Ekonomicky ¢asopis,63, 2015,¢. 9, s. 959 — 974 959

The Causal Relationship between Current Account
and Financial Account Balance in Selected CEE Countries
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Abstract

This paper first examines the causal relationship between the current account
and financial account then the current account and the main components of
financial account and finally the financial account, saving, and investment in
Croatia, Hungary, Poland, Romania and Sovenia. In this context we employ
Toda-Yamamoto approach to Granger causality test by using the quarterly data.
We find a causal relation running from the financial (current) account to the
current (financial) account in Croatia (Poland) and Sovenia (Romania) while
a bi-directional causality existsin the case of Hungary. We conclude that at |east
one component of financial account balance Granger causes current account
in Croatia, Poland, Romania and Sovenia while the causality running from
the current account to at least one component of financial account in Poland,
Romania and Hungary. It seems that the financial account Granger causes
the saving in Hungary and investment in Croatia while the causality running
from the saving in Romania and investment in both Croatia and Poland to the
financial account.

Keywords: current account, financial account balance, saving and investment,
causality

JEL Classification: E60, F32, F40

1. Introduction

Although the relationship between the current ant@nd financial account
balance is obvious from the balance of paymentsuatdc it has drawn more
attention since 1990s. This largely stems fromlitheralization of capital flows
in late 1980s and early 1990s in many countriekidieg developing or emerg-
ing economies. As a result capital flows have iaseel over time, inevitably
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leading to the investigation of the causal relafop between the current and
financial accounts.

An intertemporal model, like in Obstfeld and Rdgf996), the current ac-
count imbalance can allow to smooth the consumptieer time and provide
a higher welfare. Moreover the current accountaitsfenable a country to make
investment or enhance the productive capacity rtiae its domestic savings or
funds afford. This can help developing countrieiata higher capital and
growth rate per worker. Therefore, contrary to canmwisdom, a current account
deficit does not have to be necessarily a bad onfuh thing to the economic
activity. However it should be kept in mind thaglmicurrent account deficits can
have some distorting or negative effects as welk tlear that the capital flows
or current account deficits make recipients coestmore vulnerable to external
shocks and developments. Many studies, among thalwoCLeiderman and
Reinhart (1996) and Boosworth and Collins (1999)stBlo (2000), argue that
the large capital flows or sudden stops can entliggering severe economic or
financial crisis. Furthermore Calvo and Reinha@i0@) argue that capital inflow
reversals are more damaging for emerging econo®®she capital flows allow
emerging and developing countries to benefit frbmm international funds and
resources on the one hand, bear some importastaiskhe other hand.

Current account and financial account balancesaffact each other via dif-
ferent channels. Moreover the current account lealamay have a different rela-
tion with the components of financial account. Egample there is no reason to
expect that the foreign direct and portfolio invesht have the same causal rela-
tion with the current account. Similarly the effadft financial account on the
saving and investment can greatly differ from eatter. In order to design and
implement successful or welfare-maximizing econoputicies, it is important
to uncover the direction of causality betweenth@® current and financial account,
(i) the current account, net foreign direct invasnt, portfolio investment and
other investment, (iii) the financial account, sayiand investment. As far as we
are aware, these interesting and important relsitips have not been investigat-
ed for Croatia, Hungary, Poland, Romania and Slavbefore. This paper aims
to contribute to a rapidly growing literature byaexining these relationships in
these 5 (CEE) countries. In this context Gran@869) causality tests are per-
formed by using the approach developed by TodaYamdamoto (1995), which
allows to examine the causality between the vagmbihat have the different or-
ders of integration. Our empirical findings cleanylicate that the causal rela-
tionship between the current account and finaragabunt balance significantly
varies among countries examined, suggesting a fazetthe implementation of
different economic policies to deal with the issue.
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The remainder of the paper is organised as folldextion 2 reviews the
theoretical framework and literature, section 3ngixes the evaluation of current
account, financial account, saving, and investnoest time, section 4 explains
the empirical specification, section 5 presents disduss the empirical results
and finally section 6 concludes.

