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Abstract 

In this study, the relationship between current account balance and economic growth 

and fiscal balance in the Eastern European region was examined for the period 1980-2017.  

Since the current account balance, economic growth and fiscal balance series have different 

stationary level, (I (0) and I (1)), the relationship between them is investigated by the 

Boundary Testing approach.  According to this approach, there is a cointegration relation 

between the series. Also the stability of long and short run coefficients measured by CUSUM 

and CUSUMQ tests in this study.This paperanalyzed in detail the dependence between 

current account balance and economic growth and fiscal balance both from a theoretical and 

a practical point of view. The paper is useful for policy makers, as it provides an overview of 

the practical use of models to identify the dependence between current account balance and 

economic growth and fiscal balance in Eastern European as a region. 
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Introduction 

Economic theory and policy have been focus on current account balance, fiscal balance and 

high growth rate topics for a long time. Current account balance sustainability is even more important 

when the Eastern European countries are treated separately. After global crisis, Hungary, Russia 

Federation partially try to sustain current account balance. Given the general situation of the region, 

the current balance is following a positive trend except in crisis periods. Figure 1 represents current 

account balance of Eastern European countries separately. It is also clear that, current account balance 

is more important that most of Eastern European countries are facing and one of the fundamental 

problem that they must get out. The global crisis in 2009 has affect the current account balance of 

most Eastern European countries negatively. Also, Recent macroeconomic crises in developing 

countries have once again underscored the need for a clear understanding of the factors underlying a 

country’s current account position (Calderon vd). The most critical point about current account 

balance is how the current deficit is financed whether or the current deficit makes the economic 

growth unstable. With a simpler expression, a country imports more goods, services and capital than it 

exports. Therefore, the deficit is paid off by borrowing from rest of world or by selling domestic 

assets. On the contrary, when the current account has surplus, capital transfer is carried out rest of 

world (Obstfeld et.al, 1996). To sum up, the matter of current account balance has received 

considerable attention after economic crisis. 

Economic growth another important macroeconomic indicator, especially for developing 

countries and Eastern European countries. In the 1990s most of the eastern European countries have 

experienced economic recession in large rates. The positive trend in the growth rates of the eastern 

europe region since the beginning of the 2000s is remarkable. This positive trend ended with the 

global crisis. With the impact of the global crisis, economic recession has become a reality in the 

region as a whole. Figure 2 reflects reel GDP growth (annual percent change) for Eastern European 

countries separately.  

Finally, ensuring fiscal balance is a major problem facing most developing economies. This 

matter is valid for Eastern European Countries. Figure 3 reflects the fiscal balance for Eastern 

European countries separately.  General government net lending/borrowing (Percent of GDP) 

represents fiscal balance in this study. The financial or fiscal balance problem exists as a continuing 

problem from the 1990s to the present day. In addition to this assessment, in the period from the early 

2000s to the global crisis, Russia Federation has achieved a financial balance, but with the impact of 

the global crisis, financial instability has begun to deteriorate again.  
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To sum up, the current account balance, economic growth and fiscal balance sustained are 

important in terms of national economies. In Figure 1, Figure 2 and Figure 3, vertical axis represents 

rates, while horizontal axis represents years. 

 

Figure 1. Current Account Balance (Percentage of GDP) 

 

Source: World Economic Outlook 

Figure 2. Real GDP Growth (Annual Percent Change) 

 

Figure 3. General Government Net Lending/Borrowing (Percent of GDP) 
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Source: World Economic Outlook 

In this study, the relationship between current account balance and fiscal discipline and 

economic growth was examined by the ARDL boundary test approach. For this purpose, this paper is 

organized as follows:  In the first part, literature study is referred. The second part presents data and 

methods. In the third part, the existence of the cointegration relation between the variables was 

investigated by the ARDL method. In the fourth chapter, which is the last chapter, the results have 

been discussed and evaluated. 

