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Determinants of the U.S. Current A ccount
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Abstract—This article provides empirica evidence on the effect
of domestic and international factors on the U.S. current account
deficit. Linear dynamic regression and vector autoregression models
are employed to estimate the rel ationships during the period from 1986
to 2011. The findings of this study suggest that the current and lagged
private saving rate and foreign current account for East Asian
economies have played a vita role in affecting the U.S. current
account. Additionally, using Granger causality tests and variance
decompositions, the change of the productivity growth and foreign
domestic demand are determined to influence significantly the change
of the U.S. current account. To summarize, the empirical relationship
between the U.S. current account deficit and its determinants is
sensitive to alternative regression models and specifications.

Keywords—Current account deficit, productivity growth, foreign
demand, vector autoregression.

|. INTRODUCTION

HE large and growing U.S. current account deficit is

receiving increasing attention from policymakers and
analysts. The current account deficit reflects the excess of a
country'simports over its exports. The U.S. current account has
been in deficit since the beginning of the 1980s, except for a
brief period in 1991, and had grown to 6.6% of the gross
domestic product (GDP) in the second quarter of 2006. Since
then, a significant current account adjustment or reversal
occurred until mid-2009. Recently, the current account deficit
has again begun to worsen.

The current account measures the difference between
domestic income and expenditures. Corresponding to the
current account deficit, a country’s citizens, businesses, and
governments on net having to raise funds on international
capital marketsto finance the difference. Thus, by definition, in
each period, U.S. net foreign borrowing equals the U.S. current
account deficit, which in turnis closely linked to the imbal ance
inU.S. international trade. With the high and expanding current
account deficit, the likelihood that the U.S. will lose the
financing that covers the income-expenditures gap is higher
than ever. Regarding real economic activity, the expanding
deficit implies that the U.S. economy is losing global
competitiveness. As a result, the growth in export-oriented
manufacturing industries has been restrained, causing large
adjustment coststo U.S. firms and their workers' incomes.

Understanding the influence of domestic and international
factors of the U.S. current account deficit is crucial for
understanding the effects of the deficit and for devising policies
to addressit.
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Doing so enables examining the effects of the U.S. current
account deficit on economic performance in the United States
and on its trading partners. In other words, knowing the
possible causes for the current account deficit is a vital step
toward understanding the entire predicament. This article
discusses five possible factors for the U.S. current account
imbalance, namely the fiscal deficit, private saving rate,
productivity growth in business sectors, weighted average of
East Asian (EA) countries domestic demand, and weighted
average of EA countries’ current accounts.

This article discusses the effect of these factors on the U.S.
current account deficit. We begin in Section 2 with some
background on the relationship between the current account
balance and its determinants. Section 3 discusses the data and
simple correlation coefficients as a preliminary step toward
verifying the main empirical practices. Section 4 provides
specifications of a nonstructural linear dynamic model and a
vector autoregression model of the current account and presents
the empirical findings.

I1.LITERATURE REVIEW

A. Determinants of Current Account

In discussing the determinants of the U.S. current account
deficit, we begin with the fiscal deficit. The commonly known
twin deficits hypothesis proposed in the mid-1980s states that
the current account deficit arises from a widening budget
deficit. A budget deficit could worsen the current account
bal ance because of the impact of higher government spending
on aggregate demand. A larger fiscal deficit increases domestic
aggregate demand, which leads to increases in domestic
investment and the value of domestic currency if domestic
interest rates escalate relative to foreign interest rates.
According to the definition, the current account balance is the
difference between a nation’s saving and its investment. As a
result, the U.S. current account deficit should worsen as
investment increases.