2. Theoretical Framework and Literature Review

There would be a uni-directional or bi-directionalusal relation between the
current account and financial account (Fry et B995; Wong and Carranza,
1999; Yan, 2007; Yan and Yang, 2008). Many factetgh as the changes in
exchange rates and demand for imported goods, a@mniliute to widening the
current account deficit, which needs to be finanbgdapital flows. Although
the financing needs of current account deficits gy straightforward me-
chanism to explain of why current account deficsise capital inflows, it is not
the sole reason or determinant of capital infloimsthe literature, like Calvo,
Leiderman and Reinhart (1993), Goldstein (1995)nti# and Reinhart (1999)
and Yan and Yang (2008), the causes of capitabw¥lare generally divided
into two: External and internal or push and putitéas. External or push factors
are motivated by the developments such as thendeii the interest rates or
profitability in developed countries while internat pull factors include the
successful stabilization programs, structural me®ior improvement in invest-
ment opportunities. It is a well-known fact thattbapital inflows can have
a strong effect on the current account by primastyanging the exchange and
interest rates. As indicated in some studies, antbem Calvo, Leiderman and
Reinhart (1993), Bustelo (2000), Brooks et al. @0Q.artey (2007), Bakar-
dzhiava, Naceur and Kamar (2010), Combes, KindaPauwde (2011), the capital
inflows can lead to an appreciation in the exchamages. An appreciation in the
exchange rate, in turn, can worsen the competitiserof domestic producers
and facilitate the imports ends up widening curemtount deficits. In a similar
way, some studies, such as Cebula (1997) and Wamnod Warnock (2009),
find that the capital inflows lead to a declinetire domestic interest rates in
recipient countries. A sound and well-functionimgahcial system is crucial to
allocate scarce resources efficiently, manage hatesisks, increase the confi-
dence in the economy. In the absence of effectian€ial institutions, capital
flows can be easily directed into consumer spendatiger than investment or
enhancement of productive capacity. In this wagélide in the interest rate can
boost private spending and retard domestic saWagling to a higher current
account deficit. Goldstein (1995) and Calvo, Leiden and Reinhart (1996)
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highlight this trend in Latin American countriesurthermore the capital flows
can cause overinvestment in emerging market eca@sorince the current ac-
count deficit is the difference between the dongestiving and investment, an
increase in the investment causes the current atdeficit to rise.

To sum up, we conclude that there would be a t¢aeationship running
from the current (financial) account to the finaqgjcurrent account) or a bi-
directional causality between the two. As indicatledsome studies, like Yan
(2007) and Yan and Yang (2008), each componerihah€ial account can have
a different relation with the current account. Emample if the direct investment
concentrates in exports oriented or import-sultgitusectors, it can contribute
to reducing the current account deficit. Also, asrfd by Bakardzhiava, Naceur
and Kamar (2010), unlike portfolio investment, tloeeign direct investment
may not have an effect on exchange rates, implgidgferent effect on the cur-
rent account. Finally a causality can run from sheging in some countries and
investment in others to the financial account @ewersa. Therefore the aggre-
gated data can hide some important causal relaloseme cases. Since it is
theoretically difficult to determine the directiaf causality, empirical studies
are needed to shed more light on the subject ididaaission.

Although many studies, such as Khalid and Gua®4),9Salvatore (2006),
Kumhof and Laxton (2013), Makin and Narayan (2023g and Chen (2014),
Tosun, Varollyidogan and Telatar (2014), focus on the testing ot deficit
hypothesis, the causal relationship between thesguraccount and financial
account balance is empirically investigated as .w&lime studies examine the
relationship between the current account and fildficapital account in devel-
oping or emerging market economies. Fry et al. §198sing data for a large
sample of developing countries, report that in 83dountries capital (current)
account Granger causes current (capital) accaudtcountries there exists a bi-
directional causality. Wong and Carranza (1999 euthat capital flows Granger
cause in 4 emerging market economies. Lau and GLLfonclude that finan-
cial account Granger causes current account in &gng market economies
and also find that causality running from curreataunt to foreign direct in-
vestment (other) and portfolio (portfolio) investmién Indonesia (Philippines).
Erden and Cgatay (2011) report that the capital account Gramgerses the
current account in Turkey.

