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In a simple general equilibrium trade model with information frictions, we show how outcomes of this nature—uncertainty-
fueled booms in tra*6e„

http://www.policyuncertainty.com


home and foreign exports. If home and foreign exports are always proportional, the terms of trade are constant. Less coordination
creates more volatile terms of trade. The mechanism encodes the conventional wisdom that uncertainty deters risk-averse
exporters from exporting.



Closer to our main point are papers that measure the negative effect of uncertainty on trade. Some focus on firm-specific or
product-specifi



2.1.3. Information
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Result 2.



trade for the other. But high expected terms of trade do not imply that expectation of inverse terms of trade is low. In short, in-
formation frictions increase the expected terms of trade for both countries.









work also uncovers a mathematical foundation for our risk-sharing interpretation: Uncertainty about trade raises the returns to
trade because it facilitates better international risk-sharing.

4.1. How export uncertainty affects terms of trade

The results from Section 2.1, which describe the relationship between trade uncertainty and the mean and variance of the
terms of trade, do not depend on any preference specification, i.e., CES preferences. They use the fact that the terms of trade







the model. The second pair of statistics we need governs how a firm's export decision reacts to raising the expected return and
the variance of the return to exporting. We derive such conditions in a frictionless model. In a richer model, similar conditions,
depending on the derivatives of the frictions-adjusted marginal utility of exports, would emerge.
4.3. Completing the contracting space

So far, we have assumed away all instruments that agents might use to share international risk. Exchange rate futures, inter-
national equity holdings, profi



5. Discussion and conclusions

5.1. What mechanisms are we missing?
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