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Abstract
  

the current account are of great analytical and empirical interest. This paper 
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1. Introduction
          

have been in the economic spotlight during the last two decades. The dramatic 
           

             
           
           

 
 

             
 
 

  
as governments increase spending to foster economic growth and create  

 
 
 
 
 
 

           
            
          

 
will determine whether the relationship between two variables in these  

The purpose of this paper is to apply the panel differenced GMM 
         

 
          

 
         

Vietnam in the period of 1985-2012. 
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and policy implications.

2. Literature review

hypothesis, there hardly exists any consensus. Most of the analyses of these 

by co-integration analysis for Greece using 1948-1994 annual data and found 

-
metric results signaled a strong positive effect of expected future budget  
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goods and services import. 

 

 
co-integration and causality analysis for 1975-1995 data period for Turkey 

 

 

-

3. The theoretical framework
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investment, the relationship may not necessarily exist, even if it exists, they 
may not move together and in the same direction. This model is the basis for 

they may affect each other. 

4. Methodology 

 The dynamic panel GMM estimation uses the appropriate lags of the 
instrumented variables to generate internal instruments and employs the 

length of each individual time dimension in the panel. This enables use of 

 
et al. 

cross-sectional dependence is not addressed. Therefore, this paper follows 

et al.
the short-term parameters to be heterogeneous between groups while imposing 

 

across countries.

 
existence of co-integration between dependent variable and explanatory  
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 The panel differenced GMM Arellano-Bond estimation

 ;  1,2,3, ..., ;  2,3, ...,Y Y X i N t T1it it it i ita b h p= + + + = =-

 Where Y X is a vector 

rates, exchange rates and trade openness (sum of shares of exports and  
i

and it

 
 

differences of the predetermined variable as instruments for their levels  

 The PMG estimation – based error correction model

Y S X1
1

it it ij it j
j

p

i itz d h pD D= + + +- -
=

/  where   S Y X1 1 1it it iti= -- - -

 Where Y Sit-1 is the 
deviation from long-run equilibrium at any period for group i, and  is the 

 captures the 
 

each variable in Xit-1. The short-run responses of the X variables are captured 
by the vector . i

it
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5. Data and obtained results

5.1 The used data

rates, exchange rate (domestic currency per one unit of foreign currency 
 

primary data, the study transfers into the secondary data including variables 

 
 
 

 
 

between them is relatively strong while that of others are moderate and weak. 

0.8 is acceptable. Therefore, the study decides to use these all variables in the 
model.

Table 1

1.0000
0.0062 1.0000
-0.0784 -0.2620*** 1.0000
-0.0277 -0.4286*** 0.6151*** 1.0000

0.2203*** -0.2146*** 0.2168*** 0.2838*** 1.0000
0.1579** 0.3237*** -0.2323*** -0.3827*** -0.0291 1.0000

***, **
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Table 2

Coeff Std Prob

Trade openness

.5439768
-.5242218
.0659019
-.1805911
.049803

-.0888493

.1157549

.1671822

.0512268

.1084886

.0127499

.0262145

0.000***

0.002***

0.200
0.097*

0.000***

0.001***

230

0.167

0.868

***, **, *

Table 3

Variable Obs Mean Std. Dev. Min Max

260 -2.059508 7.774993 -18.586 25.052

domestic currency makes the value of net exports go down. This leads to the 
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imports are more expensive, and on the assumption that the volume of imports 
and exports change little immediately, this causes a depreciation of the current 

between the real exchange rate and trade balance in Malaysia from year 1955 

 Unlike exchange rates, the interest rates are negative correlated with 
 
 

investment, of which large parts come from the imports. Therefore, the current 
account improves.

(i) being export-based economies, 
 

(ii) in order to foster economic growth, open-door policies are implemented  
 

 

 

have to increase budget expenditure in reform of regulations and law, in  
investment of infrastructure,.. to make sure that the process of improvement is 
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Table 4

Trade openness

Coeff
-.1871947
-.2869389
-.0665591
.0400254
-.0107814
.0621968

.0734598

.0826707

.0525984
.089139
.010471
.0184782

0.011***

0.001***

0.207
0.654
0.304

0.001***

230

0.154

0.352

***, **, *

however, turns out different. Most of studies suggest that the relationship  

 

analysis in Table 2 and 4 show a twin divergence (a negative relationship  
 

countries under survey have a high rate of national gross savings. Under any 
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balances is an output shock (which depends on the situation of economy  

 

need to be done.

Table 5 Fisher type unit root tests with lags = 2

Variables

ADF test PP test

Prob > chi2 Prob > chi2

Without trend With trend Without trend With trend

Trade openness

0.1164
0.6932
0.0096
0.4221
0.5176
0.6778

0.0000***

0.0000***

0.0014***

0.5261
0.8134
0.0696
0.0237
0.9732
0.9972

0.0000***

0.0000***

0.0000***

0.0002***

0.1170
0.0000***

0.2173
0.0000***

0.5644
0.0000***

0.0000***

0.0000***

0.0006***

0.2231
0.0000***

0.3010
0.0504**

0.6516
0.0000***

0.0000***

0.0000***

***, **, *
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integrations among variables, the study has to apply the Westerlund tests for 
co-integration between dependent variable and explanatory variables.

Table 6 Westerlund panel co-integration tests

Covariates Gt G Pt P

Trade openness

0.005***

0.183
0.132

0.000***

0.000***

0.005***

0.064*

0.244
0.000***

0.008***

0.000***

0.136
0.572

0.000***

0.002***

0.000***

0.000***

0.021**

0.000***

0.001***

***, **, *

 Table 6 presents Westerlund panel co-integration tests. When four 
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that there exists a co-integration long run relationship in at least one of the 

Table 7

Variables Coeff Std Prob

Trade openness

-.5254826
-.0581743
-.4657986
.2581391
-.2179805

.1882339

.0917862

.1361872

.0631562

.0490428

0.005***

0.526
0.001***

0.000***

0.000***

Cons

-.404786
.3370358
.0592972
-.5705935
-.0659802
.0745332
-26.72671

.0816478

.1148404

.0962435

.2622496

.0243805

.0403979
22.49176

0.000***

0.003***

0.538
0.030**

0.007***

0.065*

0.235

250

-455.9233

***, **, *
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6. Conclusions and policy implications

 
-

 

 The empirical results suggest some policy implications as follows:

rates can improve the current account balance, a depreciation of the domestic 

worse.

 
increasing public expenditure to foster the economic growth and reduce the 

the main driver of the two balances is an output shock which depends on the 
situation of the economy. Therefore, in the context of public debt crisis in 

sustainably.

-
tion techniques, investigations should be carried out for each individual country.
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