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ABSTRACT 

This study aims at evaluating the validity of the “Triple (Current Account, Budget & 

Financial) Deficit Hypothesis (TDH)” the extension of the “Twin Deficit Hypothesis 

(TDH)” for the of South Asian countries i.e., (Bangladesh, India, Pakistan & Sri-Lanka) 

by using the panel data for the era of 2000-2021. First, the stationarity is to be tested of 

the “Current Account Deficit (CAD)”, the “Budget Deficit (BD,)” and the “Financial 

Deficit (FD)”. However, the results show that although other variables are stationary at 

the 1st difference I(1) except one i.e., , the CAD is non-stationary at a level I(0). All 

variables, however, are stationary at the 1st difference. Furthermore, the co-integration test 

indicates that co-integration exists among the series means that long-term association is 

present among the variables. The findings of the “VECM Granger Causality Test” 

demonstrate the existence of a two-way causal link between CAD & BD and between 

CAD and Financial deficit which indicates that the improvement in the current account 

balance (CAB) while the fiscal adjustment is not totally controlled by policy and 

necessitates CAD adjustment, it also demands fiscal austerity. As a result, we can draw 

the conclusion that the "Triple Deficit Hypothesis [TDH]" holds to the South Asian region. 
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1. BACKGROUND OF THE STUDY 

Long-term theoretical and empirical research relating to the link among the BD and the 

CAD. A continually higher CAD is harmful because it transfers money to foreigners and 

burdens next generations (Anoruo & Ramchander, 1998). Although performing a BD is 

not always regarded as useless, a string of sizable BDs is bad for macroeconomic 

performance. Consistent BDs may intensify inflationary pressures in the economy as well 

as raise the state debt and its burden. 

Furthermore, the resources available to private investors are reduced as a result of the 

government's excessive market borrowing, which deters private investment. Due to the 

significant implications, they have for the sustainability of long-term growth, the twin 

deficit hypothesis (TDH), which contends that persistent BD and CADs are caused by 

them, has drawn a lot of attention. Private saving gaps, however, have frequently been 

forgotten as a factor in the development of CAD. When domestic investments exceed from 

the domestic savings and the increasing savings-investment imbalance is financed 

externally, the savings-investment balance, along with the BD, contributes to the 

development of the CAD. This happens because it is no longer necessary to control 

domestic investments at the level of domestic savings. As a result, BB, current account, 

and SIB could all be negative. This condition is referred in the literature as the TDH 

(AKBAŞ et al., 2014). 

In another way link between the BD and the CAD has been the focus of the intensive 

theoretical and the empirical investigation for a long time. Even though there are some 

situations where operating a BD cannot be criticized as being extravagant, macroeconomic 

performance is negatively impacted by a succession of large BD. Excessive market 

borrowing by the government also depletes resources available to private investors, which 

discourages private investment. It is no longer necessary to limit domestic investments to 

the level of local savings due to the global liberalization of capital flows. The savings-

investment balance, along with the BD, contributes to the development of the CAD when 

domestic investments exceed from the domestic savings and the expanding savings-

investment gap is funded by the external sources. The CAB, SI balance, and the BB of a 

nation may all will be negative as a result. The literature refers to this circumstance as a 

TDH. 

The situation is severe since the region's long history of poor economic management has 

resulted in macroeconomic imbalances, such as high BD and CAD. Given the tremendous 

responsibility associated with economic growth, there aren't many resources available in 

the area to conduct fiscal operations. Additionally, it can be difficult to resist political 

pressures for public spending, particularly for current subsidies that are ineffectively 

targeted and costly, which leads to BDs that are structurally entrenched. As a result, the 

possibility that there is a relationship between the two deficits becomes significantly given 

their large sizes. 

From a theoretical and empirical perspective, the emphasis has remained on the connection 

between CAD and BD. Continually raising the CAD is associated with wealth transfer to 

foreigners whose burden shifted to the future generation (Anoruo et al., 1998). The rising 

BD is unfavorable for the performance of the economy, it may boost the inflationary 

pressure. Additionally, unnecessary borrowing of government from the market might 

reduce the availability of resources to the private sector which reduces private investment. 
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Due to the serious implications of the CAD and BD associated with long-term 

development, the causality has been analyzed between BD and CAD intensively but the 

saving-investment gap has often been ignored in previous studies (Akbas et al., 2016). 