Previous research on the relationship between the fiscal and
current account balances has produced mixed findings for the
link between the twin deficits. In one sense, [6] and [9], among
others, have supported the twin deficits hypothesis in their
cross country studies. For example, [6] provided evidencethat a
large fiscal deficit contributes to the current account deficit, but
the reversd is not typically associated with afiscal expansion.
On the other hand, [1] and [5], among others, have shown that
the support for this proposition is weak in practice. Their
contributions concentrate on the fact that the current account
deficit widened when the U.S. budget experienced a surplus
between 1996 and 2000. A previous study [5] stated that “In
sum, the recent experience both of the United States and of
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other countries, as well as the results of modelkitions, lead
me to conclude that the budget deficit has probkabbn only a
small factor in the emergence of the large U.Seresl
imbalance.”

The structural decline of the private saving rateshe
second factor of note that may reflect a changkoasehold
behavior or economic policy in the United Statesntthued
improvements in financial innovation makes it easie
borrow, thus facilitating more consumption. In tutinis leads
to more imports from abroad and to widening theresur
account deficit. Nevertheless, the decline in theagpe saving
rates could reflect a response to other developnienthe
economy. Distinguishing between  structural
non-fundamental shocks is critical.

Reference [6] showed that the current account desleems
to be associated with a decline in national saviimgsnost
OECD countries. This supports the view that, inthgosintries,
the current account deficit has largely been derthaiveén,
reflecting nominal shocks.

Third, the U.S. economy has experienced an imprevin
labor productivity growth since the mid-1990s. Thigge in
productivity growth is viewed as having several arpnt
consequences. Higher productivity growth boostedtgieed
rates of return on U.S. investments, thereby geingraapital
inflows and a rise in investment. Then, expectatiohhigher
returns raised financial asset prices, househatdnie, and
wealth. This, in turn, led to an increase in congtiom and a
decrease in savings. As a result, the improvement
productivity growth is inversely correlated withetlcurrent
account deficit.

Although domestic factors have certainly affected U.S.
current account deficit, international factors medgo play a
role in explaining the facts [1], [5], [10]. In deloping EA
economies, the weakness in demand during the fialacrises
in the late 1990s may have motivated the authsrtbepursue
strategic export-led growth. This is usually impkted by
keeping the exchange rates competitive relativéh&o U.S.
dollar. As a result, numerous developing EA coestrhave
been in current account surpluses since the enbeofAsian
financial crisis. In addition, the weakness of dathan the
region supports the surpluses directly by restgtimports.
Considering the possible explanations, the weaknmedsA
demand and the strong dollar reduce the U.S. expamd
current account balance. Thus, the decrease iigfod®emestic
demand, particularly in developing EA countriesthis fourth
factor that expands the U.S. current account defici

Reference [10] viewed the expansion of current asto

perceived rate of returns from investment. Thiedjisg rates in
the region have already been edging down from ireicrisis
levels, with the potential for increased consunmtiBinally,
the fact that private international capital flowsthe region are
becoming attracted to the dynamic, market-oriestathomies
of the region should provide the opportunity forestments to
replace net exports as a source of future econgroieth.
Regarding the foreign demand effects on the adjgistrim
the current account deficit, [6] presented evidetid, over
several years, a sustained surge in real exponttgris the vital
force in the continued improvement of the currextoant.
The current account balance in developing EA eciesiis

anthe final factor that likely turn into capital ioflvs for the U.S.

economy. As [1] stated, the rising productivitywlgolitical
risk, strong property rights, and a strong reguiato
environment in the United States are the advantdhaes
attracted foreign investors and capital during léte 1990s.
Thus, by definition, U.S. net foreign borrowing lepialed the
U.S. current account deficit in each period. Theencapital
inflows into the U.S. economy, the more the curraedtount
deficit worsens.

