict index (Azzimonti, 2018, JME)


http://www.policyuncertainty.com/
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1. awswwmsiaanululiuey (Measuring uncertainty) wazdiagnanisihlulslunisaiuuleune
2. uvaweyanlylunsfinw
3. myinszauanuliuuueunensilleslulseinalneg

v %4

4. wadnsenuldudusunenisilesulssivalneuasnansenuseATYgNILNAIA: YBAUNUIINNIT
ATV YATIUTEINY

5. @yUnanisfne



Measuring uncertainty

Broadly, there are 3 groups:

1. Newspaper-based
* Economic policy uncertainty
* Political uncertainty
* Geopolitical uncertainty

2. Finance-based
* Financial market volatility (e.g. VIX)

3. Survey-based
* Household
* Firm
* Professional forecaster

Example: Indicators of economic uncertainty in the UK

Variable

FTSE option-implied volatility(@)
Sterling option-implied volatility(t)

Dispersion of company earnings forecasts(c)
Dispersion of annual GDP growth forecasts(d)

GfK unemployment expectations balance(®)

CBI ‘demand uncertainty limiting investment’
score(f)

Number of press articles citing ‘economic
uncertainty’(€)

Data type

Financial market
Financial market

Financial market/
survey

Financial market/
survey
Survey

Survey

Media

Sector

Whole economy
Whole economy

Firm

Whole economy
Household

Firm

Whole economy

Source: Haddow et al. (2013)




News-based measure of Economic Policy Uncertainty
by Baker, Bloom and Davis (2016)

* Based on computer search of newspapers

* For 10 major US newspapers, they get the number of article counts
with:
{economic or economy}, and
{uncertain or uncertainty}, and

The full set of policy terms: {regulation, deficit, registration, congress, white

house, Federal Reserve, the Fed, regulation, deficits, congressional, legislation

* Note that this is for US (1985-, monthly/daily). But in other countries, the
‘policy term set’ could be different.

* Divide the count for each month by the count of all articles and standardize

each to SD=1, then average across all 10 papers to get the U.S monthly index
and normalize the 10-paper series to a mean of 100.



How can uncertainty measure be used
for ‘practical’ monetary policy analysis?

* UK example (Forbes, 2016): “the Bank of England has
focused on a measure of uncertainty that is a
principal component drawn from eight different
measures of uncertainty.”

* In order to estimate the effect of heightened
uncertainty on the broader economy, it is necessary
to make three additional and critically important
assumptions.

* First — how will uncertainty evolve in the future?

e Second, should we adjust our measure of
uncertainty to put more weight on indicators that
have stronger relationships with key economic
variables?

* Finally, how does one identify the impact of
uncertainty?

Figure 9. Scenarios based on different paths for uncertainty in the future

a. GDP

b. CPI

=== | ower uncertainty  ====Higher uncertainty
== Delayed uncertainty e====|R Nov 16

% increase on a year earlier
4 -
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Note: IR Nov 16 refers to the MPC's November 2016 Inflation Report modal projections for GDP and CPI, respectively.

“The bottom line is that the path for uncertainty is central to the trade-off facing the MPC today

— and therefore for monetary policy.”
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—— Political stability - World Bank Governance Indicator (inverted scale, LHS)
—— Political uncertainty index (LHS)
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v a | Y (% 1%

VUYBYNTUAUYALYIIINNTYNYN VS Political protest (using GDELT)

500 .05
— PROTEST (our measure), LHS
—— Political protest using GDELT database, RHS
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AU likUwaunINIsllasdmalitausiasns TR ulanIsAsYgRaluss s dukas A uRuY
HIuUMBAsYgnaiauegelided Ay lunnnsdl

AIMYR, — o+ AInIYR, _ |, + 3,

Aln GEPU,

= @ + o, /2

r—1

z

4+ & In PUT, |

4+ A I INTP TV, + 77, 1 P U7,

r—1

Mean Eguation

iNntercept 0.045* 0.013 0.018*>=* 0.0367%=> 0.061>** 0.026*
(1.742) (0.978) (a.856) (3.761) (2.007) (1.814)
Global economic -0.015* -0.016>>*> -0.012 -0.014 -0.011 -0.017>*
policy uncertainty (-1.754a) (-2.721) (-1.324a) (-1.573) (-1.640) (-2.297)
World trade value O.071>= 0.084g>>=>* O.090>* O.075>= 0.08g>>=> 0.065>>*
(1.992) (3.099) (2.485) (2.288) (2.783) (2.241)
Laggsed dependent -0.228>>> -0.100 -O. 177> -0.029 -0.129 -0.081
variables (-3.153) (-1.024) (-2.200) (-1.572) -1.472) (-1.008)
PUI -0.007 -0.001 -0.002>> -0.006>>> -0.011> -0.003
-1.241) (-0.364) (-2.160) (-3.044)> -1.697) -1.241)

