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Differentiation Study on the Relationship Between Different
Types of Economic Policy Uncertainty and Stock Market

Pei Bin
(School of Finance, Central University of Finance and Economics, Beijing 100087, China)

Qiao Guangyu

(Abstract) Since the 21st century, the continuous emergence of black swan events has led to a sharp increase in economic
policy uncertainty. Various types of economic policies issued by the government can promote economic growth and stabilize employ-
ment, but at the same time, they will also make the stock market violent. In this context, research on the differences in the inte-
raction between different types of economic policies and the stock market is of great significance for better combination of different
types of economic policies, thereby stabilizing the financial market and better supporting the real economy. Based on the VAR-MV-
GARCH-BEKK (DCC) model, this paper comparatively studies the spillover effects and dynamic correlation between different
types of economy policy uncertainty and the stock market in China. The empirical results find that; (1) The monetary policy, the
foreign exchange and capital account policy uncertainties are closely related to the stock market, followed by fiscal policy, and the
trade policy uncertainty is weakly linked to the stock market. (2) The impacts of the monetary policy, the foreign exchange and
capital policy uncertainties have a strong negative effect on the stock market and lasts for a long time; whereas the fiscal policy un-
certainty impact has a positive effect on the stock market. (3) There is a two—way volatility spillover effect between the stock mar-
ket and the fiscal policy, the monetary policy, and the foreign exchange and capital account policy uncertainty, showing the char-
acteristics of short—term significant and long—term tailings; trade policy uncertainty has a volatility spillover effect on the stock mar-
ket. (4) There is a significant dynamic correlation between the uncertainty of monetary policy and foreign exchange and capital ac-
count policy and the stock market. The research results can provide reference for policy makers to maintain financial market stabili-
ty, prevent risk contagion, and for investors to avoid risks.

(Key words) economic policy uncertainty; different types of economic policy; stock market; spillover effect; dynamic corre-
lation; risk aversion
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