VARIABLE-WISE INTERPRETATION GUIDE

1. DEPENDENT VARIABLE
Current Account Balance (cab_gdp)
Definition: External balance of goods, services, income, and transfers as a percentage of GDP.
Interpretation: A positive value indicates a current account surplus (net lender). A negative value indicates a current account deficit (net borrower). In South Asia, the mean current account balance is -3.51% of GDP, indicating persistent deficits.
Economic Meaning: The current account balance reflects a country's net foreign asset position and its competitiveness in international markets. Deficits imply that the country is borrowing from abroad to finance domestic consumption or investment.

2. INDEPENDENT VARIABLES
Fiscal Balance (fiscal_balance_gdp)
Coefficient in M5: 0.132 (insignificant)
Interpretation: A 1 percentage point improvement in fiscal balance (reducing deficit or increasing surplus) is associated with a 0.13 percentage point improvement in current account balance. However, this effect is not statistically significant at conventional levels.
Hypothesis Status: H₁ (Twin Deficit Hypothesis) receives weak/mixed support. Fiscal balance is significant only in M2 (0.73*, p<0.10) and in the Post-GFC robustness check (-0.347**, p<0.05).
Key Finding: The TDH is period-dependent. It holds in the post-GFC period where fiscal balance becomes negative and significant, meaning fiscal improvements reduce current account deficits.

Private Credit (private_credit_gdp)
Coefficient in M5: -0.180 (insignificant)
Interpretation: A 1 percentage point increase in domestic credit to the private sector is associated with a 0.18 percentage point decrease in current account balance. The negative sign suggests that credit expansion may be financing import-intensive activities. However, this effect is not statistically significant.
Economic Meaning: Private credit expansion could support domestic demand, which may increase imports and worsen the current account. However, in South Asia, the effect is weak and not robust.
Hypothesis Status: H₂ₐ (Crowding-out via credit channel) is NOT supported.

Interest Rate (interest_rate)
Coefficient in M5: 0.183 (insignificant)
Interpretation: A 1 percentage point increase in the real interest rate is associated with a 0.18 percentage point improvement in current account balance. Higher interest rates might attract foreign capital, improving the current account through the financial account. However, this effect is not statistically significant.
Economic Meaning: The interest rate channel does not appear to be a strong transmission mechanism in South Asia.
Hypothesis Status: H₂b (Crowding-out via interest rate channel) is NOT supported.

FDI Inflows (fdi_gdp)
Coefficient in M5: 1.141 (insignificant)
Interpretation: A 1 percentage point increase in FDI inflows as a percentage of GDP is associated with a 1.14 percentage point improvement in current account balance. This suggests FDI has a positive but not statistically significant effect in the full sample.
Coefficient in M3: 1.758** (p<0.05) — significant in the capital flow model
Coefficient in R2 (Post-GFC): 2.07** (p<0.05) — significant and larger in magnitude
Key Finding: FDI significantly improves the current account in the post-GFC period and in the capital flow model. The magnitude is substantial – a 1% of GDP increase in FDI improves CAB by about 1.76-2.07 percentage points.
Hypothesis Status: H₅ (FDI improves CAB) is STRONGLY SUPPORTED in certain specifications.
Economic Meaning: Export-oriented FDI enhances productivity, competitiveness, and foreign exchange earnings, thereby improving the current account.

Remittances (remit_gdp)
Coefficient in M5: 0.544** (p<0.05)
Interpretation: A 1 percentage point increase in remittances received as a percentage of GDP is associated with a 0.54 percentage point improvement in current account balance. This effect is statistically significant at the 5% level.
Coefficient in R2 (Post-GFC): 1.41*** (p<0.01) — much larger in the post-GFC period
Key Finding: Remittances are the most stable and robust driver of current account improvement in South Asia. The effect is consistently positive and statistically significant across specifications.
Hypothesis Status: H₄ (Remittances improve CAB) is STRONGLY SUPPORTED.
Economic Meaning: Remittances provide a stable source of foreign currency inflows that finance imports, reduce external vulnerabilities, and support the balance of payments. Unlike other capital flows, remittances are counter-cyclical and less volatile.

Fiscal × FDI Interaction (fiscal_fdi)
Coefficient in M5: 0.481** (p<0.05)
Interpretation: The interaction between fiscal balance and FDI is positive and significant. This means that as FDI inflows increase, the effect of fiscal balance on current account becomes more positive. In other words, FDI amplifies the fiscal-current account link.
Coefficient in R1 (Pre-COVID): 0.450* (p<0.10)
Coefficient in R2 (Post-GFC): 0.275* (p<0.10)
Key Finding: FDI moderates the fiscal-CAB relationship by amplifying the effect. Higher FDI strengthens the positive relationship between fiscal balance and current account.
Hypothesis Status: H₃ₐ (FDI moderation) is PARTIALLY SUPPORTED.
Economic Meaning: FDI not only directly improves the current account but also enhances the effectiveness of fiscal policy on external balances. This suggests complementarity between fiscal policy and FDI.

