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The Current Account Surplus and the Budget Deficit in the Global Market:
Cyclical and Categorical analysis
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We investigate whether cyclicality affects the relationship between the
current account (CA) and government expenditures based on a sample of 51 countries. Our findings
indicate that a negative impact on the CA due to aggregate government spending is only visible in
countercyclical economies, suggesting the importance of cyclicality in explaining the dynamics of
the present value model. However, due to substantial heterogeneity, cyclicality is insufficient for
explaining the link between disaggregate fiscal policy and the CA. A time-series approach shows that

subsidies play a significant role in the CA of some countries and that property income is a major
CA determinant in countries with large external debts. Conversely, the largest components of public
sp?nding (compensation of employees, intermediate consumption, and social benefits) play a minor
role.
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