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Abstract 
The current account in developed countries is highly persistent and volatile in 
comparison to their output growth. The standard intertemporal current account model 
with rational expectations (RE) fails to explain the observed current account and 
consumption dynamics. The RE model extended with imperfect capital mobility by 
Shibata and Shintani (1998) can account for the consumption dynamics, but only at the 
cost of the explanatory power for the volatility of the current account. This paper replaces 
RE in the intertemporal current account model with sticky information (SI) in which 
consumers are inattentive to shocks to their income. The SI model can better explain a 
persistent and volatile current account than the RE model but it overpredicts the 
persistence of changes in consumption. The SI model extended with imperfect capital 
mobility explains both the current account and consumption, provided that sufficiently 
high degrees of information rigidity and imperfect capital mobility are considered. 
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Table 1: Sample moments of the current account, net output growth, and changes in con-
sumption in rich OECD countries (1980-2013)

Data

Persistence of current account (ρdata
ca ) 0.82

Volatility of current account (V data
ca ) 2.30

Persistence of net output growth (φdata) 0.16

Persistence of consumption growth (ρdata
Δc ) 0.25

Volatility of consumption growth (V data
Δc ) 1.02

Note: Numbers reported are the sample mean of actual moments across 16 OECD countries over 1980-2013.
The selected countries include Australia, Austria, Belgium, Canada, Denmark, Finland, France, Germany,
Iceland, Italy, Japan, the Netherlands, Norway, Sweden, the UK, and the US. In this table, the current
account and changes in consumption are scaled as a percent of the net output.

Table 2: Theoretical predictions of the RE models

The RE model The hybrid RE model

Current account

Persistence ρRE
ca = φ ρHY-RE

ca = φ

Volatility V RE
ca =

|φ|
1 + r − φ

V HY-RE
ca = (1 − λ)V RE

ca

Changes in consumption

Persistence ρRE
Δc = 0 ρHY-RE

Δc = Λφ

Volatility V RE
Δc =

1 + r

1 + r − φ

√
1 − φ2 V HY-RE

Δc

=
√

(1 − λ)2
(
V RE

Δc

)2 + 2λ(1 − λ)
√

1 − φ2V RE
Δc + λ2

Note: The theoretical predictions are made under the assumption that gXt follows the AR(1) process with
μ = 0. In the main text, we assess φ = φdata = 0.16 and r = 0.04. In the persistence of changes in
consumption, Λ is a function of r, φ, and λ, satisfying 0 ≤ Λ ≤ 1. See Appendix A.5 for the detailed
expression for Λ under the hybrid RE model.
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Table 3: Predictions of the RE models (μ �= 0)

