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394 “… As we know, there are known knowns; there are things we know we know.  
We also know there are known unknowns; that is to say we know there are some 

things we do not know. But there are also unknown unknowns – the ones we don’t 
know we don’t know. And if one looks throughout the history of our country and 
other free countries, it is the latter category that tends to be the difficult ones.”

Former U.S. Secretary of Defense Donald Rumsfeld (2002)

Economic uncertainty seems to be one of the most popular buzzwords lately. But 
what does the term uncertainty mean at all? As Knight (1921) defined it, uncertainty 
refers to the absence of quantifiable knowledge about future events or the prob-
abilities of their occurrence. Uncertainty has been recognised as a determinant of 
economic behaviour even by classics such as Keynes (1937) and Hayek (1945). 
Economic uncertainty has also been one of the focal points of interest for central 
bankers. Suffice it to say that the former Chairman of the Federal Reserve Board 
Alan Greenspan (2003) and the current Chairman Jerome Powell (2018) labelled 
uncertainty one of the defining characteristics of today’s economic landscape. How-
ever, standing on the shoulders of Knight (1921), both practitioners and academics 
have mostly perceived it as a latent, unobservable theoretical construct. 

The Great Financial Crisis somehow became the tipping point after which empirical 
work on the topic of uncertainty started to gain momentum. Baker, Bloom and Da-
vis (2016) soon published their seminal work on the Economic Policy Uncertainty 
Index, and other empirical proxies of uncertainty started to emerge, all facilitated 
by rapid developments in computing power, growth of user-generated online data 
sources and social networks, and state-of-the-art analytical techniques. Some of 
these novel approaches to measuring uncertainty involve social media data (Ma et 
al., 2022), web scraping (Sorić and Lolić, 2017), forecasting disagreement (Bach-
mann, Elstner and Sims, 2013), and market volatility (Bloom, 2014). Soon enough, 
uncertainty came into the spotlight of empirical researchers’ attention.

Exact sciences like physics or chemistry rely on controlled experiments. Although 
there is a growing field of quasi-natural experiments in economics, the “dismal 
science” is often criticised by natural scientists as inexact because its objects are 
highly variable and random in nature, and as such incommensurable with those 
of natural sciences.

In that sense, we were intrigued by Haldane’s (2017) inspiring lecture that links 
macroeconomic stability to the first law of thermodynamics. In one of its variations, 
this physical law states that in an isolated system, energy cannot be destroyed, only 
transformed from one form to another. 

A parallel with economic uncertainty is obvious. It too cannot be completely 
eliminated; its absence could in fact lead to a stale economy with negligible profit 
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395margins (if any). So, what can prudent policymakers then do? Not being able to 
eliminate uncertainty completely, they can plan precautionary measures aimed at 
minimising the negative effects of uncertainty as it transforms itself and moves 
across the economic system. For example, it is hard to assess if and when a price 
bubble may develop in the housing market. Faced with that uncertainty, supervi-
sory authorities can tighten the lending conditions for mortgage loans and require 
banks to strengthen their loss-absorbing capacity. With such prudential framework 
in place, there is some assurance for banks, households and construction firms that 
authorities will not let uncertainty about the housing bubble damage the economy.
In that respect, we are pleased that this thematic issue has been able to consider 
several aspects of uncertainty relevant for the analysis of employment, macropru-
dential policy, foreign direct investment, and public budget management. This issue 
starts with two macroeconomic papers. 

The first paper, “Traditional or social media: which capture employment better?” 
(by Marija Hruška and Mirjana Čižmešija) deals with the topic of measuring un-
certainty per se. The authors evaluate the possibility of capturing the US economic 
uncertainty via big data. Their assessments capture two different data sources.  
The first is X (formerly Twitter) posts covering economic policy uncertainty, the 
second mines news media articles about the same topic, in the vein of Baker, 
Bloom and Davis (2016). Their econometric and machine learning models pinpoint 
the traditional media sources as the ones with higher predictive accuracy for the 
evolution of US employment. 

In the second paper, “Macroprudential stance assessment: the case of Croatia”, 
Tihana Škrinjarić provides a framework for assessing the effectiveness of macro-
prudential policy in Croatia. Apart from providing a meticulous review of related 
studies, this paper acts as a methodological guide for constructing a macroprudential 
policy index by assessing different empirical challenges of building such an indica-
tor in great detail. The empirical part of the paper focuses on Croatia as a country 
with an active macroprudential policy, with the aim of performing an innovative 
assessment of the costs and benefits of macroprudential instruments. 

Marijana Andrijić, in her paper “Uncertainty, populism and foreign direct invest-
ment: the state of play in economic research” takes a bird’s-eye view of uncertainty 
and its wider socio-economic consequences. After a thorough theoretical examina-
tion of economic uncertainty and its empirical metrics, the author discusses the 
complex interplays among populism, foreign direct investment, and uncertainty. The 
literature review finds an important role for structural fiscal policies in moderating 
the discussed relationships. 

