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Abstract  
What drives US current account imbalances? Is there solid evidence that the behavior of the 
current account is different during deficits and surpluses or that the size of the imbalance 
matters? Is there a threshold relationship between the US current account and its main 
drivers?  We estimate a threshold model to answer these questions using the instrumental 
variable estimation proposed by Caner and Hansen (2004). Rather than concluding that the 
size or the sign of (previous) external imbalances matters, we find that time is the most 
important threshold variable.  One regime exists before and another one exists after the 
third quarter of 1997, a period that coincides with the onset of the Asian financial crisis and 
the Taxpayer Relief Act of 1997. Statistically significant determinants in the second regime 
are the fiscal surplus, productivity, productivity volatility, oil prices, the real exchange rate, 
and the real interest rate.  Productivity has become a more important driver since 1997. 
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Fig. 1. US Current Account/Potential GDP (1973.I-2012.I). 
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Table 1
Sum of squared residuals for different samples and types of reduced-form models.

Candidate variable 1973.1-2012.1 1957.1-2012.1 1973.1-2012.1 1957.1-2012.1
Time 12.98 16.98 12.98 16.98
Current account surplus / GDP 13.73 19.46 13.34 19.46
Absolute value of current account surplus / GDP 13.51 17.94 13.70 17.94
Change in current account surplus / GDP 15.71 17.85 14.34 17.90
Fiscal surplus / GDP 14.83 19.18 14.83 19.18
Absolute value of fiscal surplus / GDP 15.68 19.14 15.68 19.01

Type of reduced form and sample
Linear model Threshold model

Note: Current account surplus/GDP is the second lag of the ratio of US current account surplus to potential nominal GDP. Potential GDP is the trend component of GDP 
obtained by a HP filter. The absolute value of current account surplus/GDP is the absolute value of the previous variable. Change in current account surplus/GDP denotes 
the first difference of the current account surplus/GDP.  Fiscal surplus/GDP is the lag of the ratio of US overall fiscal surplus to GDP. The absolute value of fiscal 
surplus/GDP is the absolute value of the previous variable. For further details about the variables and the set of instruments, please see the appendix.
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Fig. 2. Confidence Interval for Threshold Estimate.
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Table 2
Threshold estimates and confidence intervals. 
Dependent Variable: Current account surplus / potential GDP. 
Threshold variable: time.

1973.1-2012.1 1957.1-2012.1 1973.1-2012.1 1957.1-2012.1
Threshold estimate 1997.3 1997.3 1997.3 1997.3
90% Confidence Interval
Uncorrected interval [1996.2   1998.2] [1997.1   1998.2] [1996.2   1998.2] [1997.2   1998.2]
Heteroskedasticity-corrected  interval [1996.2   1998.1] [1997.1   1998.2] [1996.2   1998.2] [1997.2   1998.2]

Type of reduced form and sample
Linear model Threshold model

Notes: Heteroskedasticity-corrected interval uses a quadratic spectral kernel HAC estimator. The set of instruments used are lags of the regressors (further details in the 
appendix).
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Table 3 
Baseline GMM Estimates.
Dependent Variable: Current account surplus / potential GDP. 

Regressor

Lagged dependent variable *** *** ***

Fiscal surplus *** *** ***

Productivity *** *** ***

TFP volatility *** ***

Relative price of oil * ***

Real exchange rate *** ***

Real interest rate ***

Constant ***

Statistics
(Joint) R-squared
(Joint) Adjusted R-squared
J-statistic
P-value
No. of observations

(0.110)

(0.015) (0.022)

(0.039)

0.964
0.962
0.076
0.765
154

Threshold model
Regime I Regime II

1973.1-1997.3 1997.4-2012.1

…
…

0.109
0.839

96

0.198
0.777

58

0.969
0.965

…
…

1.507
(0.474)

-0.001
(0.003)

-0.005
(0.002)

(0.023)

-0.174 -0.378
(0.036) (0.048)

0.884
(0.031) (0.021)

0.112 0.089

(0.002)

(0.547)

(0.033)

(0.024)

0.947

(0.032)

2.807
(0.582)

0.070

-0.304

0.337

-0.004

Linear model
(no threshold)
1973.1-2012.1

0.989
(0.012)

-0.008

0.006

-0.011
(0.044)

(0.016)

(0.009)
-0.028
(0.007)

-0.064
(0.014)

Notes: HAC standard errors are reported in parentheses. An * denotes p-value lower than 10% (also boldfaced), ** p-value lower than 5%, *** p-value lower than 1%. For definitions of the 
variables, please see the appendix. HAC covariance weighting matrix uses prewhitening, a Barlett kernel and fixed bandwidth. The set of instruments used are lags of the regressors (further 
details in the appendix).
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Table 4
Robustness Checks.