Due to the worldwide liberalization of capital, the domestic investment made by domestic 

savings that is limited in amount. Then most of the domestic investment done through 

foreign loans may raise the FD, CAD, and BD as well. This shows that there is a triple 

deficit—a deficit in all three balances—savings-investment, current account, and budget. 

Besides, the validity of the "Ricardian Equivalence hypothesis (REH)" and the "Keynesian 

hypothesis" was the focus of earlier studies that investigated the relationship between the 

BD, CAD, and FD. According to "Ricardian Equivalence (RE) theory," the primary 

concept is that BD and CAD do not promote to one another, while Keynesian economics 

has the opposite position. For a panel of the four South Asian economies i.e., India, 

Pakistan, Bangladesh, and Sri Lanka for the period 2000–2021, the current study seeks to 

determine the validity of the "Triple Deficit Hypothesis (TDH)." This study is first in its 

nature that used the most recent data to assess the TDH by employing novel technique i.e., 

VECM. 

2. LITERATURE REVIEW 

In the existing literature, the various studies have analyzed the BD, CAD, and the fiscal 

deficit. For this purpose, different studies have used different econometric methodologies 

in the case of single-country analysis and different groups of countries. Here we divide the 

literature of current study into 2 sections. In the 1st section, we discussed the literature on 

South Asian countries while in the next section we discussed the literature on the countries 

other than South Asian economies. 

2.1 Literature Review on South Asian Countries 

In the existing literature, Saeed et al. (2012) examine the TDH for Pakistan by using the 

annual dataset. This study employs the Granger Causality and Johansen Maximum 

Likelihood approach for analysis purposes. Kulkarni et al. (2001) examined the twin 

deficit hypothesis by taking almost similar economies and Pakistan, India, and Mexico in 

the duration (1969-1996) when these all countries adopt similar expansionary fiscal 

policies and all countries under observation faced the trade deficit of various magnitudes 

throughout this time. They argued on the basis of the analysis that there is slight or no 

confirmation of the TD in these countries. Nayab (2015) has examined the impact of the 

BD on Pakistan's GDP using information from the years 1976 to 2007. The findings show 

that the impact of the BD on the productivity expansion is not statistically significant at 

all. 

2.2 Literature Review on other than South Asian Countries 

The BD caused to TDH because the increasing BD gives rise to the interest rates which 

increase the exchange rate hence further (Saysombath et al., 2013). Likewise, Evren et al. 

(2016) have checked the that whether the “TDH” is valid for Turkish Economy. The 

findings indicate that long-run co-integration exists among BD, and the CAD, and FD. 

Furthermore, in the long run both FD and the BD spur to the CAD. Toda-Yamamoto have 

used the Casual methodology and established the bi-directional causal association among 

BD & CAD, BD & the FD and CAD and FD. The “TDH” is valid in the case of Kenya 

which is analyzed by using the different econometric methodologies i.e. the “Toda-
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Yamamoto’s Granger Causality approach”, “Johansen Co-integration Approach” and the 

VAR Methodology” (Njoroge et al., 2014).  

 Jayaraman et al. (2009) examine the TDH for the group of 6 Pacific Island countries. 

However, the findings indicate that both BD and CAD caused each other which is not 

probably unusual criteria for these countries that totally depend on the export-based 

incomes. While this study in long-run gives evidence of the absence of the casual link 

between the CAD and the BD. Another study has given evidence of the TD in case of the 

Argentina means both BD and CAD cause each other using the quarterly data (Brian, 

2011). In the same way, Alkswani (2000) examined the link between the CAD and the BD 

and found the long-run relationship between these two deficits the FD causes a CAD. 

