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Research on the Measurement and Effect of Chinas Microeconomic Uncertainty

LIU Yunting ZHU Yandi
(Peking University, Beijing, China)

Abstract: Based on data of China's A-share listed enterprises from 2003 to 2021, this paper measures the micro-
economic uncertainty in China and studies its effect on firmrlevel investment and macroeconomy. We find at the micro
level, the increase of microeconomic uncertainty will reduce investment, but this effect will weaken over time, and re-
verse in the medium and long run. In the short run, microeconomic uncertainty affects investment mainly through real
options and financial {riction channels. We propose and validate a resource allocation channel through which firms in-
crease investment in the medium and long run. Moreover, the impact of microeconomic uncertainty on macroeconomic
variables, reflected as aggregate demand shocks, is consistent with empirical results at the firm level. This paper enri-
ches angles of measuring economic uncertainty and understandings of its transmission mechanisms. In terms of policy
implications, our research suggests that government policy needs to differentiate between different types of economic
uncertainty, pay attention to uncertainty at the microeconomic level, and properly monitor and facilitate resource allo-
cation in the economy.

Keywords: Microeconomic Uncertainty; Investment; Resource Allocation; Real Option; Financial Friction