1. Literature Review 

The relationship between these macroeconomic indicators have been analyzed by econometric 

methods in theory. The relationship between the current account balance and other macroeconomic 

indicators also has been analyzed. In addition to these relationship, there are some theoretical and 

empirical studies on the determinants of current account balance in the literature. The studies related to 

the subject in the literature are listed in chronological order as follows: 

Dornbusch and Fischer (1980) set up a model that shows the relationship between exchange rate 

behavior and current account balance. The model combibes the roles of relative price, expectations 

and the asset markets. As a result of the analysis, Dornbusch and Fischer (1980, p:970) expressed that 

“ Asset accumulation, together with expectations, dominates the dynamic behavior of the exchange 

rate.The compensation is the introduction of the current account as an important element in open-

economy macro- economics and exchange rate determination.” 

Husted (1992) aimed at understanding the current account deficit of the United States in the 

1980s. In doing so, Husted (1992) used a cointegration test as a methodologically. 1967-1989 period 

was chosen as the analysis period with quarterly data. It has been revealed that there has been a 

structural change in current accounts in the long run. 
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Gundlach and Sinn (1992) revealed the dimension of international capital mobility with the help 

of time series. The extent of the study was selected OECD countries for the period 1950-1988. The 

results of the analysis indicate that the current account balance of some selected countries have a unit 

root. Gundlach and Sinn (1992) summarize the results of their analysis as follows: “ If a country's 

current account balance expressed as a ratio to GDP contains a unit root, then there is no long run 

stable relationship between its saving and investment rates and the country is linked to the 

international capital market.” 

Debelle and Faruqee (1996) examined the determinants of the current account with the help of 

cross-section and panet data methods. The results of the analysis indicate that the level of development 

and demographic factors are considerably influential in the long run by the cross-section. Moreover, 

the financial policy is also effective on the current account balance in short and long run. In addition to 

the fiscal policy, the real exchange rate, the business cycle and the terms of trade are also effective on 

the current account in short run.  

Bagnai and Manzocchi (1999) reviewed current account reversal in developing countries for the 

period 1965-1994. The current account balance reversal is defined by structrual break and trend tests. 

A time series analysis was conducted on the current accounts of developing countries to emphasize 

structural break. Panel data analysis was used to determine the relationship between fundementals and 

the current account.  According to results, during the positive reversal, the current account is related to 

the improvement of the fiscal balance and pozitve change in terms of trade. 

Ferretti and Razin (2000) dealt with crises that swept international capital markets in the 1990s. 

Crises can be listed as follows; European Monetary System crisis (1992-1993), The Mexicon Peso 

crisis and Asian financial crisis. Despite the fact that there are 105 low- and middle-income countries 

in the study, empirical analysis has been conducted with 39 middle-income countries whose 

population is over one million. Ferretti and Razin (2000, 318) summarized the analysis of the study as: 

“ the behavior of economic policy around the time of reversals and crises could be examined in more 

detail, and the experience of developing countries could be compared to the experience in industrial 

countries.” 

Chinn and Prasad (2003) investigated the determinants of current accounts for a large sample of 

industrial and developing countries by using Cross-section and panel regression methods for the 

period 1971-1995. Chinn and Prasad (2003) has found that there is a pozitive relationship between 

current accouny balance and government budget balance and initial stocks of net foreign assets. 

Aristovnik (2006) set out the main factors of the current deficit for selected Eastern European 

countries and the former Soviet Union. The period of 1992-2003 was chosen as the period of study. 

The results of the analysis indicate that the current account deficits of most Eastern European countries 

and the Soviet Union have reached unsustainable levels. 
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Freund and Warnock (2007) analyzed the current account deficit for Industrial countries. It has 

been revealed that large current account deficits are associated with low income growth during the 

improvement period of the current account. It has been stated that the solution of the problem will take 

long time. It also focuses on the adjustment mechanism. It is emphasized that financing is not 

important for adjustment. It is stated that this situation indicates that the markets are effective on 

intermediary funds. 

Gruber and Kamin (2007) presented current account deficits in U.S. and current account surplus 

in the developed countries of Asian for 1992-2003 with panel data analysis. The following variables 

are listed as the determinants of the current account in the study: per capita income, relative growth 

rates, the fiscal balance, demographic factors and economic opennes.  

Bitsiz et. al (2008) analyzed the determinants of current account balance for Greek Economy 

after the Economic and Monetary Union with the help of Cointegration and Error Correction Model 

for the period 1995-2005 by using quarterly data. According to the analysis results, the change in the 

prices of oil and freight have exogenous influence over the current account balance.  