In another study, the researchers found that there is weak evidence of the uni-directional 

causal association moving from the BD to CAD in case of Lebanon. The twin deficit can 

be effectively managed through sustainable growth, for example, sound demand and 

supply policies and a stable political and social environment (Saleh, 2006). Even though 

there are several studies on the twin deficit while rare on the triple deficit concept, but it 

is clear it is too difficult to refute these types of deficits. Furthermore, in order to build a 

clear understanding, there is a need to attempt the analysis. Moreover, instead of reducing 

the size of the budget deficit exchange rate intervention has been highly effective to reduce 

the trade deficit (Abell, 1990). To provide feedback to the policymakers about the twin 

deficit  Erdoğan et al. (2014) give empirical evidence in the case of Turkey.  

Reed et al. (2019) in their study examine the fluctuations between the BD, government 

debt, and CAD for Iran in the era from 1974-2015. They estimate the model by using 

Variance Decomposition and the VAR model with Impulse Functions. The finding 

confirms the long-run association among these variables. Awe et al. (2012) Check the 

hypothesis for Nigerian economy. The empirics of VECM show that the one-way causality 

is running from BD towards inflation which implies that BD affects inflation in both ways 

i.e. directly and indirectly through rising in the money supply (MS). Another view is that 

inflation also reduces value of the expenditures in the next round (Piontkivsky et al., 2001). 

A continuous rise in the general price level is known as inflation (Saeidi et al., 1995). 

Bonato (2007) determined that in the short-term the money growth leads to the inflation. 

Monjazeb (2006) argued that the impact of inflation as a nominal variable is unbiased on 

the production while in the short-run the money growth certainly affects inflation. 

In the United States, Abell (1990) finds that the BD indirectly affects the trade deficit using 

a VAR model for the years 1979 to 1985. The core set of relationships comprises a chain 

of events that starts with BD and ends with trade deficits. It also includes links between 

BD and foreign capital inflows, currency rate appreciation, and higher interest rates. later, 

Tang (2015) found that the BD affects CAD through the i-rate channel for the US 

economy. Moreover, by applying Toda Yamamoto causality, Lau et al. (2003) support a 

modified version of  the Abell's (1990) causal link by finding that BDs worsen current 

account in Thailand both directly and indirectly. Osoro et al. (2014) reported that a 

worsening current account slows economic growth (Kouassi et al., 2004).  

When economies are open, exchange rates are flexible, output exceeds debt are more than 

90 percent of the GDP. For Turkey between the years of 1987 and 2005, Acaravci et al. 

(2008) investigated the general applicability of TDH. This empirical study refutes the REH 

and backs the Keynesian hypothesis that BD and current account imbalances are related 
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over the long term. Additionally, according to the empirical findings, the BD leads to the 

CAD in terms of causality. For Turkey between 1975 and 2010, Akinci et al. (2012) found 

the long-term association between the three deficiencies using the bounds test approach 

and demonstrated that saving and BDs had both a long-term and short-term positive effect 

on CAD.  

The twin and triple deficits hypotheses were tested by Şen et al. (2016) check the TDH by 

employing bootstrap panel Granger causality analysis. Furthermore, Vamvoukas (2000) 

confirmed that BD, inflation rate, and the money demand in the economy of Greece are 

positively related to each other. The empirical findings of Saleh and Harvie (2005) support 

the Keynzian view about BD that the BD may become the cause of inflation because of 

increasing MS and shortfall in the national income. Boariu and Bilan (2007) discuss that 

the economy will have to face a higher inflation rate if the government tries to reduce its 

BD by enhancing the supply of money. In 10 Asian economies, Van Bon (2014) used 

GMM and PMG methodology and discovered a negative correlation between the two 

deficits. The reason why panel studies make up a minor portion of the literature, even 

though the TDH has generated a large amount of work based on country-specific studies 

Shastri (2019). In their study Basu et al. (2005) checked the TDH. Additionally, they 

discovered no long-term correlation between the BD and the S-Y ratio, disproving REH. 

These results indicated that India's substantial FD maintained by a concurrent and 

independent growth in the savings ratio.  

Makochekanwa (2008) survey related to the Zimbabwe economy shows a positive 

relationship between inflation and BD which is based on the rise in the monetary base. 

Gherghina et al. (2010) compare the members of the European Union with the Romanian 

economy and found a reduction in the BD which reduces the inflation level. Nayab (2015) 

found that there the impact of the BD is not statistically significant on economic growth. 

