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Decompositions: Measuring the Connectedness of Financial Firms

Structural Evolution of Dynamic Spillover Effects of Global
Economic Policy Uncertainty and External Event Shocks

Yu Chao' Wang Yide'
(1. School of Statistics, University of International Business and Economics, Beijing 100029, China;

Zhang Xiuming” He Fengguo’

2. Institute of International Economy, University of International Business and Economics,
Beijing 100029, China;

3. School of Finance, University of International Business and Economics, Beijing 100029, China)

(Abstract]) This paper applies the TVP-VAR model to the economic policy uncertainty (EPU) index data of US, Europe,
China and Japan from Jan. 2000 to May 2021 to construct the time—varying spillover index, which can measure the time-varying
spillover effects of economic policy uncertainty among these four economies. Then we use the WBS change—point detection method to
analyze the structural changes of the time—varying spillover index and further unveil their connections with the external event shocks.
Furthermore, the spillover characteristics are studied from the short, median and long—term perspectives by time—varying impulse
response analysis and analyzed under the events of US—China Trade Friction, and COVID-19 epidemic by time point impulse re-
sponse function. The empirical results show that the dynamic total index has structural shifts. The structural changes almost can be
attributed to the global important events, such as global financial crisis in 2008, European debt crisis, US—China Trade Friction,
COVID-19 epidemic and so on. In the early stage of twenty—one century, US and Europe are the main exporters of uncertainty
risk, while China and Japan are the main receivers. But since the US—China Trade Friction, China’s net spillover index increases,
which shows that China’s ability of resisting spillover risk from other economies has been improved. Before the financial crisis, the
spillover effects are mainly short—term, while after that, the medium and long—term spillover effects gradually appear. Especially
during the COVID-19 epidemic period, the long—term spillover effects increase sharply in four economies.

(Key words) economic policy uncertainty; time—varying spillover index; WBS change—point test; structural evolution; ex-
ternal shocks; impulse response
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