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Uncertainty and Sectoral Shifts: The Interaction Between Firm-Level

and Aggregate-Level Shocks, and Macroeconomic Activity
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6. Conclusion

We examine the interaction between firm-level and aggregate-level shocks, and
how it relates to overall macroeconomic activity. We examine two types of
aggregate- and firm-level shocks—uncertainty shocks and performance shocks. We
hypothesize and find that the interaction of firm-level and aggregate-level shocks
explains a significant portion of the time-series variationin macroeconomic
activity. Empirically, we document that the interaction of cross-sectional
dispersion in earnings (dispersion) and aggregate earnings, the interaction of
dispersion and the policy uncertainty index, and the interaction of idiosyncratic
volatility and VIX, all explain a significant portion of the variation in aggregate
investments, unemployment, and industrial production.
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