Awe et al. (2012) Check the hypothesis that in the Nigerian economy. The empirics of 

VECM show that the one-way causality is running from BD towards inflation which 

implies that BD affects inflation in both ways i.e. directly and indirectly through rising in 

the money supply (MS). Reed et al. (2019) estimated the model by using Variance 

Decomposition and the VAR model with Impulse Functions to check the twin DH. 

After the comprehensive review of the literature, which has discussed the validity of the 

TDH and the graphical comparison of the TDH as well. We have also used the newly 

developed econometric methodology i.e., the VECM Granger Causality methodology to 

check the direction of the causal link among the CAD, FD, and BD for the South Asia.  

 

3. DATA AND METHODOLOGY 

The theoretical basis for the association between CAD and BD have represented by the 

national income equations (AKBAŞ et al., 2014). Furthermore, the relationship among the 

three aspects i.e CAD, FD, and BD given in below equation 

         𝑌 = 𝐶 + 𝐼 + 𝐺 + (𝑋 − 𝑀) = 𝐶 + 𝑆 + 𝑇                                                                 (1) 

Where, Y indicates the economy’s national income, C is written for the consumption 

expenditures, I represent the investment expenditures, G shows the government 

expenditures, M is for the imports and X for the exports of goods and services, T stands 
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for the tax and S for the savings. Equation (1) shows that both injections and leakages are 

equal. Hence, the other form of the equation number 1 can be as: 

         𝐼 + 𝐺 + 𝑋 = 𝑆 + 𝑇 + 𝑀                                                                                          (2) 

From the above equation, the connection between the BD, FD, and CAD can be written in 

the following form: 

(𝑋 − 𝑀) = (𝑆 − 𝐼)
+ (𝑇
− 𝐺)                                                                                                          (3) 

From equation (3), we can say that the “current account balance (CAB)” is equal to the 

sum of the “budget balance (BB)” and the “saving-investment balance (SIB)”. The 

alternate form of equation (3) can be as follows: 

𝐶𝑢𝑟𝑟𝑒𝑛𝑡 𝑎𝑐𝑐𝑜𝑢𝑛𝑡 𝑑𝑒𝑓𝑖𝑐𝑖𝑡 (𝐶𝐴𝐷)
= 𝑆𝑎𝑣𝑖𝑛𝑔𝑠 𝑔𝑎𝑝 (𝐹𝐷) + 𝐵𝑢𝑑𝑔𝑒𝑡 𝑑𝑒𝑓𝑖𝑐𝑖𝑡(𝐵𝐷)               (4) 

Equation (4) gives us the theoretical foundation for our study. 

Furthermore, we can say that equation (4) provides two types of balances i.e., the external 

balance (EB)” plus “internal balance (IB)” of the economy FD plus BD. The phenomenon 

when both internal and external balances exist then there is no deficit (Eğilmez, 2006). 

Meanwhile, the increasing savings gap since the investments is more than the domestic 

savings give rise to the triple deficit (Szakolczai, 2006). 

𝐶𝐴𝐷𝑖𝑡 = 𝛽0 + 𝛽𝑖𝑡𝐵𝐷𝑖𝑡 + 𝛽2𝑡𝐹𝐷𝑖𝑡 + 휀𝑖𝑡                                                                    (5) 

In equation (5) i= 1……. N displays the country and the t= 1…...T indicates to the time. 

CAD is the current account deficit (exports minus imports % of GDP; BD is the Budget 

Deficit (government revenue minus government expenditures % of GDP) and FD is the 

financial deficit (saving minus investment % of GDP) and εit is the residual term with 0 

mean and the constant variance that is supposed to be normally distributed (sigma square). 

The key objective is to check the validity of the triple deficit hypothesis (TDH) in the case 

of the selected South Asian countries. For this purpose, we have used the balanced panel 

data set and we have taken the data from a secondary source of World Development Bank 

(WDI) and International Financial Statistics. 