A few studies examine the causal relationshipgudata for both developing
and developed countries. Yan (2005) using daté fdeveloping and 5 develo-
ped countries find that Granger causality runnirmgnf the financial account to
the current account in developing countries whereesrunning from the cur-
rent account to the financial account in developeantries. Yan (2007), for 14
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developing and emerging market economies, confihmgprevious results about
the direction of causality between the current aot@nd financial account in
developing countries. He also examines the relgliipn between the current
account and the main components of financial adcomamely the foreign direct
investment, portfolio investment and other invesitnend concludes that at
least one component Granger causes current accow@veloping countries,
except for only one country. Yan and Yang (2008port that in all 5 emerging
economies the financial account Granger cause®rmuaccount while there
exists a causal relation running from the finaneiatount to current account in
only 1 out of 5 developed countries examined. Yad #ang (2008) find that
the causal relationship between the financial wmédgross), saving and invest-
ment is much more common in emerging economies than of developed
countries. Sarisoy-Guerin (2003) also points todtiference between develop-
ing and developed countries regarding the subjeatexplain the difference
regarding the causal relationship between the dpieg and developed coun-
tries, Yan (2005; 2007) pays attention to the latkound financial institutions
in developing countries. Capital flows to devel@poountries can lead to a wid-
ening current account deficit not only by incregsine private consumption but
also encouraging investment. It is also possibd¢ since there are more credit-
constrained consumers and investors in developountoes, capital inflows
enable them to spend and invest more.

3. The Data and the Evolution of the Current Account, Financial
Account, Investment and Saving over Time

The current account and financial account datartdkom respective central
banks, namely Croation National Bank, Magyar Nem2ahk, Narodowy Bank
Polski, National Bank of Romania, Banka Sloveniige, Croatia, Hungary, Po-
land, Romania and Slovenia respectively. GDP amgsitment (Gross Fixed
Capital Formation plus Changes in Inventories) détained from Eurostat. We
define the saving rate as the sum of current acdmlance and investment. Our
data cover the following periods: 2000:1 — 20144 Groatia, 1995:1 — 2014:4
for Hungary, 2004:1 — 2014:4 for Poland, 2005:104%21 for Romania and
1995:1 — 2015:1 for Slovenia.

All series are seasonally adjusted and expressedshare of GDP. We pre-
sent the evolution of the current account (CA)aficial account (FA), saving (S)
and investment (), as a share GDP, in Figure 1.sWild note that a negative
value shows a deficit for the current account witileepresents a net capital or
financial inflow.
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Source: Respective central banks and Eurostat.

As can be seen from Figure 1, there is a seemuighr association between
the current account and financial account balaMmreover the current account
and financial account display somewhat similar gga over time across all
countries. It seems that current account defigitsralatively high around mid-
2000s. However there exists a significant contoaicin the current account defi-
cit in Croatia, Poland and Romania after the ldeba crisis. Furthermore,
Hungary and Slovenia have a considerable currecust surplus in recent
years. All countries attract an important amountfirdncial flows until the 2008
— 2009. However there is a sharp decline in thaniinal flows afterwards. Par-
ticularly, Hungary and Slovenia have experienceehaarkable financial account
surplus recently.
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Since economic crises affect the investing anthgadecisions, the observed
contractions in current account and financial flomre not surprising at all.
When we examine the saving and investment ratédsese countries, some im-
portant changes between the post and pre-crisisdseare noteworthy. Saving
rate significantly increases in Hungary and Romaafiar the global crisis but
does not change much in Poland while it declinegSrmatia and Slovenia. As for
the investment, a serious increase in the investmatas around 2006 — 2007
experienced compared to that of previous periodBdland, Romania, Croatia
and Slovenia.

However the investment rate is much lower in alirdaes in 2010 — 2013
period than that of 2005 — 2009. The decline initlvestment rates is very sharp
in Romania, Croatia, Hungary and Slovenia. Theeefae can conclude that
after the global crisis the change in the savind mwestment rates leading to
a decisive contraction in the current account d@sfin Poland, Croatia and Roma-
nia and a robust surplus in Hungary and Slovenia.

4. Empirical Specification

Following the literature, specifically Yan (200&hd Yan and Yang (2008),
we first examine the causal relationship betweendirrent account (CA) and
financial account (FA) and then the current accaamd the main components
of financial account, finally the financial accousaving (S), and investment (1)
by means of Granger causality tests. Suggestedsemanal study by Granger
(1969), this test helps to uncover the causalicglatbetween variables.

However if these variables are not stationary aifimation is needed. An
approach, developed by Toda and Yamamoto (1998hlesito perform Granger
causality tests among variables with different osdef integration. Also this
approach allows to test the causality between bkesawithout carrying out pre-
tests for stationarity.

4.1. The Causality between the Current Account and Financial Account

In order to perform Toda and Yamamoto (1995) apgindo Granger causali-
ty test a VAR model can be written as follows:
p+n p+n

CA =n, +ZIBHCA—i + zd:lj FAL +& (1a)

p+n p+n

FA=n,+ ZﬁziCA—i + Za—a‘ FA, +&, (1b)
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where
p — stands for optimal lag length,
n — for the degree of integration of the variable allhhas the highest order of inte-
gration and finally,
e — for error term.

