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Abstract
This paper evaluates the link between confidence and the transmission of macro

uncertainty shocks. Using data on aggregate and disaggregate industrial production
(IP) indices, we estimate a factor augmented vector autoregressive model. First, we
compute the impulse response functions and find that uncertainty shocks adversely
affect total IP, and generate a disproportionate change in disaggregated IP indices.
Second, we conduct a counterfactual analysis to evaluate whether changes in consumer
confidence amplify the effect of uncertainty shocks on IP indices. Our results suggest
that uncertainty shocks propagate through a confidence multiplier effect. Third, we
conduct a historical decomposition exercise and find that relative to consumer confi-
dence shocks and shocks to total IP, macro uncertainty shocks contributed the most
to the historical changes in total IP during the early 80s recession and the 2008-2009
financial crisis. Last but not least, we employ a historical counterfactual analysis and
show that uncertainty shocks propagated via a confidence channel during those two
recessions.
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