3.1 Econometric Methodology 

The analysis in this study is carried out in three phases. First, we run the panel unit root 

tests by employing the prominent methodologies i.e., LLC test, the IPS unit root approach, 

Breitung approach, and the Fisher ADF type methodology. Second, we conduct the panel 

co-integration approach using the Johansen co-integration methodology. Third, we 

perform the VECM approach 

3.2 VECM Granger Causality Approach 

We used the panel VECM test proposed by Engle et al. (1987) to examine the causal 

association among the variables i.e CAD, BD, and FD. Firstly, we estimate the long-term 

model to find the residuals by adopting the two-step procedure. 

𝑙𝑛𝐶𝐴𝐷𝑖𝑡 = 𝛼𝑖𝑡 + 𝛿𝑖𝑡 + 𝛾1𝑖𝐹𝐷𝑖𝑡 + 𝛾2𝑖𝐵𝐷𝑖𝑡

+ 휀𝑖𝑡                                                                                      (3.3) 

When the co-integration exists among the variables, it shows the long-term association 

among the variables; moreover, causality is present among the variables in at least the one 

direction (Engle et al., 1987; Oxley et al., 1998).  



 

 

 

 

 

 

 

 

Testing the Validity of the Triple Deficit Hypothesis [TDH]                                                     22 

 

 
 
 
 
 
 
 

[

∆𝐶𝐴𝐷𝑖𝑡

∆𝐵𝐷𝑖𝑡

∆𝐹𝐷𝑖𝑡

] = [

𝛼1

𝛼2
𝛼3

] + ∑ [

𝛽11𝑝 𝛽12𝑝 𝛽13𝑝

𝛽21𝑝 𝛽22𝑝 𝛽23𝑝

𝛽31𝑝 𝛽32𝑝 𝛽33𝑝

]
𝑟

𝑝=1
   × [

∆𝐶𝐴𝐷𝑖𝑡−𝑝

∆𝐵𝐷𝑖𝑡−𝑝

∆𝐹𝐷𝑖𝑡−𝑝

] + [

𝜆1

𝜆2

𝜆3

] (𝐸𝐶𝑇𝑖𝑡−1)

+ [

휀1𝑖𝑡

휀2𝑖𝑡
휀3𝑖𝑡

] 

The panel VECM is specified as above (Belloumi, 2009; Pao et al., 2011). where Δ 

indicates the first difference; αi is the representation of the constant term; 𝜆  is the 

parameter; where the t=1,…., T represents to the time period where i=1,……, N indicates 

to the country or individuals; ECT-1 indicates to the error term having one lag and obtained 

from the long-term co-integrating association while εit is the representation of the error 

term which is supposed to be serially uncorrelated. The optimal lag length is selected in 

each equation through AIC & HQ criteria (Pao et al., 2011). 

 

4. FINDINGS OF THE STUDY 

In this section, we have used different econometric methodologies to check the association 

between CAD, BD, and FD. We divide this chapter into four sections: first, we analyze 

the fluctuations in the CAD, the BD, and the FD and make comparisons through graphs 

across countries of the South Asian Region which is given in Appendix B. Using the 

various Unit-root tests, including LLC, Fisher ADF, Breitung, and the IPS Unit-root 

technique, we check the stationarity of the series in the 2nd section. To determine if there 

is a long-term link between the variables or not, we perform the Johansen co-integration 

test in the third step. The VECM Granger causality technique is used in the final stage to 

explore the way of the causal link, which can either be uni- or bi-directional. 

4.1 Cross-sectional dependence (CD) and the unit root tests 
The CD approach output is displayed in Table 4.1. Moreover, the BP-LM and PLM test 

acknowledge that cross-sectional dependence is present while depending on the PCD test 

results we can also acknowledge the null hypothesis that cross-section dependence exists. 

Finally, we can conclude that cross-sectional dependence is present between the countries 

under consideration. 