Regime I Regime II Regime I Regime II Regime I Regime II Regime I Regime II Regime I Regime II
Regressor 1973.1-1997.3 1997.4-2012.1 1973.1-1997.3 1997.4-2012.1 1973.1-1997.3 1997.4-2012.1 1973.1-1997.3 1997.4-2012.1 1973.1-1997.3 1997.4-2012.1

Lagged dependent variable 0.952 *** 0.904 *** 0.962 *** 0.924 *** 0.950 *** 0.918 *** 0.942 *** 0.887 *** 0.952 *** 0.880 ***
(0.036) (0.021) (0.036) (0.020) (0.034) (0.020) (0.033) (0.022) (0.032) (0.022)

Fiscal surplus 0.142 *** 0.077 *** 0.139 *** 0.045 ** 0.128 *** 0.064 *** 0.095 *** 0.090 *** 0.115 *** 0.095 ***
(0.042) (0.026) (0.042) (0.022) (0.040) (0.021) (0.032) (0.022) (0.032) (0.023)

Productivity -0.169 *** -0.206 ** -0.176 *** -0.340 *** -0.180 *** -0.413 *** -0.171 *** -0.384 *** -0.175 *** -0.375 ***
(0.036) (0.083) (0.035) (0.080) (0.035) (0.049) (0.036) (0.049) (0.036) (0.051)

TFP volatility 2.640 *** 1.780 *** 3.049 *** 0.791 * 2.862 *** 0.918 ** 2.737 *** 1.534 *** 2.877 *** 1.529 ***
(0.684) (0.526) (0.684) (0.440) (0.655) (0.415) (0.610) (0.484) (0.581) (0.501)

Relative price of oil
   Oil price/CPI 0.000 -0.005 * -0.001 -0.003 0.000 -0.004 ** -0.001 -0.006 ***

(0.003) (0.003) (0.003) (0.002) (0.003) (0.002) (0.003) (0.002)
   Oil price/Export prices -0.003 -0.006 ***

(0.003) (0.002)

Real exchange rate -0.021 *** -0.044 ** -0.025 *** -0.075 *** -0.025 *** -0.076 *** -0.027 *** -0.071 *** -0.029 *** -0.068 ***
(0.008) (0.017) (0.008) (0.018) (0.008) (0.014) (0.008) (0.014) (0.007) (0.014)

Real interest rate -0.005 0.062 *** 0.000 0.060 *** -0.005 0.056 *** 0.000 0.077 *** 0.002 0.080 ***
(0.016) (0.020) (0.017) (0.020) (0.016) (0.020) (0.017) (0.022) (0.016) (0.023)

Constant 0.027 -0.531 *** 0.023 -0.419 *** 0.030 -0.428 *** -0.001 -0.566 *** 0.002 -0.596 ***
(0.040) (0.095) (0.042) (0.105) (0.040) (0.105) (0.043) (0.111) (0.040) (0.112)

Statistics
Joint R-squared
J-statistic 0.086 0.158 0.099 0.169 0.104 0.188 0.113 0.202 0.111 0.200
P-value 0.692 0.608 0.730 0.709 0.865 0.816 0.818 0.762 0.833 0.773
No. of observations 96 58 96 58 96 58 96 58 96 58
Notes: HAC standard errors are reported in parentheses. An * denotes p-value lower than 10% (also boldfaced), ** p-value lower than 5%, *** p-value lower than 1%. For the definitions of the variables, please see the appendix. HAC covariance weighting matrix uses prewhitening, a Barlett kernel and fixed bandwidth. The set of 
instruments used are lags of the regressors (further details in the appendix).