Variance Eguation

INntercept -0.0004g>*> -0.0003>* -0.000 17> -0.0003>>* -0.0005%*> O.0006% >
(-3.535) (-2.558) (-5.431) (-10.983) -a.367) (a.531)

GARCH(1) o.814==>= O.810> > O. 773> 0. 915> O.94gqqg>=>=>= O. 592>
(11.862) (o.117 (6.673) (53.861) (28.125) (21.960)

PUI O.000 1 > O0.0001 > O0.0001 > O0.000 1 > O.000 1> -0.0001 *>>
(3.389) (2.468) (2.0622 (11.520) (a.653) (-a4.041)
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SIUIAINAAUARANENINATRTYAULALATETAD L UTEHZ 87

Mean Equation

AIYRHFE, =y, + y,AnYRHFE,_, + n,InPUI , + ¢,

Intercept 0.002*** 0.0003 0.0005*** 0.002*** 0.002*** 0.001***
(7.089) (0.863) (3.137) (8.371) (5.439) (4.781)
Lagged dependent 0.981** 0.981*** 0.981*** 0.980*** 0.984>** 0.967***
variables (96.649) (74.696) (96.649) (104.538) (88.523) (80.727)
PUI -0.0005*** -0.0002 -0.0005*** -0.0004*** -0.0004** | -0.0002***
(-6.823) (-0.341) (-3.049) (-8.195) (-5.152) (-a.476)
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Explained variance by uncertainty shocks - %

18.00

16.00

14.00

12.00

10.00

8.00

6.00

4.00

2.00

0.00

9.72

GDP Consumption

10.83

3.57

1.07

mOverall mProtest mMartial mCoup mElection mReform

16.00

Investment

15.32

19



NS ALTUVDITEAUANNTAREIAINNTYLLURAZ AU LURULBUAIUNTT
LADNAYAINAAUADTEAUHANENUIATI

Overall

GDP

Protest

Election
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Overall Consumption

Response of CONP_GAP to Generalized One
S.D. LOG(PUI_S0) Innovation

(%

Durable Consumption

Response of CONP1_GAP to Generalized One
S.D. LOG(PU_S0) Innovation

Non-durable Consumption

Response of CONP4_GAP to Generalized One
S.0. LOG(PUI_S0) Innovation
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Export

Import

Government Expenditure

-024

Response of EXT_GAP to Generalized One
S.D. LOG(PUI_S0) hnovation

Response of MT_GAP to Generalized One
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S.D. LOG(PUI_S0) Innovation
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AIMSET, =y, +n,InPUI,, | + &,

= o+ o], + o,E] 2+21AanYX + @ In PUT_,

Mean Eqguation

Intercept -0.034 0.036%%* 0.015 0.026 0.034 0.015
(-0.637) (3.100) (0.721) (0.721) (0.797) (0.721)

PUI 0.010 -0.005* -0.0004 -0.004 -0.0004 -0.0005
(0.913) -1.734) (-0.094) (-0.958) (-0.435) (-0.740)

Variance Eguation

Intercept 0.001 -0.001* -0.001 -0.001*** 0.002 -0.003
(0.479) (-1.886) (-0.751) (-3.763) (0.781) (-1.520)

ARCH(1) 0. 317%*** 0.285%xx* 0.343%%* 0.259%%x 0.323%x* 0.297%%x*
(3.661) (3.424) (a.272) (3.432) (3.569) (3.337)

ARCH(2) 0.422%%x* 0.490*** 0.408*** 0.483%%x 0.395xxx 0.383%%x
(4.036) (3.680) (4.049) (8.721) (3.371) (3.923)

VIX 0.004* 0.003 0.003 0.004* 0.004* 0.006%%*
(1.826) (1.578) (1.643) (1.791) (1.678) (2.503)

PUI 0.0003 0.001*** 0.001%* 0.001%%** 0.000 0.0017%%*
(0.584) (25.443) (2.369) (5.835) (0.006) (2.681)
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