Unlike standard Granger causality test, Toda-Yaotarapproach suggests to
add the highest order of integration),(to the optimal lag length. The choice of
optimal lag length is based on information critdika SIC Schwarz information
criterion) and AIC @kaike information criterion). When determining the optimal
lag length the presence of a serial correlationtrhagested. If a serial correla-
tion is detected then another lag is added to wéhlthat. Standard Wald or F
tests are carried out to test non-causality betwserables. For example in
Equation 1, the rejection of null hypothesis, whishH, : &, = 0, leads to the
conclusion that financial account has a predicpesver for current account,
implying the FA Granger causes CA. On the othedhéthe null hypothesis is
not rejected then we conclude that FA does not g&manause CA. In a similar
way the rejection of the null hypothesis, thatjs= 0 and B, =0, suggesting

a bi-directional causality between FA and CA.

4.2. The Causality between the Current Account, Foreign Direct
Investment, Portfolio Investment and Other Investment

Since the current account can have a differeatiosl with the components
of financial account, the causal relation betwdendurrent account (CA), for-
eign direct investment (DI), portfolio investme®), and other investment (Ol)
is investigated by estimating the following VAR nedd

p+n p+n p+n p+n

CA =1, +Z/83iCA—i +Za3D|t—i +2930|t—i +ZV3PIt—i t&, (2a)
= i=1 i=1 i=1

p+n p*n ptn p+n

DI, =7, +Z,B4iCA_i +Z% DI +294O|t-i +ZV4PIH TEy (2b)
i=1 i=1 i=1 i=1
p+n p+n p+n p+n

Ol, =1 +Z/85iCA—i +Za5iD|t—i +2950|t—i +ZV5PIt—i tEg (ZC)
i=1 i=1 i=1 i=1

p+n p+n p+n p+n

Pl, =76+ BsCA + D agDl +> 0,0l +>V,Pl  +&, (2d)
i=1 i=1 i=1 i=1

The same estimation and testing procedure, sitattbe previous sub-section,

are applied. For example in Equation 2, the rapeatif null hypothesis, which is
Ho: a;, =0, leads to the conclusion that the lags of &lenha predictive power

for the current value of CA, implying a causal tiela from DI to CA.
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4.3. The Causality between the Financial Account, Saving and Investment

It is important to understand the relation of fical account (FA) with the sav-
ing (S) and investment (I). Therefore the caudatiomship between the financial
account, saving and investment is examined by nefahe following VAR model:

p+n p+n p+n

FA :’77+Zy7i8+2’7w| +ZJ71F'AH tEq (3a)
= i1 i1
p+n p+n p+n

S =1 +zya'S+Z’78| +257| FA_ +&4 3b)
i=L i=1 i=1
p+n p+n p+n

I, =1, +ZVQS+Z’79‘| +257| FA_ t&g (3c)
i=L i=1 i=1

We perform the same estimation and testing praeeduplained in sub-
section 4.1.

5. Empirical Results and Discussion

We estimate the specified VAR models by using wgulr data for Croatia,
Hungary, Poland, Romania and Slovenia. Test resfiltausality between CA
and FA are reported in Table 1.

Table 1
Causality Tests (CA, FA)

Dependent variables
Chi-square values (prob.)
Countries Lagged Var. CA FA Lag length (p + n)
2.941
CA (0.2291)
5.394%+*
Croatia FA (0.0674) 2+1
12.821*
CA (0.0122)
18.168°
Hungary FA (0.0011) 4+1
5.742*
CA (0.0166
0.48:
Poland FA (0.4866) 1+1
6.6426
CA (0.010)
0.082¢
Romania FA (0.7740) 1+1
0.27:
CA (0.8720)
6.000% 2+1
Slovenia FA (0.0495)

Notes: *, **, *** show significance at 0.01, 0.05, 0.10Vel respectively. The choice of optimal lag length
based on Schwarz Criteria and LM tests.