Enkeleda Lulaj, on the other hand, focuses on the aspects of public budget man-
agement amidst uncertainty. In the paper “Thriving amidst uncertainty: a financial 
blueprint for the public budget”, Lulaj econometrically examines survey responses 
from selected municipalities in Kosovo, finding that several budget-related con-
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396 structs are very important for efficient macroeconomic management. For example, 
as the respondents declared, budget preparedness significantly contributes to ac-
curate budget management under uncertainty; budget empowerment feeds into 
employment opportunities and social stability; budget governance should reduce 
corruption and support sustainability; etc. 

As the Editors of this special issue, we want to extend our deepest gratitude to 
the Editorial Board of Public Sector Economics for giving us the opportunity to 
prepare this issue and for their technical support, advice and guidance. We would 
also like to express our appreciation to the authors and reviewers who contributed 
to this issue for their hard work, dedication, and perseverance through several 
iterations of reviews.



PETA
R

 SO
R

IĆ
 A

N
D

 M
IR

JA
N

A
 Č

IŽM
EŠIJA

: A
SSESSIN

G
 U

N
C

ERTA
IN

TY
  

A
N

D
 ITS EFFEC

TS O
N

 TH
E PU

B
LIC

 SEC
TO

R
: G

U
EST ED

ITO
R

S’ IN
TR

O
D

U
C

TIO
N

  
TO

 TH
E TH

EM
ATIC

 ISSU
E O

F PU
B

LIC
 SEC

TO
R

 EC
O

N
O

M
IC

S

public sector  
economics
48 (4) 393-397 (2024)

397REFERENCES
1.	 Bachmann, R., Elstner, S. and Sims, E. R., 2013. Uncertainty and Economic 

Activity: Evidence from Business Survey Data. American Economic Journal: 
Macroeconomics, 5(2), pp. 217-249. https://doi.org/10.1257/mac.5.2.217

2.	 Baker, S. R., Bloom, N. and Davis, S. J., 2016. Measuring Economic Policy 
Uncertainty. The Quarterly Journal of Economics, 131(4), pp. 1593-1636. 
https://doi.org/10.1093/qje/qjw024

3.	 Bloom, N., 2014. Fluctuations in Uncertainty. Journal of Economic Perspec-
tives, 28(2), pp. 153-176. https://doi.org/10.1257/jep.28.2.153

4.	 Greenspan, A., 2003. Opening Remarks. Speech delivered at “Monetary Pol-
icy and Uncertainty: Adapting to a Changing Economy”, a symposium spon-
sored by the Federal Reserve Bank of Kansas City, held in Jackson Hole, 
Wyo, August 28-30.

5.	 Haldane, A. G., 2017. Rethinking Financial Stability. Speech delivered at 
“Rethinking Macroeconomic Policy IV” Conference, Washington D.C., Peter-
son Institute for International Economics, October 12.

6.	 Hayek, F. A., 1945. The use of knowledge in society. The American Economic 
Review 35(4), pp. 519-530.

7.	 Keynes, J., 1937. The general theory of employment. The Quarterly Journal 
of Economics, 51(2), pp. 209-223. https://doi.org/10.2307/1882087

8.	 Knight, F., 1921. Risk, Uncertainty, and Profit. (Boston MA: Hart, Schaffner 
and Marx; Houghton Mifflin, 1921).

9.	 Ma, D. [et al.], 2022. Economic uncertainty spillover and social networks. 
Journal of Business Research, 145, pp. 454-467. https://doi.org/10.1016/j.jb 
usres.2022.03.015

10.	Powell, J. H., 2018. Monetary Policy in a Changing Economy. Speech deliv-
ered at “Changing Market Structure and Implications for Monetary Policy”,  
a symposium sponsored by the Federal Reserve Bank of Kansas City, held in 
Jackson Hole, Wyo., August 24.

11.	 Rumsfeld, D., 2002. Department of Defense News Briefing – Secretary Rumsfeld 
and Gen. Myers. U.S. Department of Defense News Transcript, February 12.

12.	Sorić, P. and Lolić, I., 2017. Economic uncertainty and its impact on the Croa-
tian economy. Public Sector Economics, 41(4), pp. 443-477. https://doi.org/ 
10.3326/pse.41.4.3

https://doi.org/10.1257/mac.5.2.217
https://doi.org/10.1093/qje/qjw024
https://doi.org/10.1257/jep.28.2.153
https://www.kansascityfed.org/publicat/sympos/2003/pdf/Greenspan2003.pdf
https://www.piie.com/sites/default/files/documents/haldane20171012ppt.pdf
https://doi.org/10.2307/1882087
https://doi.org/10.1016/j.jbusres.2022.03.015
https://doi.org/10.1016/j.jbusres.2022.03.015
https://www.federalreserve.gov/newsevents/speech/powell20180824a.htm
http://archive.defense.gov/Transcripts/Transcript.aspx?TranscriptID=2636
http://archive.defense.gov/Transcripts/Transcript.aspx?TranscriptID=2636
https://doi.org/10.3326/pse.41.4.3
https://doi.org/10.3326/pse.41.4.3



