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Abstract

The uncertainty about the future will have an impact on the stock market - for example,
the market volatility (V1X) can have an impact on the stock market, and the economic policy
uncertainty index is also highly correlated with the volatility of the stock market. Thus, we use
the monthly data of the VIX, the U.S. EPU Index, the European EPU Index, the Global EPU
Index, the S&P 500 stock Index, the Euro Stoxx 50 Index, and the FTSE 100 Index from
January 2011 to October 2021. In this paper, the Granger causality is used to examine the
short-run relationship and the traditional cointegration test is employed to explore the long-run
relationship for the uncertainty index and stock markets in the U.S. and European countries.
Empirical results show that U.S. stock markets can be ahead of predicting trends in the market
volatility (VIX) and economic policy uncertainty indicators. European stock markets can take
the lead in predicting trends of the U.S. EPU Index, the Global EPU Index and the European
EPU Index. Both the U.S. EPU Index and the Global EPU Index can be the leading indicators
of European stock markets.
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