Working Paper No. 1011

Keep in mind

The series Working Papers on Economics is published by the Office for Economic Studies at the Banco
de la Republica (Central Bank of Colombia). It contributes to the dissemination and promotion of the
work by researchers from the institution. This series is indexed at Research Papers in Economics
(RePEc).

On multiple occasions, these works have been the result of collaborative work with individuals from other
national or international institutions. The works published are provisional, and their authors are fully
responsible for the opinions expressed in them, as well as for possible mistakes. The opinions
expressed herein are those of the authors and do not necessarily reflect the views of Banco de la
Republica or its Board of Directors.

AUTHORS AND/OR EDITORS

Gbémez-Pineda, Javier

Abstract: The paper provides some evidence on the relevance of global uncertainty and risk aversion
and the lesser importance of US interest rates for the global financial and business cycles. As
framework, we use a global semi-structural model augmented with financial and trade interlinkages.
Financial interlinkages are modelled with proposed global uncertainty, global risk aversion and global
financial cycle channels. Trade interlinkages are modelled with proposed value-chain trade equations.
We find that global uncertainty and global risk aversion are, by far, the main volatility factors in all
economies. Other volatility factors such as US interest rates, foreign interest rates and trade-related
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factors rarely explain shares of forecast error variance above one percent.
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