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Introduction

Trade policy uncertainty refers to the unpredictability
surrounding government actions that affect international trade, such
as tariffs, trade agreements, quotas, and regulatory standards. In an
increasingly interconnected global economy, stable trade policies are
essential for investment planning, supply chain management, and
long-term growth. When uncertainty rises, firms and investors face
greater difficulty in forecasting costs and market access, which can
significantly influence economic behavior and outcomes [1,2].

Discussion

One of the primary channels through which trade policy
uncertainty affects the economy is investment. Firms are less likely to
commit to long-term investments when future trade conditions are
unclear. For example, uncertainty about tariffs or trade agreements can
delay decisions on building factories, expanding production capacity,
or entering new export markets. This “wait-and-see” behavior reduces
capital formation and can slow productivity growth [3,4].

Trade policy uncertainty also disrupts global value chains.
Modern production processes rely on complex cross-border
networks, where intermediate goods cross multiple borders before
reaching final consumers. Uncertain trade rules increase the risk and
cost of participating in these networks, prompting firms to restructure
supply chains, diversify suppliers, or reshore production. While such
adjustments may reduce exposure to risk, they can also raise costs and
lower efficiency [5].

Labor markets are another area affected by trade policy
uncertainty. Export-oriented industries may hesitate to hire or may
reduce employment when access to foreign markets is in doubt.
Workers, in turn, face increased income uncertainty, which can
dampen consumption and aggregate demand. At the macroeconomic
level, these effects can amplify economic slowdowns and increase
volatility.

Empirical research shows that trade policy uncertainty can have

effects similar to actual trade restrictions. Even without new tariffs, the
mere threat of policy changes can reduce trade flows and economic
activity. Financial markets also respond quickly to trade-related news,
with increased volatility reflecting shifts in investor expectations and
risk perceptions.

Conclusion

Trade policy uncertainty represents a significant challenge for both
national economies and the global trading system. By discouraging
investment, disrupting supply chains, and increasing economic
volatility, it can impose substantial costs even in the absence of
concrete policy changes. Greater transparency, credible commitments,
and international cooperation are essential for reducing uncertainty
and supporting stable, inclusive global economic growth.
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