Prat et. al.(2010), has estimated current account balance for emerging market economies. A 

modified version of IMF‘s Consultative Group on Exchange Rate Issues (CGER) was used to 

estimating for selected emerging market economies.It has been stated that financial balance has a 

significant effect on the current balance for emerging markets. Medina et. al.(2010) has studied for 

1970-2015 with annual data. A number of basic variables have been identified in the study in relation 

to the current account.These variables are; fiscal balance, dependency ratios, population growth, the 

stock of net foreing assets, oil balance, GDP per capita growth, per capita income relative to the 

United States, the ratio of foreign direct investment (FDI) to output, Asian crisis dummy.   

Akbaş et. al (2014) has investigated relationshipt between current account deficit, capital 

inflows and economic growth for emerging markets with period of 1990-2011. Akbaş et. al (2014) 

have expressed that there is a relationship between current deficit and economic growth for emerging 

markets. On the other hand, there is no relationship between economic growth and current deficit and 

capital inflows. Akbaş et. al (2014) emphasized that the emerging markets should make effort for 

sustainable current account deficit.  

Yalçınkaya and Temelli (2014) analyzed the relationship between current account balance and 

economic growth for BRICS and MINT economies with the help of panel data. The relationship 

between current account balance and economic growth for BRICS and MINT countries was taken 

separately for the period 1992-2013. The results of the analysis show that economic growth a 

significant effect on the current account balance for both economic groups.  

Bucevska (2017) has analyzed determinants of the current account deficit for selected European 

Union candidate and potential candidate countries.  The panel regression method was used in the study 
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for 2005-2015 period. It is emphasized that the determinants of current deficit are economic growth 

rate and trade integration level for selected countries. Beside these factors, per capita income, crude oil 

trade and level of financial development have also important effect on account balance.  

Alawin and Oqaily (2017) has reviewed the impact of the current account on inflation for the 

Jordanian economy over the period of 1990-2014.It was revealed that current account negatively 

affected inflation in the long run. However, the current account effects inflation positively in the short 

run. 

Iqbal et. al (2017)examined the relationship between two key variables of balance of payment, 

direct foreign investment and current account balance, for India and United States. The causality 

relationship between the two variables was examined for the period 2001-2014. According to the 

analysis results, there is no casuality between foreing direct invesment of United States from India and 

also its current account balance and foreign direct investment of India from United states and its 

current account balance. 

Jiménez and Martin (2017)  has evaluated the balance of payments and international investment 

position of Spain in 2016. It is stated that Spain is in a net lender position in 2016.The current account 

balance has increased so this situtaion reflects the decrease in trade deficits.Besides this, energy 

payments have fallen and service balance has surplus.This study carries a general evaluation within the 

context of the balance of payments for Spanish economy. 

Ousseini et. al. (2017) investigated main determinats of current account balance and trade of 

West African Economic and Monetary Union for the period 1980-2013. Money supply (M2), real 

exchange rate, income, inflation, investment, and household consumption expenditure were selected as 

a main factors which have an effect on current account balance and trade. The results of the analysis 

indicate that money supply and household consumption expenditure have a negative influence on trade 

balance. Beside this, real exchange rate, income, inflation, and investment have a pozitife influence on 

trade balance. There is a negative relationship between money supply, current account balance and 

investment. Real exchange rate, income, inflation, and household consumption expenditure have a 

pozitive effect on current account balance according to emprical findings. 

 

2. Data and Methodology 

2.1. Data 

The main objective of this study is to examine the relationship between current account balance 

(percentage of GDP) and fiscal balance (General government net lending/borrowing (Percent of 

GDP)) and real GDP growth for the Eastern European region by using Autoregressive Distributed Lag 

(ARDL) bounds testing approach. The relationship between current account balance and fiscal balance 
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and economic growth for the period 1980-2017 has been examined. The data is taken from “World 

Economic Outlook Database”. It should be noted that Eastern Europe is treated as a region, not as 

separate countries. 