Source: Own calculation.
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As can be seen in Table 1, we reject the null thgmis that FA does not
Granger cause CA in Croatia and Slovenia while ailetd reject in the case of
Poland and Romania. We reject both the null hymithéhat CA does not
Granger cause FA and also FA does not Granger ¢afsae Hungary. There-
fore we conclude that a unidirectional causalitysrfrom FA to CA in Croatia
and Slovenia. This finding is consistent with tbhsome studies report that FA
Granger causes CA in developing or emerging ecoemriiVe also find that CA
Granger causes FA in Poland and Romania suggeblan@ranger causality can
run from CA to FA in some emerging economies as.Wéé find a bidirectional
causality between CA and FA in Hungary, which idiire with some studies,
such as the findings of Yan (2007) for Argentind dexico, Wong and Carranza
(1999) for Philippines and Thailand. We should nibit Croatia and Slovenia,
in which we find that the financial account Grangauses the current account,
have experienced the sharpest decline in the imesgt rate after the global
crisis and had a negative per capita growth ratesaverage, in 2010 — 2013
period.

We summarize the causality test results of VAR ehdd equation 2 in
Table 2.

A somewhat different picture emerges when thetioglahip between the
current account and the main components of finaacieount is examined. Ex-
cept for Hungary, at least one component of fir@naccount Granger causes
CA in all countries. It seems that the results gisiggregated and disaggregated
data for FA are consistent with each other in thgecof Croatia and Slovenia.
We find that causality runs from DI and Ol to CA@moatia and Ol to CA in
Slovenia while CA does not Granger cause any comuoof FA in these coun-
tries. However we obtain some surprising resultsHoland and Romania. It
seems that DI, Pl and Ol Granger cause CA in Ramand Poland while we
don'’t find any causal relation from aggregated BACA in these two countries.
Moreover CA Granger causes Ol in Romania, Pl iraRal In the case of Hun-
gary it seems that disaggregation of FA causesxdaimental change in the re-
sults. We find that a unidirectional causality rimgnfrom CA to Pl and Ol. It
seems that Ol is the only variable that GrangesesuCA in 4 countries while
DI Granger causes CA in three countries. Howevar {2907) reports that Ol
Granger causes CA in only 3 out of 7 emerging egves and argue that causal-
ity runs from all three components of financial @aat to the current account for
Argentina, like our findings for Romania and Polahdu and Fu also (2011)
also conclude that Ol Granger causes the curreuac in only South Korea
and Thailand out of 4 emerging economies. Our testlearly show that it
would be helpful to use the disaggregated data vetxamining the relationship
between the current and financial account.
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Table 2
Causality Tests (CA, DI, Ol, PI)
Dependent variables
Chi-square values (prob.)
Countries Lagged Var. CA DI Pl Ol Lag length (p +n)
2.394 4.865 7.523
CA (0.8801) (0.5612) (0.2751)
12.906** 7.937 7.255
DI (0.0446) (0.2427) (0.2979)
5.804 9.019 19.622*
PI (0.4454) (0.1725) (0.0032)
11.717%* 6.677 5.382
Croatia Ol (0.0687) (0.3517) (0.4957) 6+1
2.735 7.023** 15.361*
CA (0.2547) (0.0298) (0.0005)
2.074 2.068 1.635
DI (0.3544) (0.3556) (0.4415)
0.3751 0.750 0.1351
PI (0.8290) (0.6871) (0.9346)
1.183 2.011 10.116
Hungary Ol (0.5534) (0.3658) (0.0064) 2+1
1.766 5.864** 1.674
CA (0.4135) (0.0533) (0.4329)
8.236** 6.259** 0.105
DI (0.0163) (0.0437) (0.9487)
5.844%** 0.51 0.895
PI (0.0538) (0.7747) (0.6391)
7.782%* 1.703 1.032
Poland Ol (0.0204) (0.4267) (0.5968) 2+1
5.16 2.416 13.766***
CA (0.5234) (0.8777) (0.0324)
46.772* 1.786 17.710*
DI (0.0000) (0.9383) (0.0070)
19.618* 2.087 4.970
PI (0.032) (0.9115) (0.5476)
33.704* 3.180 2.665
Romania Ol (0.0000) (0.7850) (0.8495) 6+1
5.056 8.430 6.169
CA (0.7515) (0.3926) (0.6283)
9.492 12.560 13.001
DI (0.3025) (0.1279) (0.1118)
8.487 8.070 5.606
PI (0.3873) (0.4266) (0.6912)
15.911* 7.642 8.265
Slovenia Ol (0.0437) (0.4692) (0.4079) 8+1

Notes: *, **, *** show significance at 0.01, 0.05, 0.10Vel respectively. The choice of optimal lag length
based on Schwarz Criteria and LM tests.