B. Empirical Literature on Current Account

The empirical literature on current account relassdes can
be roughly classified into three categories. F[@&jtdeveloped
a structural empirical model in which the curremic@nt
depends on exogenous global and country-specifickshto
productivity. Reference [8] empirically examined eth
relationship between the change in the currentatcand the
change in investment for the G7 during the posts1p&riod,
focusing mainly on real disturbances and discogetirat the
current account appears to respond more to cogpiyific
technology shocks than it does to global shockéereece [8]
also found little response to either country-speaifr global
government spending shocks, which are viewed asinam
disturbances. According to the intertemporal modal,
permanent country-specific productivity shock hasamger
effect on the current account than on investmemicaBse
permanent income rises above current income foligwa
shock, domestic savings falls, and the current @acdalls
more than investment rises. However, [8] revealbdt t
country-specific technology shocks affect investtmisvo or
three times more than they affect the current atcotihe
authors offered a resolution to this puzzle by arguhat the
country-specific technology shock follows a neardam walk
rather than a random walk process.

Second, [2], [7], [11], and [12], among others, dav

surpluses in EA economies as a medium term phemmmenconstructed numerous structural VAR models to itigate the

arguing that once domestic demand revives, theodtitds
likely allow their domestic currencies to appreejathus
decreasing their net exports. Accordingly, the UcBtrent
account imbalance would move toward the directidn
rebalancing. The factors for supporting this vieslide, first,
that the share of investment in GDP is low andkly to rise.
Second, corporate balance sheets in EA developogtdes
have strengthened, excess capacity has likely drade the
health of the banking sector has improved, allowivigher
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role of the current account in the international netary
transmission mechanism in the new open econonratitee.
For example, [7] extended the modeling strategyetimed by
d12] in three main directions. First, the bivariatedel of [12]
is extended to a three-variable specification, ihicw the
change of the effective exchange rate, currentuattdo output
ratio, and relative output are included. Real amwhimal shocks
are identified through the long-run neutrality asgtion of
monetary disturbances on real exchange rates. 8etweo
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structural VAR models are then estimated separdtelyl4

OECD open-economy countries. Finally, the relatigns
between the degree of openness and current acdgniamics
is investigated. The main empirical findings indecahat

nominal disturbances play a vital role in affectihg current
account fluctuations.

Third, [3], [4], [9], among others, have focused panel
techniques to explore the determinants of the ati@ecount.
Reference [9] used in- and out-of-sample critetigptovide
evidence that the mean group estimator outperfothes
fix-effect estimator. Additionally, three variablesamely the
government budget balance, domestic output gapchadges
of the terms of trade, were found to be significdeterminants
of the current account imbalance.

I1l. DATA AND SIMPLE CORRELATION

All of the data are quarterly and span the periosmf
1986Q1 through 2011Q1. The beginning point is tkcteby
the availability of a consistent data series fa& ¢thoss-country
variables, and the endpoint is determined by ttestavailable
data. This study obtained the U.S. current accainthe
balance of paymentsCAUS), fiscal deficit FDEF), private
saving rate PSR), and productivity growthRROD) from the
FRED (Federal Reserve Economic Data) databasecUrnent

account was defined as the balance on current atcou **|
(BOPBCA). The fiscal deficit was defined as the net ™|

government saving (TGDEF), and the fiscal defisipanded
when the net government saving declined. The igaving
rate was defined as the personal saving (PSAVE)eivby the
disposable personal income (DPI), and multipliedLB. It is
worth noting that the quarterly National Income dduct
Accounts estimates in current dollars are preseateghnual
rates. The quarterly series are determined simplditiding
the annual rate by 4. This study defined the prtditicgrowth
as the log of the output per hour for all persanthie business
sector (OPHPBS).

Quarterly data on GDP and the current accounts were

obtained from the IFS (International Financial Stats) for
each EA country. The foreign domestic demaridEA) was
defined as the weighted average of the GDP growtibsrfor
each EA country, using country shares in $US GDReaights.
The foreign current accountCAEA) was defined as the
weighted average of the current account for eactc@satry,
using country shares in $US GDP as weights.