Figure 4 reflects current account balance (percentage of GDP) of Eastern Europe as a region. It 

is clear that current account balance (percentage of GDP) is a important economic problem for region. 

Sustainability of current account balances is significant for the region. When Figure 1 and Figure 4 are 

taken together, it is evident that Hungary, Russia Federation and the Slovak Republic contribute to the 

improvement of the current account balance of region. 

Figure 5 reflects real GDP growth of Eastern Europe as a region. It is obvious that economic 

growth is affected by the domestic economic and political crises that countries have experienced, as 

well as by the global crisis. Though it tends to show a positive trend in the recent period, political 

crises and economic crises restrict it in the region. 

Figure 4. Current Account Balance of Eastern Europe Region (Percentage of GDP) 

 

Source: World Economic Outlook 

Figure 5. Real GDP Growth of Eastern Europe Region (Annual Percentage Change) 

 

Figure 6. General Government Net Lending/Borrowing (Percent of GDP) of of Eastern 

Europe Region 



IJEBR / August, 2018/ Volume -V /Issue – II / Research Article –2 / 19 -39  ISSN:2395-2237 

International Journal of Economics Review & Business Research 

 28 

 

 

Source: World Economic Outlook 

Figure 6 reflects fiscal balance of Eastern Europe as a region. It is obvious that fiscal balance is 

also affected by the domestic economic and political crises that countries have experienced, as well as 

by the global crisis. 

 

2.2. Methodology 

Cointegration tests are used in examining the long-run relationship between variables. In 

particular, Engle-Granger (1987), Johansen (1988) suggest that there may be a stationary combination 

of two variables that are found to be non-stationary at the level of cointegration tests. Engle-Granger 

and Johansen (1988) tests require variables to be stationary at the same level. However, this constraint, 

which is an important obstacle in practice, can be explained by Peseran et al. (2001), and the "ARDL" 

approach, which allows to reveal the relationship between the various varieties of integrated variables. 

The fact that the variables to be used in the model are stationary I (0) or stationary I (1) in the first 

difference does not preclude the application of the boundary test. Since the ARDL boundary test uses 

the unrestricted error correction model, it gives statistically more reliable results. The most important 

feature of the error correction model is that it contains information about the short- and long-term 

dynamics of the variables (Akel and Gazel 2014). 

The unrestricted error correction model for the ARDL boundary test is defined as follows: 

 

(CAB) represents current account balance (Percentage of GDP), (EC) represents real GDP 

growth, in other words economic growth, (GOV) represents fiscal balance (Percentage of GDP), α 

represents constant, ∆ represents the first difference operator and μ_t represents error term. 

The ARDL bounds testing follows estimation of regressions in order to obtain the optimal lag 

length for each variable. An appropriate lag selection is chosen based on Akaike information criterion 

(AIC) (Bildirici,2013). In order to test the existence of the cointegration relation, F test is applied to 



IJEBR / August, 2018/ Volume -V /Issue – II / Research Article –2 / 19 -39  ISSN:2395-2237 

International Journal of Economics Review & Business Research 

 29 

 

the first differences of dependent and independent variables. The null hypothesis for this test is as 

follows: 

 (No long-run relationships exist) 

 (Long-run relationships exist)  

 

The F statistics in the ARDL boundary test method are determined according to the lower and 

upper values in the study of Pesaran et al. (2001). If the value obtained from the analysis is smaller 

than the calculated subcritical value of F, it is considered that there is no cointegration relation 

between the series. If the value obtained is larger than the upper critical value, the existence of the 

cointegration relation can be mentioned. However, if the value lies between the lower and upper 

critical values, then no decision on cointegration can be made. The ARDL models are defined to 

determine the long term and short term relationships of the variables when the cointegration relation is 

obtained between variables as a result of the boundary test result. 

ADF test was used for unit root test. Firstly, Augmented Dickey Fuller Test results will be 

included in next section. Then, the results of the boundary test will be given in tables. If the 

cointegration relation is obtained, the estimation results of long and short term ARDL model will be 

given. 

