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Trade Uncertainty, Financial Frictions and

Real Economic Fluctuations
Feng Yeqgian Li Li Wang Yaping Gong Liutang

Abstract This paper shows how changes in the time varying volatility of trading growth has
an important effect on variables like output and investment. We start by incorporating stochastic
volatility into export and import data and estimating trade uncertainty in China. We examine the
economic effect both with macro and firm-level evidence. Then we feed this process in a small open
economy DSGE model with financial frictions. We find that an increase in trade uncertainty triggers
a fall in output and investment, where financial frictions is a channel. We also show that our
uncertainty measurement outperforms those text analysis results in explaining economic
fluctuations.

Key words  trade uncertainty  financial frictions small open economy  real economy

fluctuations