Dependent Variable: Current account surplus / potential GDP Dependent Variable: Current 
account surplus / GDP

0.969 0.966 0.967 0.969 0.968

[1] [2] [3] [4] [5]
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TABLE 5
Breakpoint tests

I. Andrews test F-statistic P-value Break date
Null hypothesis: no breakpoints between

1973.1 and 2012.1 5.59 0.004 1997.3
1973.1 and 1997.3 2.17 0.524 1980.2
1997.3 and 2012.1 3.42 0.123 2002.2

II. Bai-Perron test F-statistic Critical value at 1% Break date(s)
Null hypothesis: number of breaks is

0 (alternative hypothesis: 1 break) 23.45 16.19 1997.3
1 (alternative hypothesis: 2 breaks) 15.81 18.11

Notes: The probabilities for the Andrews (1993) test are calculated using Hansen's (1997) method. The statistics reported correspond to the maximum 
LR F-statistic for the Andrews test and the scaled F-statistic for the Bai-Perron (1998) test. The critical value for the Bai-Perron test is chosen at the 1% 
significance level.  The hypotheses refer to a structural break in the parameters that relate the current account to productivity, the real exchange rate, the 
real interest rate and the constant within 15% trimmed sample.
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Table A1
Elliott-Rothenberg-Stock DF-GLS test. 

Regressor Test statistic
Current account surplus -0.270
Fiscal surplus -3.708 ***
Productivity -4.398 ***
Volatility of productivity -2.075 **
Relative price of oil -7.534 ***
Real exchange rate -3.435 ***
Real interest rate -1.804 *
Note: An * denotes rejection of the null of unit root at 10%, ** rejection of 
the null at 5%, *** rejection of the null at 1%. For definitions of the 
variables, please see the appendix. 
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Table A2
Threshold estimates obtained for each candidate variable,  different samples and types of reduced-form models.

Candidate variable 1973.1-2012.1 1957.1-2012.1 1973.1-2012.1 1957.1-2012.1
Time 1997.3 1997.3 1997.3 1997.3
Current account surplus / GDP -1.54 0.37 -1.66 0.37
Absolute value of current account surplus / GDP 1.49 1.56 1.54 1.56
Change in current account surplus / GDP 0.40 -0.09 -0.02 -0.09
Fiscal surplus / GDP 0.78 0.73 0.78 0.73
Absolute value of fiscal surplus / GDP 0.78 0.73 0.78 0.73

Linear reduced-form model Threshold reduced-form model
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Table A3
Descriptive statistics.

Fiscal surplus Productivity TFP volatility Relative oil price Real exchange rate Real interest rate
Sample: 1973.1-1997.3
 Mean -0.08 -0.06 -0.01 2.30 -0.26 2.96
 Median -0.05 0.06 -0.01 4.09 -0.36 3.42
 Maximum 1.88 1.64 0.12 45.60 12.89 8.51
 Minimum -4.81 -2.31 -0.10 -42.29 -7.80 -3.99
 Std. Dev. 1.04 0.86 0.05 17.15 3.85 2.92

Sample: 1997.4-2012.1
 Mean 0.09 0.03 0.01 -1.29 0.38 1.87
 Median 0.36 0.17 -0.01 -0.72 0.18 1.90
 Maximum 2.99 1.22 0.18 48.93 7.23 5.09
 Minimum -4.29 -3.06 -0.07 -58.69 -7.10 -1.35
 Std. Dev. 1.74 0.80 0.06 20.60 3.06 1.43
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Table A4
90% Confidence Intervals.

Regressor Lower limit Upper limit Lower limit Upper limit
Lagged dependent variable [ 0.897 0.998 ] [ 0.849 0.919 ]
Fiscal surplus [ 0.059 0.165 ] [ 0.052 0.127 ]
Productivity [ -0.233 -0.115 ] [ -0.457 -0.299 ] *
TFP volatility [ 1.850 3.765 ] [ 0.728 2.287 ]
Relative price of oil [ -0.005 0.003 ] [ -0.008 -0.002 ]
Real exchange rate [ -0.040 -0.017 ] [ -0.087 -0.041 ] *
Real interest rate [ -0.026 0.025 ] [ 0.043 0.115 ] *
Constant [ -0.056 0.074 ] [ -0.766 -0.404 ] *

Regime II
1997.4-2012.1

Note:  An asterisk (*) denotes no overlap between confidence intervals.

Regime I
1973.1-1997.3
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