3. Emprical Findings 

The concept of stationarity is very important in the time series analysis. Augmented Dickey 

Fuller (ADF) test is the most commonly used unit root test. However, Perron (1989) found that the 

ADF test failed when the dataset had structural breaks. Therefore the Augmented Dickey Fuller 

(ADF), Philips-Perron (1988) and Kwiatkowski-Phillips-Schmidt-Shin (KPSS) unit root tests are used 

to determine whether the variables are stationary or not. Table 1 reflects the results of unit root tests 

for current account balance (percentage of GDP). 

Table 1 shows that the current account balance series is stationary at the level according to the 

result of each unit root test. 

 

Table 1. Unit Root Results of Current Account Balance (percentage of GDP) (at Level) 

 ADF PP KPSS 

t-statistic -5.106060 -4.993988 0.056590**(LM Stat.) 

Probability 0.0010* 0.0014*  

Critical Values    

1% -4.234972 -4.226815 0.216000 
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5% -3.540328 -3.536601 0.146000 

10% -3.202445 -3.200320 0.119000 

H0 = CAB has a unit root 

* The H0 hypothesis is rejected because the probability value is smaller than 0.05, the series is stationary. 

**  Because of the calculated LM statistic value is smaller than the critical value at the 1% level, the H0 

hypothesis is rejected, the series stationary. 

Source: Calculated by Eviews 

 

Table 2 reflects the results of unit root test for economic growth. According to ADF and PP unit 

root test, economic growh series not stationary. However, the series is stationary by KPPS unit root 

test. The first difference of the series is taken in the circumstances. 

 

Table 2. Unit Root Results of Economic Growth (at level) 

 ADF PP KPSS 

t-statistic -2.437969 -2.463711 0.083420** (LM Stat.) 

Probability 0.3553* 0.3431*  

Critical Values    

1% -4.226815 -4.226815 0.216000 

5% -3.536601 -3.536601 0.146000 

10% -3.200320 -3.200320 0.119000 

H0 = EC has a unit root 

* The H0 hypothesis is accepted because the probability value is larger than 0.05, the series is not stationary. 

**  Because of the calculated LM statistic value is smaller than the critical value at the 1% level, the H0 

hypothesis is rejected, the series is stationary. 

Source: Calculated by Eviews 

 

Table 3 reflects the results of unit root test for economic growth at first difference. According to 

unit root test results, economic growth series is stationary at first difference. 

 

Table 3. Unit Root Results of Economic Growth (at first difference) 

 ADF PP KPSS 

t-statistic -6.483481 -6.548075 0.070453** (LM Stat.) 

Probability 0.0000* 0.0000*  

Critical Values    
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1% -4.234972 -4.234972 0.216000 

5% -3.540328 -3.540328 0.146000 

10% -3.202445 -3.202445 0.119000 

H0 = EC has a unit root 

* The H0 hypothesis is rejected because the probability value is less than 0.05, the series is stationary. 

**  Because of the calculated LM statistic value is smaller than the critical value at the 1% level, the H0 

hypothesis is rejected, the series is stationary. 

Source: Calculated by Eviews 

 

Finally, Table 4 and Table 5 show the unit root tests results on fiscal balance. According to 

ADF and PP unit root test, fiscal balance series not stationary. However, the series is stationary by 

KPPS unit root test. The first difference of the series is taken in the circumstances. Table 5 reflects the 

results of unit root test for fiscal balance at first difference. According to unit root test results, 

economic growth series is stationary at first difference. 

 

Table 4. Unit Root Results of Fiscal Balance (at level) 

 ADF PP KPSS 

t-statistic -2.623236 -2.595253 0.112220** (LM Stat.) 

Probability 0.2729* 0.2845*  

Critical Values    

1% -4.226815 -4.226815 0.216000 

5% -3.536601 -3.536601 0.146000 

10% -3.200320 -3.200320 0.119000 

H0 = GOV has a unit root 

* The H0 hypothesis is accepted because the probability value is larger than 0.05, the series is not stationary. 

**  Because of the calculated LM statistic value is smaller than the critical value at the 1% level, the H0 

hypothesis is rejected, the series is stationary. 

Source: Calculated by Eviews 

 

Table 5. Unit Root Results of Fiscal Balance (at first difference) 

 ADF PP KPSS 

t-statistic -7.075085 -7.487508 0.121399** (LM Stat.) 