We consider the selection of a proper country tinbkided
in the variables, based on the following criteff@rst, they
represent top U.S. trade partners. For examplerabking
according to U.S. total export value for good2@07, top EA
countries include China (3), Japan (4), South Kér¢araiwan
(10), Singapore (11), Hong Kong (14), Malaysia (A0jailand
(27), and the Philippines (29). Second, the coestim which
the available data on GDP and the current accaretimited
are excluded. Third, Japan is not included becdtuse an
OECD developed country, in which the economic dgwelent
and structure varies from the other countries.Harrore, the

GDP in Japan is much larger than that of the oth

aforementioned countries. The weights are biaseuarth
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Japanese economic scale if it is included. As altefour
countries are identified as EA developing economibg
Philippines, Singapore, South Korea, and Taiwan.

Fig. 1 displays the time series plots for the Iswaf the six
variables employed in this article. The U.S. curraccount
balance CAUS) is in the upper-left column, the private saving
rate PSR) is in the middle-left column, and the foreign
domestic demand-DDEA) is in the lower-left column. In the
right column, the fiscal deficitHDEF), productivity growth
(PROD), and foreign current accour@AEA) are in the upper,
middle, and lower position, respectively. As Figilldstrates,
the data suggest a clear tendency for the four domeriables
CAUS PSR, FDEF, andPROD over a time trend. The variables
CAUS and PSR display apparent reversed adjustments during
the period from 2006 to 2009. A period can probabgy
characterized as “the current account reversaltjedmed by
[6]. The previously identified developing EA coues
experienced two episodes of financial crises in71&8d 2008.
Accordingly, the weighted average of GDP growiDDEA)
turned negative during these two periods.
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Fig. 1 Time series plots in levels

Table | presents simple correlation coefficientstieg the
U.S. current account to the other variables. Sampléod | is
the full sample period from 1986Q1 to 2011Q1. Saf#riods
Il and Il are the subsamples in which the currantount
improves and deteriorates, respectively. The eeglifindings
are consistent across alternative sample periots. U.S.
current account is strongly positively correlatedthwthe
private saving rate and negatively correlated witke
productivity growth and foreign current account,expected.
Jrhe correlation relationships between the U.S.emtraccount
and the fiscal deficit and foreign domestic demarapositive
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but weak. Finally, though not shown in TABLE |, the

productivity growth is highly correlated with thisdal deficit,
private saving rate, and foreign current accountavoid the
multicollinearity problem among the explanatoryiahtes, the
productivity growth is omitted in the following a@nt account
equation.

TABLE |
SIMPLE CORRELATION COEFFICIENTS

Variable Sarlnple Salrlnple Salwple
FDEF (+) 0.26 0.31 0.21
PSR (+) 0.74 0.67 0.8C
PROD ©) -0.87 -0.89 -0.86
FDDEA (+) 0.10 0.30 -0.03
CAEA () -0.61 -0.61 -0.61

*The expected signs are in the parentheses.

IV. THE CURRENTACCOUNTREGRESSIONEQUATION

A. Level Regression

We begin by specifying a nonstructural linear dyitam
model for the U.S. current accoul@AUS) conditional on the
fiscal deficit ¢DEF), private saving rate PSR), foreign
domestic demand FDDEA), and foreign current account

TABLE Il
ESTIMATION RESULTS CURRENT ACCOUNT EQUATION
IN LEVELS SPECIFICATION

Variablé ® I
Constant -165.37**  -166.37*+
FDEF, (+)  0.14%* 0.33*
FDEF.; +) -0.21
PSR (+) 23.67% 11.14%%
PSR, +) 13.97%
FDDEA (+) -0.22 0.86*
FDDEA,, +) -1.39%x*
CAEA () -5.8e-3***  _3e-3*
CAEA., ) -4e-3**
AdjustedR? 0.71 0.7¢
F-stat 8.83
Porb(F) 0.00

#The expected signs are in the parentheses.
bk +x and * are 1%, 5%, and 10% significancevi, respectively.

