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The Research Institute of Applied Economics (IREA) in Barcelona was founded in 2005, as a research 

institute in applied economics. Three consolidated research groups make up the institute: AQR, RISK 

and GiM, and a large number of members are involved in the Institute. IREA focuses on four priority 

lines of investigation: (i) the quantitative study of regional and urban economic activity and analysis of 

regional and local economic policies, (ii) study of public economic activity in markets, particularly in the 

fields of empirical evaluation of privatization, the regulation and competition in the markets of public 

services using state of industrial economy, (iii) risk analysis in finance and insurance, and (iv) the 

development of micro and macro econometrics applied for the analysis of economic activity, particularly 

for quantitative evaluation of public policies. 

 

IREA Working Papers often represent preliminary work and are circulated to encourage discussion. 

Citation of such a paper should account for its provisional character. For that reason, IREA Working 

Papers may not be reproduced or distributed without the written consent of the author. A revised version 

may be available directly from the author. 

 
 
Any opinions expressed here are those of the author(s) and not those of IREA. Research published in 

this series may include views on policy, but the institute itself takes no institutional policy positions. 



 
 
Abstract 

 
  
We estimate the effects of financial, macroeconomic and policy uncertainty 
from the United States on the dynamics of credit growth, stock prices, 
economic activity, bond yields and inflation in five of the main receptors of 
US foreign direct investment from 1950 to 2019: The United Kingdom, The 
Netherlands, Ireland, Canada and Switzerland. Our multicounty approach 
allows us to clearly identify the effects of the different sources of uncertainty 
by imposing natural contemporaneous exogenity restrictions which cannot 
be used in a single-country perspective, frequently undertaken by the 
literature. It also considers international common cycle factors that have 
been previously identified and which are key to adequately measure the 
dynamics of the effects of uncertainty shocks on financial and real markets, 
on a global basis. We use an international FAVAR model to carry out our 
estimations. This approach permits handling a large data set consisting of 
variables for more than 45 countries at once. Our results point out to 
financial uncertainty as the main driver (even more than real uncertainty or 
the US interest rate) of global economic cycles. We show that increases of 
US financial uncertainty deteriorate economic activity on a global scale, 
especially by reducing credit and stock prices, and therefore funding 
opportunities for firms and households (heterogeneously on a country level 
basis). Our results emphasize the importance of financial markets, and 
especially financial uncertainty in the United States, as the main origin of 
global economic fluctuations, which can be said to describe the recent 
history of the global economy. They also cast doubts on the ability of 
uncertainty indicators based on the counting of key words in the media as a 
barometer of traditional economic uncertainty, known to be theoretically 
associated to negative outcomes in terms of activity and prices. In this 
sense, uncertainty indicators based on the estimation and aggregation of 
forecast errors seem more appropriate, hence producing results in line with 
the understanding of uncertainty as a negative phenomenon on a macro 
level, especially for investment prospects. 
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