Probability 0.0000* 0.0000*  

Critical Values    
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1% -4.234972 -4.234972 0.216000 

5% -3.540328 -3.540328 0.146000 

10% -3.202445 -3.202445 0.119000 

H0 = GOV has a unit root 

* The H0 hypothesis is rejected because the probability value is less than 0.05, the series is stationary. 

**  Because of the calculated LM statistic value is smaller than the critical value at the 1% level, the H0 

hypothesis is rejected, the series is stationary. 

Source: Calculated by Eviews 

 

To summarize the results of unit root tests, current account balance is stationary at level, and 

economic growth and fiscal balance are stationary at first level.  

The first step of the ARDL model is to determine the appropriate lag length. Critical values such 

as Akaike, Schwarz and Hannan-Quinn are used to determine the lag length. The lag length providing 

the smallest critical value is determined as the lag length of the model. The optimal lag length was 

determined to be 2, taking into account the minimum AIC value. The F statistics are used to determine 

the existence of the cointegration relation between the series after determining the lag length. The F 

statistics in the ARDL boundary test method are determined according to the lower and upper values 

in the study of Pesaran et al. (2001). The results of the ARDL boundary test and diagnostisc test 

results are given in Table 4. 

 

Table 6. ARDL Bounds Test and Diagnostic Test Results 

k (independent variable) F-statistic I(0) Bound (1%)* I(1) Bound (1%)* 

 

2 10.17496 5.15 6.36 

Null Hypothesis: No long-run relationships exist.   

* I (0) indicates the lower bound, I (1) indicates the upper bound at the 1% level. 

Source: Calculated by Eviews 

 

It is seen that there is a cointegration relation between the variables when the bounds test results 

are examined. After this finding, the long and short term relationship between the variables in the 

ARDL model will be examined. The long-run relationship between the variables is shown as follows 

with the ARDL error correction model. 
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The AIC information criterion was used in determining the lag length in the study and the long-

term predicted model was the ARDL (2,2,1) model. Table 5 represents the ARDL Cointegrating And 

Long Run Coefficients. 

 

 

 

 

Table 7. ARDL (2,2,1) ARDL Cointegrating And Long Run Coefficients 

Variable Coefficient t-Statistic 

D(CAB(-1)) 0.252463 1.754859 (0.0906) 

D(GROWTH) -0.107380 -1.574961(0.1269) 

D(GROWTH(-1)) 0.103822 1.915215 (0.0661) 

D(GOV) 0.236834 2.392260 (0.0240) 

CointEq(-1) -0.735072 -4.935306 (0.0000) 

Long Run Coefficients 

Variable Coefficient t-Statistic 

GROWTH -0.489931 -2.225075 (0.0346) 

GOV 0.782220 3.007466 (0.0056) 

C 0.152591 0.619405 (0.5408) 

D represents the first difference opetator. 

Source: Calculated by Eviews 

 

The numbers in parentheses indicate the P-probability values. Long term coefficients of the 

model have expected signs and are statistically significant. According to long run coefficients 1% 

increase in economic growth in the long run is leading to a 0.48% fall in the current account balance. 

In addition to this, 1% increase in fiscal balance is leading to a 0.78% increase in the current account 

balance.  

The estimation results of the ARDL model in equation 1 are in the table 8. 

 

Table 8. ARDL (2,2,1) Estimation Results 

Variable Coefficient t-Statistic Prob. 

CAB(-1) 0.517391 3.229151 0.0033 

CAB(-2) -0.252463 -1.754859 0.0906 

GROWTH -0.107380 -1.574961 0.1269 
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GROWTH(-1) -0.148932 -1.905546 0.0674 

GROWTH(-2) -0.103822 -1.915215 0.0661 

GOV 0.236834 2.392260 0.0240 

GOV(-1) 0.338154 3.382757 0.0022 

C 0.112166 0.625652 0.5368 

Diagnostic Tests Stat. 