indicates that current account deficit increase$28/67 billion
in response to a 1% decrease in the private sawitey The
foreign domestic demand does not statistically ifigantly
affect the U.S. current account. Finally, the fgreicurrent
account affects the U.S. current account signifigan
negatively in support of the view mentioned in 8atP.
Column Il of Table Il presents the results corresfing to

(CAEA). Because the current account can adopt bothiymsitthe dynamic model in which the lagged explanat@siables
and negative values, it is maintained in non-logrfaand a are included. First, the adjust®d is 0.79, meaning that the
constant is added to allow for a deterministic dreBquation (1) overall goodness of fit of the dynamic model is Hign
is the estimating equation for the U.S. currenbaat. addition, a Wald test is employed to test the hyflothesis that

CAUS | = Bo + By, FDEF ( + B, FDEF |, + B, PSR
+ B2 PR + B FDDEA | + B4, FDDEA _;
+ B CABA  + B CABA () + £y

)

A priori, we expectf$;; and S, to be positive, because
increases in the current and lagged fiscal dedieieriorate the
U.S. current account. In addition, we also expgRetfos, Ba1,

and B3, to be positive, because increases in the curnedt a

lagged private saving rate and foreign domestic at&mn
improve the U.S. current account. Because of therge
relationship between the U.S. current account aréign
current account, we expegs; andp, to be negative. Equation
(1) is estimated using the ordinary least squarethoa.

The results for estimating (1) are shown in TABLE |
Column | of TABLE Il presents the results corresgiog to the
baseline current level model in which the laggegla&xatory
variables are not included. First, the adjus®dis 0.71,
meaning that the overall goodness of fit of the atasl high.
For the effect of the fiscal deficit on the U.Srremt account,
the coefficient estimate is 0.14, which is sigrafily positive
at the 1% significance level. The estimate indis#@t current
account deficit increases by $0.14 billion in rexm® to $1
billion increase in the fiscal deficit. This findjrns consistent
with the empirical results reported in [5], whicbncluded that
“the budget deficit has probably been only a stzadtor in the
emergence of the large U.S. external imbalance:.th@effect
of the private saving rate on the U.S. current antothe
coefficient estimate is 23.67, which is signifidgiositive at
the 1% significance level, as the theory preditte estimate
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the coefficients of the lagged explanatory varialdee jointly
equal to zero; that igﬂo: ﬁlZ = ﬂzz = ﬁ32 = ﬁ42 = 0. The
F-statistics is 8.83 and its p value is 0.00. Thaulteindicates
that the null hypothesis is rejected at the 1%iBgance level,
meaning that the lagged explanatory variables igmficant
determinants jointly. The effects of the currentafles on the
U.S. current account are consistent with thoseimddafrom
the baseline model. The only exception is that ¢heent
foreign domestic demand significantly positiveljeated the
U.S. current account. For the lagged explanatoriaktes, the
empirical evidence shows that the coefficient eatefPSR. ;
is significantly positive at the 1% significancevé¢ and the
coefficient estimate o€CAEA; is significantly negative at the
1% significance level, as expected. The coefficastimate of
FDDEA, is significantly negative at the 1% significanegd!.
However, the coefficient estimate BDEF., is insignificant at
any conventional significance level.

It is possible that the number of lags for the erptory
variables can affect the results. Therefore, (1jeisstimated
using two lags of all four explanatory variablestWbonly one
exception, the second lagged explanatory variatdes
statistically insignificant at any conventional évA second
robustness test involves reestimating (1) for dtisample
periods. Two dummy variables are constructed tduraphe
possibly varying responses of the U.S. current aictbalance
to the explanatory variables. The first dummy Maleds equal
to one when the current account improves and efuaéro
when it deteriorates. The second dummy variablegisal to
one when the current account deficit is large (thatvhen the
deficit is above its average) and equal to zercemilse.