Table 3.1: CD test results 

Test Statistic Probability 

BP-LM Approach 61.10253 0.0000 

PLM Approach 10.86032 0.0000 

PCD Approach -0.074399 0.8125 

 

After the cross-sectional dependence analysis, we have checked the stationarity  
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Table 3.2: Results of the panel unit root test for the South Asian countries:  
Methods LLC Fisher ADF Breitung IPS LLC Fisher ADF Breitung IPS 

Overall countries 

Variables Level 1st difference 

CAD -3.610 1.1641 -1.0135 -1.091 -3.631 14.492 -4.567 -4.230 

(0.21) (0.122) (0.155) (0.137) (0.00) (0.00) (0.00) (0.00) 

BD -3.245 1.204 -2.988 -1.44 -5.845 16.511 -5.026 -4.249 

(0.00) (0.00) (0.00) (0.07) (0.00) (0.00) (0.00) (0.00) 

FD -0.866 0.807 -1.037 -0.658 -2.911 17.728 -4.018 -4.378 

(0.00) (0.21) (0.15) (0.26) (0.00) (0.00) (0.00) (0.00) 

Note: The P-values that are corresponding to the values in the parenthesis. CAD for Deficit 

in Current Accounts: FD for Fiscal Deficit, BD for Budget Deficit Here, the symbols ***, 

**, * denote significance at 1percent (P less from 0.01), 5 percent (P less from 0.05), and 

10 percent (P less from 0.1). 

 

However, the output of the various "Panel Unit-Root" methodologies that we run at the 

level and the 1st difference are listed in the previous table. We used the "Panel Unit Root 

Methodology" in this study, which includes the "Levin-Lin-Chu (LLC)", "Fisher-ADF," 

"Breitung," and "IM-Pesaran-Shin (IPS)" Unit Root methodologies. The series is also 

stationary according to the alternative hypothesis (Ho), however it is non-stationary under 

the null hypothesis (H1).  In most cases, the 5% level of significance is used to compare 

the probabilities. However, if the P-value is more than 5%, the possibility that all variables, 

are stationary at level and the 1st difference 

 

Table 3.3 Johansen Co-integration Results 

“Unrestricted Cointegration Rank Test” (Trace) 

Hypothesized Number of 

CE(s) 

Eigenvalue Trace Statistic P-value 

None  0.156915  21.68480*** (0.0126) 

At most one  0.114891  9.224611*** (0.0021) 

At most two  0.004311  0.315375** (0.0352) 

“Unrestricted Cointegration Rank Test” (Maximum Eigenvalue) 

Hypothesized No of CE(s) Eigenvalue 

Max-Eigen 

Statistic 

P-Value 

None  0.156915  12.46019* (0.0791) 

At most one  0.114891  8.909236** (0.0231) 

At most two  0.004311  0.315375 (0.2310) 
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Note: The values in the parenthesis are the corresponding P-values. Here, ***, **, *, 

indicates significance at 1 percent (P<0.01), at 5 percent (p<0.05) and at the 10 percent 

(p<0.1). 

Likewise, the output of the "Johansen Co-integration” Methodology, which are displayed 

in the Table 3.3, show that the variables are linked over the long term. Since more results 

support that co-integration exists among the series. To investigate the direction of the 

causal relationship between the variables in this phenomenon, we can use the "VECM 

Granger Causality Methodology. 

Table 3.4 Outcomes of VECM Granger causality approach for South Asia 

Short-run Causality Long-run Causality 

 ΔCDA ΔBD ΔFD ECT 

ΔCDA  1.58053** 

 

0.90926** -0.0092* 

 (0.0321) (0.023) (0.07) 

ΔBD 0.87937*  0.81721*** -0.0006 

(0.075)  (0.0126) (0.89) 

ΔFD 0.74327*** 3.18207***  -0.379*** 

(0.0016) (0.002)  (0.00) 

Note: The P-values that are corresponding to the values in the parenthesis. CAD for Deficit 

in Current Accounts: FD for Fiscal Deficit, BD for Budget Deficit Here, the symbols ***, 

**, * denote significance at 1% (P less than 0.01), 5% (P less than 0.05), and 10% (P less 

than 0.1). 

 

The "VECM Granger Causality" result states that there is a two-way causal relationship 

between the CAD and the BD, which implies that as the CAD rises, the BD will likewise 

rise and vice versa. There is also a relationship between the CAD and the FD. As a result, 

this implies that all variables interact, supporting the "Triple Deficit Hypothesis (TDH)" 

for South Asian nations. 

 

5. CONCLUSION AND POLICY RECOMENDATOIONS  

An empirical study needs to manage its data carefully in order to get results that are near 

to being authentic because using the wrong statistic would produce misleading data. 