R-squared  0.564097 

Adjusted R-squared 0.451085 

F-statistic 4.854734 (Prob(F-statistic) →0.001212 

Breusch-Godfrey LM  0.056574 (0.9721) 

ARCH LM  0.011943 (0.9940) 

Jarque-Bera 0.603503(0.739688) 

 

It is understood that the model does not have any autocorrelation (Breusch-Godfrey LM Test), 

heteroscedasticity (ARCH LM Test) problem, error term has normal distribution (Jarque Bera 

Normality Test) and the functional form is correctly specified (Ramsey Reset Test). 

The short term relationship between the variables was investigated with an error correction 

model based on the ARDL approach. This model is as follows. 

 

 

 

The is a lagged value of a series of error terms obtained from the long-term relationship 

given in Table 7. The coefficient of this variable indicates how much of the imbalance in the short 

term will be corrected in the long run. It is expected that the sign of this coefficient is negative. The 

lag lengths in the model are determined by AIC as a 2 again. 

 

Table 9. Error Correction ARDL Model Results 

Variable Coefficient t-Statistic Prob. 

C 0.023874 0.125308 0.9012 

D(CAB(-1)) 0.763702 2.991524 0.0060 

D(CAB(-2)) -0.328840 -2.517004 0.0183 

D(GROWTH(-1)) 0.029337 0.604076 0.5510 

D(GROWTH(-2)) 0.035594 0.690060 0.4963 

D(GOV(-1)) 0.038853 0.499657 0.6215 
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D(GOV(-2)) -0.191118 -2.049647 0.0506 

ECT(-1) -1.111127 -3.313336 0.0027 

D represents the first difference opetator. 

 

As it is stated above, The ECTt-1should be negative and significant. Table 9 shows that it is 

negative and it is significant meaning that the whole system can get back long run equilibrium. The 

long run equilibrium at the spead of 1.11%. 

In models, the stability of long and short run coefficients is generally measured by CUSUM and 

CUSUMQ tests which are recommended by Brown et al. (1975). In the CUSUM test, it can be argued 

that the estimated coefficients are steady if the error terms obtained in the models are between the 

confidence intervals at 5% significance. The same procedure CUSUMQ is determined based on the 

squares of the cumulative error terms and the significance test is evaluated (Altıntaş and Çetin, 2008: 

56). In other words, these tests are used to determine whether structural breaks are associated with 

variables. If the CUSUM and CUSUMQ statistics remain within the critical limits (between two lines) 

at the 5% level of significance, the H0 hypothesis will be accepted, which indicates that the 

coefficients in the ARDL model are steady (Bahmani-Oskooee,Ng, 2002). The results of CUSUM and 

CUSUMQ investigating the structural breaks related to the variables are given in Figure 7 and Figure 

8. 

 

Figure 7. CUSUM Test Result 
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Figure 8. CUSUMQ Test Result 
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Source: Eviews 

Figure 7 and Figure 8 show that there is no structural break. It is clear that the long run 

coefficients calculated according to the ARDL Boundary Test are steady and that the model can be 

predicted without using any artificial variables to express the structural break. 

 

Discussion and Conclusions 

In recent years, current account balance deficits have been problematic for national economies 

and many studies have been conducted on the causes of this problem as emphasized in the literature 

section and different results have been obtained. Increasing budget and current account imbalances 

with the global crisis are seen as the main reasons for macroeconomic instabilities. Policies on the 

solution of these imbalances are being attemt to ensure sustainable long term economic growth. When 

Eastern European countries are treated as a region, it is clear that more efforts should be made to 

ensure financial or fiscal balance.  Moreover, current account imbalances and high budget deficits are 

likely to cause economic recession. The main goal should be ensure current account balance and fiscal 

balance and achieve sustainable economic growth.  

In this study, the relationship between current account balance and economic growth and fiscal 

balance in the Eastern Europe region has been examined in the context of data covering the years 

1980-2017. The current account balance series is stationary at level and economic growth and fiscal 

balance series are stationary at first level. Pesaran et al. (2001) ARDL boundary test and long term 

cointegration coefficients were used as estimation method. According to the analysis result, it is found 

that there is a relation between variables in both long and short term. The short term error correction 

coefficient was found to be negative and statistically significant as expected and it reached to the result 

that 1.11% of the short term period deviations were corrected in the next period. The results of the 

analysis once again show that the current account balance is related to a sustainable fiscal balance and 

economic growth. 
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