1SN1:0000000091950263



Open Science Index, Economics and Management Engineering Vol:6, No:2, 2012 publications.waset.org/7062.pdf

World Academy of Science, Engineering and Technology
International Journal of Economics and Management Engineering
Vol:6, No:2, 2012

TABLE Il
ESTIMATION RESULTS CURRENT ACCOUNT EQUATION
IN FIRST DIFFERENCES SPECIFICATION

Neither of the two dummy variables is statisticaignificant.
This finding contradicts the empirical evidenceared in [6],
in which most of the macroeconomic and financiaialdes

: b
were determined to act differently before and aftezurrent = Variablét 02' — I
onstant -0.27 -0.2¢
account reversal. JFDEF, ) -0.16% 015
i i ; oS AFDEF4 -+ -1e-3
B.First plffng|ng _Regron _ _ _ . PSR ) 321 Py
The preliminary unit-root test is applied to eactriable in APR (+) 1.12
(1). Unit-root tests show whether a time seriesiabde is FDDEA (v 011 -0.10
tat If Unit root found in ti wesiables. th FDDEA. +) 0.0
stationary. If unit roots are found in time sernesiables, these CAEA, () -les 1e-3%
variables are not stationary, implying that firéffetencing of CAEA. () -le-3*
the non-stationary variables is necessary. Thissfoamation Adjustedr? 0.08 0.09
turns a non-stationary variable into a stationamyable. To test E;i?a:) ég;

for the presence of possible unit rootsGAUS, FDEF, PSR,
FDDEA, andCAEA, the Augmented Dickey-Fuller (ADF) tests
are employed. The Schwarz information criteriorused to
select the appropriate lag length. Due to the @darhature of anq international determinants on the U.S. curaespunt. In

the data, the maximal lag length is set at foue st statistics particular, two VAR models are specified. The fils&R
show thatCAUS, FDEF, andPSR all have a unit root. These model (VAR]_) contains the U.S. current account #mae

2The expected signs are in the parentheses.
barx wx and * are 1%, 5%, and 10% significancevid, respectively.

variables are integrated of degree one, that 13, docesses.
Initially differencing these variables means thatit changes
are effectively specified to achieve stationarifyhe test
statistics show that neith&@DDEA nor CAEA has a unit root.
They are integrated of degree zero, that is, I{0F@sses.

Fig. 2 displays the time series plots for the filiffierences of
the four 1(1) variables. The change of the U.Sreniraccount

domestic factors ECAUS, DFDEF, DPSR, DPROD). This
model uses first differences of the variables, mgkit the
difference stationary specification. Under this Gfieation,
series possess stochastic trends in the sendbétfhictuations
are not mean-reverting over time. The impact ohack is
permanent. The second VAR model (VAR2) containsUtt
current account and two international fact@€AUS, FDDEA,

(DCAUS) is in the upper-left column, and the change & thCAEA).

private saving rateDPSR) is in the lower-left column. The

change of the U.S. fiscal deficlDEDEF) is in the upper-right
column, and the change of the productiviPROD) is in the
lower-right column. In the late 1990s and early@Qahe U.S.
current account deficit continuously worsened, whee
changes of current account were below zero fong fmeriod.
The changes of current account became more voltitig
the period from 2006 to 2009, in which “the currestount
reversal” might have occurred.

Equation (2) is the estimating equation for the .l&@rent
account in the first differencing specification.

ACAUS | = y, + y,,AFDEF | + y;, AFDEF ,_,
+ YnAPR + Y APSR g + )3 FDDEA
+ Y3 FDDEA (3 + V4 CAEA | + y 4 CAEA 3 + £,

()

The results for estimating (2) are shown in TableJolumn
| of Table Ill presents the results correspondiaghe first
differencing model, in which the lagged explanateayiables

are not included. The adjustéd is 0.08, meaning that the

model fits the data poorly. The coefficient estiesaare either
statistically insignificant or at the wrong signolGmn Il of

TABLE Il presents the results corresponding to ttyaamic

model, in which the lagged explanatory variablesiacluded.
Again, the estimation performs poorly. Consequenthe

empirical relationship between the U.S. currenbact deficit

and its determinants is sensitive to alternativex#jcations.