Descriptive analysis, which enables the researcher to acquire data, includes measures like 

the Obs., mean, median, minimum, maximum, and St.de. If the data set is handled 

carefully and consistently, a success of the entire population based on the findings of the 

sampling. 

In the next section, we examine the correlation among the variables for the era of 2000-

2021 for South Asian countries which is given in the appendix. After this, we check the 

fluctuations in the CAD, BD, and the FD of each country for the South Asian region. After 

individual analysis of the fluctuations, we make a comparison of all countries of each 

aspect of deficit i.e. CAD, the BD, and the FD which is given in the Appendix.   

After this, we apply the Panel Unit Root approach, at the level, and at the 1st difference i.e 

“the Levin-Lin-Chu (LLC)”, “the Fisher-ADF”, “the IM-Pesaran-Shin (IPS)”, and the 

“Breitung” Unit Root methodologies. The Ho states that all the variables are stationary at 
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the level I(0) with the exception of CAD, which is I(1), as well as the probabilities are 

normally compared at the 5 percent level of significance. However, in this scenario, the 

null hypothesis cannot be rejected because the P-value is greater than 5%. (1). After this, 

we conduct the Johansen co-integration methodology which indicates that long-term 

association is present among the variables. Because more results support that co-

integration exists among the series. Hence, in these phenomena, we can apply the VECM 

technique to check either causality association. 

Finally, the outcomes of the VECM approach reveal that in South Asian countries, The 

CAD and the BD have a causal relationship that is bi-directional, meaning that as the CAD 

rises, the BD will also rise and vice versa. Additionally, the FD and CAD also lead to this 

situation. Moreover, it can be concluded that the "Triple Deficit Hypothesis (TDH)" is thus 

supported in the context of the South Asian countries by this, which implies that all 

variables have an impact on one another. Based on our empirical results, we can suggest 

that policymakers introduce such types of policies that increase the saving, exports, and 

government revenues that sustain the growth level and reduce deficits. 
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Appendix 

A1. Description of the Variables 

Variables Notations Unit 

Current Account 

Deficit 

CAD Exports minus Imports (% of GDP) 

Budget Deficit BD Government Revenue minus Government 

Expenditures (% of the GDP) 

Financial Deficit FD Savings minus Investments (% of GDP) 

 

A2. Descriptive Statistics 

Since an unsuitable statistic will give us misleading results, a thorough organization of a 

data is necessary for the empirical study to get results that are close to being authentic. 

Measures like the Obs., mean, median, minimum, maximum, and St.de are all included in 

descriptive analysis that enables the researcher to gather data. An achievement of the entire 

population based on the sampling results if the data set is handled precisely and 

consistently. 

 

 

 



 

 

 

 

 

 

 

 

Testing the Validity of the Triple Deficit Hypothesis [TDH]                                                     28 

 

 
 
 
 
 
 
 

A2.1 Descriptive Statistics of South Asian Countries Data 

Variable

s 

Obs Mean Max. Min. Stdev. Jarque-

Bera 

Prob. 

South Asia 

CAD    84 5.8969

5 

13.68607 0.09039 3.05308

5 

0.347*** (0.00) 

BD    84 2.7396

72 

5.917093 0.01818

8 

1.50140

6 

    

3.193*** 

(0.00) 

FD 84 5.7971

40 

13.68609 0.09039

6 

3.09642

2 

0.3608*** (0.00) 

Note: The P-values that are corresponding to the values in the parenthesis. CAD for Deficit 

in Current Accounts: FD for Fiscal Deficit, BD for Budget Deficit Here, the symbols ***, 

**, * denote significance  

 

A3. Correlation results 

The correlation among the variables for the era of 2000-2021 for South Asian countries, 

current account deficit (exports minus imports % of GDP; Budget Deficit (government 

revenue minus government expenditures % of GDP) and Financial Deficit (saving minus 

investment % of GDP). The correlation among variables is given below. 

 

A3.1Correlation among variables 

 CAD BD FD 

CAD 1   

BD 0.23958 1  

FD 0.4571 0.25984 1 

 