Source: Own calculation.

The estimation results of causality tests betwibenfinancial account, sav-
ing, and investment are reported in Table 3.

The financial account Granger causes the invedtme@roatia and saving in
Hungary. On the other hand the saving in Romaniggstment in Croatia and
Poland Granger cause FA. Moreover we find a cagysalining from the saving to
investment in Romania and Slovenia. We concludettieze exists at least one
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causal relation among the financial account, saand investment in all countries
examined. This result is in line with that of YamdaYang (2008) for emerging
economies. Furthermore in 2 out of 5 countries ind that financial account
Granger causes saving or investment while Yan aadgY(2008) report that
a causal relation running from financial inflowsdgs) to investment or saving
in 4 out of 5 emerging economies and only 1 ol déveloped countries.

Table 3
Causality Tests (FA, S, 1)

Dependent variables
Chi-square values (prob.)
Countries Lagged Var. FA S | Lag length (p + n)
0.864 10.938**
FA (0.9297) (0.0273)
5.687 2.163
S (0.2237) (0.7057)
23.235* 1.647
Croatia I (0.0001) (0.8003) 4+1
12.561*** 4.684
FA (0.0835) (0.6985)
8.685 9.861
S (0.2760) (0.1966)
1.230 12.006
Hungary I (0.9902) (0.1003) 7+1
0.980 1.835
FA (0.3222) (0.1754)
4.011 0.994
S (0.0452) (0.3186)
5.439** 0.056
Poland | (0.0197) (0.8126) 1+1
0.752 1.138
FA (0.6865) (0.5659)
13.976* 7.018**
S (0.0009) (0.0299)
2.005 0.698
Romania | (0.3668) (0.7053) 2+1
5.536 3.474
FA (0.2365) (0.4817)
3.759 11.943**
S (0.4395) (0.0178)
1.342 1.382
Slovenia I (0.8541) (0.8473) 4+1

Notes: *, **, *** show significance at 0.01, 0.05, 0.1@Vel respectively. The choice of optimal lag lenigth
based on Schwarz Criteria and LM tests.

Source: Own calculation.

Conclusion

We first examine the causal relationship betwd®n durrent account and
financial account balance, then the current ac¢diontign direct investment,
portfolio investment, and other investment and Ifnghe financial account,
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saving and investment in Croatia, Hungary, Pol&wanania and Slovenia by
means of Toda-Yamamoto approach to Granger causagit

We find that a causal relation running from theaficial (current) account to
the current (financial) account in Croatia (Polaad)l Slovenia (Romania) while
a bi-directional causality exists in the case ohglry. Our results regarding
Poland, Romania and Hungary don’t lend any evideiocethe idea that in
emerging countries the financial account unideoeetly Granger causes the
current account.

We also conclude that at least one componentnahfiial account Granger
causes the current account in Croatia, Poland, Rian@end Slovenia. Our results
show that the causality running from the curremoaat to at least one compo-
nent of financial account in Poland, Romania anddéuy.

We also examine the relationship among the firdraicount, saving, and
investment. We conclude that there exists at least causal relation among
financial account, saving and investment in allntdas examined. It seems that
the financial account Granger causes the savirtduimgary and investment in
Croatia while the saving in Romania, investmenCroatia and Poland Granger
cause the financial account.

Furthermore we find a causal relation running fribia saving to the invest-
ment in Romania and Slovenia. We should note thatr@sults indicate that it
would be helpful to use the disaggregated data vetixamining the relationship
between the current and financial account.

Our findings have some policy implications. Thetainability of high cur-
rent account deficits is a concern for many emergindeveloping economies.
A causal relation from the financial account to therent account implies that
economic policies aimed at reducing the currenbaet deficit should take the
financial account into consideration as well. Othwan the sustainability con-
cerns, the last global crisis has affected thengpaind investment decisions and
led to either a sharp contraction or even a surpplufe current account in all
countries examined, implying a hard adjustment. kVietermining economic
policies regarding the capital flows, paying enoatjention to the possible rela-
tion with saving and investment is necessary. ¢énse that a sharp decline in
international flows to developing or emerging coigxtis likely to occur in com-
ing years. In this context, only countries that emake some structural reforms,
implement pro-business policies and provide the tnposfitable investment
opportunities could attract more foreign directastment. So these countries
should design some new policies while minimizing #ssociated risks and vola-
tilities in order to avoid dealing with a costlycadisruptive adjustment in the
future.
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