C.Vector Autoregression

In this section, the standard Vector AutoregresgiAR)
methodology is employed to estimate the impactdawfiestic
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Fig. 2 Time series plots in differences

Table IV reports the Granger causality test residtsthe
VAR models that separately include domestic anetiretional
factors. To conserve degrees of freedom, all esitbms use
two lags for each variable. Because the focus isttan
relationship with the U.S. current account, theldateports
only results for this variable. The productivityogith is found
to influence significantly the behavior of the U.&urrent
account in the VAR1 model. This result indicatest thunder a
difference stationary specification, this impactisscribed as
being permanent. The other two domestic factorsndb
Granger cause the U.S. current account. Howeverfigical

1SN1:0000000091950263



Open Science Index, Economics and Management Engineering Vol:6, No:2, 2012 publications.waset.org/7062.pdf

World Academy of Science, Engineering and Technology
International Journal of Economics and Management Engineering
Vol:6, No:2, 2012

deficit is influenced by the current account. la Y\ AR2 model, [2]
concerning the international factors, only the iigmedomestic
demand for EA countries is determined to influence
significantly the U.S. current account, and noewersa.
Variance decompositions from the different VAR misdee
. . o [4]
calculated. Variance decompositions indicate whedh@hange
in these variables is quantitatively essentiafieding the U.S. [5]
current account. The ordering used in the VAR1 rhasle
DPROD, DFDEF, DPSR, andDCAUS. The ordering used in (g
the VAR2 model isFDDEA, CAEA, and DCAUS. These
orderings reflect an a priori belief that there ligle [7]
contemporaneous feedback from the U.S. current umtco

deficit to the other variables. [8]
TABLE IV
GRANGERCAUSALITY TESTS &)
Variable VAR1*  VAR2
DFDEF does not 3.69 [10]
DPSR Granger cause DCAUS 1.8¢€
DPROD 18.90%*
does not DFDEF 16.54%*=
DCAUS Granger cause DPSR 0.22 [11]
DPROD  0.36
FDDEA does not DCAUS 12.91%*
CAEA Granger cause 0.58 [12]
DCAUS does not FDDEA 0.17
Granger cause CAEA 0.35
axxx xx and * are 1%, 5%, and 10% significancevtd, respectively.
TABLE V
VARIANCE DECOMPOSITIONS OFDCAUS
Period VAR1 VAR2
DPROD DFDEF  DPSR  FDDEA  CAEA
1 0.42 1.11 2.85 0.03 3.35
2 15.50 3.36 3.36 11.06 3.10
3 16.7¢ 4.01 3.31 11.3¢ 3.41
4 17.57 3.98 3.49 11.61 3.72
5 17.67 4.04 3.48 12.59 3.99
6 17.6¢ 4.0€ 3.4¢ 13.4¢ 4.0¢
7 17.67 4.08 3.48 14.01 4.14
8 17.68 4.09 3.48 14.28 4.15
Table V reports the variance decompositions in an
eight-quarter period. First, regarding the resblised on the
VAR1 model, the variance decompositions indicass fthocks
to the productivity growth [BPROD) account for
approximately 15 to 17 percent of the variationttie U.S.
current account. By contrast, the negligible imgemin shocks
to the other two domestic factors account for only

approximately 3 to 4 percent of the variation ia thS. current
account. Second, regarding the results based orVA&iR2
model, the variance decompositions indicate thatlshto the
foreign domestic deman#DDEA) account for approximately
11 to 14 percent of the variation in the U.S. cofrr@ccount,
whereas shocks to the foreign current accoGAER) explain
only approximately 3 to 4 percent of the variatiorthe U.S.
current account.
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