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The Cross-Country Spillover Effect of Economic Policy

Uncertainty and the Working Mechanism
LI Zheng, WEN Bohui ( Tianjin University of Finance and Economics, 300222)
ZHU Minghao ( Nankai University, 300071)

Abstract; From the frequency domain perspective, this paper uses the latest proposed spectral representation of
generalized forecast error variance decompositions to examine the economic policy uncertainty (EPU) spillover
effect among fifteen countries in long-term and short-term cycles, investigating the total spillover effect,
directional spillover effect and the influencing factors. The authors find that firstly, there are different timing
characteristics of total spillover index in the long term and the short term. Secondly, the EPU spillover effect of
each country is highly related to specific international and domestic shocking events, and the effect duration
varies depending on the type of the event. For instance, changes in monetary policy and trade policy will lead
to a significant increase in short-term spillover index, while tight fiscal policy, change of ruling party and other
events that have a negative effect on the economy will increase the long-term spillover index. Thirdly, countries
with high financial and trade openness have higher short-term and long-term spillover-into index respectively,
while developed countries and Pacific-Rim countries have the higher short-term and long-term spillover-from
index respectively. Fourthly, the regression analysis of influencing factors of long-term and short-term spillovers
shows that the relevance of the financial market volatility and similarity of industrial structure between two
countries will enhance their bilateral short-term spillover significantly, while the bilateral trading and the
difference in their economic cycle have a positive effect on long-term spillover.

Keywords: Economic Policy Uncertainty, Spillover Effect, Frequency Domain, Spectral Representation of

Generalized Forecast Error Variance Decompositions
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