Fiscal × Remittance Interaction (fiscal_remit)
Coefficient in M5: -0.073 (insignificant)
Interpretation: The interaction between fiscal balance and remittances is negative but not statistically significant. This suggests remittances do not systematically moderate the fiscal-current account link.
Hypothesis Status: H₃b (Remittance moderation) is NOT SUPPORTED.
Economic Meaning: Remittances directly improve the current account but do not influence how fiscal policy affects the current account. They serve as a direct stabilizer rather than a moderating factor.

Trade Openness (trade_gdp)
Coefficient in M5: 0.075 (insignificant)
Interpretation: A 1 percentage point increase in trade openness (exports + imports as % of GDP) is associated with a 0.08 percentage point improvement in current account balance. However, this effect is not statistically significant.
Correlation with CAB: -0.588*** (strong negative correlation)
Economic Meaning: More open economies tend to have higher import intensity, which can worsen the current account. The weak coefficient suggests that the positive effects of openness (export growth, competitiveness) may offset the negative import effects.

GDP per Capita (ln_gdp)
Coefficient in M5: 0.070 (insignificant)
Interpretation: A 1% increase in GDP per capita is associated with a 0.07 percentage point improvement in current account balance. However, this effect is not statistically significant.
Correlation with CAB: -0.412*** (strong negative correlation)
Economic Meaning: Richer countries tend to have weaker current account positions in South Asia, possibly due to higher import demand and consumption of foreign goods.

Debt Service (debt_gni)
Coefficient in M5: -0.368 (insignificant)
Interpretation: A 1 percentage point increase in debt service as a percentage of GNI is associated with a 0.37 percentage point decrease in current account balance. The negative sign indicates that higher debt service obligations worsen the current account by increasing external payments.
Correlation with CAB: -0.471*** (strong negative correlation)
Economic Meaning: Debt service payments represent a drain on foreign currency reserves and worsen the current account. South Asian economies with higher debt burdens face greater external vulnerabilities.
Hypothesis Status: Not explicitly hypothesised but confirms that debt pressure weakens external balances.

COVID Dummy (covid)
Coefficient in M5: 2.887* (p<0.10)
Interpretation: The COVID-19 pandemic (2020-2021) is associated with a 2.89 percentage point improvement in current account balance, marginally significant at the 10% level.
Economic Meaning: The positive COVID effect likely reflects the sharp decline in imports during lockdowns, combined with resilient remittance inflows. South Asian economies experienced current account improvements during the pandemic despite economic contraction.
Hypothesis Status: Not explicitly hypothesised but captures crisis-period effects.

 SUMMARY TABLE
	Variable
	Coefficient (M5)
	Significance
	Effect
	Hypothesis Status

	Fiscal Balance
	0.132
	Insignificant
	Weak positive
	H₁: Weak/Mixed

	Private Credit
	-0.180
	Insignificant
	Negative
	H₂ₐ: Not Supported

	Interest Rate
	0.183
	Insignificant
	Positive
	H₂b: Not Supported

	FDI
	1.141
	Insignificant
	Positive
	H₅: Strongly Supported (in M3, R2)

	Remittances
	0.544
	**
	Positive
	H₄: Strongly Supported

	Fiscal × FDI
	0.481
	**
	Amplifies
	H₃ₐ: Partially Supported

	Fiscal × Remittances
	-0.073
	Insignificant
	Weak negative
	H₃b: Not Supported

	Trade Openness
	0.075
	Insignificant
	Positive
	Control

	ln GDP
	0.070
	Insignificant
	Positive
	Control

	Debt Service
	-0.368
	Insignificant
	Negative
	Control

	COVID
	2.887
	*
	Positive
	Crisis effect




KEY INSIGHTS FOR PAPER
1. Capital flows dominate external balance adjustment. Remittances and FDI are the most robust drivers of current account improvement.
2. The crowding-out channel is not confirmed. Fiscal deficits do not significantly affect private credit or interest rates in South Asia.
3. The TDH is period-dependent. It holds only in the post-GFC period, not in the full sample.
4. FDI amplifies the fiscal-CAB link. Higher FDI strengthens the positive effect of fiscal balance on current account.
5. Remittances are the most stable stabiliser. They directly improve CAB without moderating the fiscal effect.
6. COVID improved CAB. The pandemic paradoxically improved current accounts through reduced imports and resilient remittances.