RE model Hybrid RE model OECD Data

ρRE
ca V RE

ca ρRE
Δc V RE

Δc ρHY-RE
ca V HY-RE

ca ρHY-RE
Δc V HY-RE

Δc ρdata
ca V data

ca ρdata
Δc V data

Δc

Australia 0.13 0.25 0.00 2.06 0.13 0.00 0.12 1.01 0.44 1.26 0.16 0.95

Austria 0.03 0.07 0.00 1.97 0.03 0.00 0.03 1.02 0.88 1.89 -0.02 0.82

Belgium -0.01 0.01 0.00 1.59 -0.01 0.00 -0.01 1.03 0.78 2.50 -0.29 1.11

Canada 0.30 0.61 0.00 1.98 0.30 0.01 0.30 1.01 0.81 1.52 0.39 0.67

Denmark -0.01 0.02 0.00 1.46 -0.01 0.00 -0.01 1.02 0.94 3.73 0.20 1.21

Finland 0.17 0.37 0.00 2.19 0.17 0.00 0.17 1.01 0.92 2.77 0.34 0.74

France 0.17 0.28 0.00 1.75 0.17 0.00 0.16 1.01 0.93 3.45 0.49 1.01

Germany 0.15 0.36 0.00 2.49 0.15 0.31 0.01 2.27 0.96 2.26 0.11 1.69

Iceland -0.16 0.23 0.00 1.48 -0.16 0.20 -0.02 1.41 0.71 2.32 0.25 0.91

Italy 0.44 1.10 0.00 2.34 0.44 0.05 0.40 1.05 0.68 1.42 0.34 1.15

Japan 0.17 0.37 0.00 2.21 0.17 0.01 0.16 1.04 0.75 0.89 0.01 0.84

Netherlands 0.20 0.42 0.00 2.12 0.20 0.00 0.20 1.01 0.85 2.07 0.74 0.81

Norway 0.17 0.40 0.00 2.35 0.17 0.00 0.17 1.00 0.84 2.48 0.26 0.76

Sweden 0.05 0.09 0.00 1.83 0.05 0.00 0.05 1.01 0.95 2.96 0.12 0.73

United Kingdom 0.43 1.44 0.00 3.17 0.43 0.04 0.39 1.06 0.91 3.76 0.45 1.44

United States 0.37 1.04 0.00 2.71 0.37 0.24 0.20 1.38 0.76 1.47 0.41 1.43

Mean 0.16 0.44 0.00 2.11 0.16 0.06 0.15 1.15 0.82 2.30 0.25 1.02

Note: The moments of the current account and changes in consumption predicted by the RE model (the
left panel), the hybrid RE model (the middle panel), and the actual moments (the right panel). Each panel
reports the persistence of the current account (in the first column), the volatility of the current account
(in the second column), the persistence of changes in consumption (in the third column), and the volatility
of changes in consumption (in the fourth column), respectively. Here, the current account and changes in
consumption are scaled by the net output, and the net output growth is assumed to follow the AR(1) process
with the mean growth rate μdata and persistence of φdata. The mean growth rates of the net output in the
data (μdata) are 1.76, 1.86, 1.47, 1.23, 1.26, 1.80, 1.27, 2.10, 1.66, 1.28, 1.81, 1.66, 1.94, 1.66, 2.00, and 1.81
percent in the order of countries shown in the table. The value of φ used for the predictions can be confirmed
from ρRE

ca in the first column of the left panel because the persistence of the current account is predicted to
equal that of the net output growth in the RE models. In the hybrid RE model shown in the middle panel,
λ is estimated by the Bayesian minimum distance estimator and the reported moments are evaluated at the
posterior mean estimate of λ.

44



Table 4: Predictions of the SI models (μ �= 0)

SI model Hybrid SI model OECD Data

ρSI
ca V SI

ca ρSI
Δc V SI

Δc ρHY -SI
ca V HY -SI

ca ρHY -SI
Δc V HY -SI

Δc ρdata
ca V data

ca ρdata
Δc V data

Δc

Australia 0.67 1.24 0.59 1.07 0.82 1.22 0.43 0.81 0.44 1.26 0.16 0.95

Austria 0.75 2.03 0.74 0.81 0.98 2.03 0.08 0.78 0.88 1.89 -0.02 0.82

Belgium 0.51 0.94 0.52 0.92 1.00 2.65 0.00 0.93 0.78 2.50 -0.29 1.11

Canada 0.85 1.60 0.74 0.83 0.93 1.61 0.51 0.72 0.81 1.52 0.39 0.67

Denmark 0.72 1.49 0.72 0.62 0.87 1.46 0.29 0.59 0.94 3.73 0.20 1.21

Finland 0.83 2.26 0.77 0.85 0.96 2.51 0.32 0.69 0.92 2.77 0.34 0.74

France 0.77 1.38 0.69 0.79 1.00 3.44 0.18 0.87 0.93 3.45 0.49 1.01

Germany 0.68 1.45 0.59 1.29 0.99 2.79 0.17 0.85 0.96 2.26 0.11 1.69

Iceland 0.41 1.09 0.53 0.84 0.93 2.24 0.05 0.55 0.71 2.32 0.25 0.91

Italy 0.87 1.24 0.70 1.05 0.88 1.16 0.67 1.00 0.68 1.42 0.34 1.15

Japan 0.66 1.07 0.55 1.22 0.92 0.96 0.26 0.85 0.75 0.89 0.01 0.84

Netherlands 0.83 2.09 0.76 0.84 0.86 2.03 0.70 0.77 0.85 2.07 0.74 0.81

Norway 0.85 2.67 0.79 0.86 0.97 2.48 0.28 0.73 0.84 2.48 0.26 0.76

Sweden 0.77 1.94 0.75 0.74 0.98 2.93 0.11 0.71 0.95 2.96 0.12 0.73

United Kingdom 0.88 2.07 0.73 1.32 0.88 1.44 0.66 1.19 0.91 3.76 0.45 1.44

United States 0.82 1.31 0.65 1.30 0.83 1.26 0.64 1.24 0.76 1.47 0.41 1.43

Mean 0.74 1.62 0.68 0.96 0.93 2.01 0.33 0.83 0.82 2.30 0.25 1.02

Note: The moments of the current account and changes in consumption predicted by the SI model (the left
panel), the hybrid SI model (the middle panel), and the actual moments (the right panel). In both models,
the parameters are obtained by the Bayesian minimum distance estimator, and the reported moments are
evaluated at the posterior mean estimates of ω and/or λ. We impose the assumption of λ = 0 for the SI
model. The right panel reproduces the right panel of Table 3 to facilitate comparisons between the models
and data. See the footnote of Table 3 for the other details.
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Table 5: Estimates of ω and λ

Hybrid RE model SI model Hybrid SI model

λ 95% CI ω 95% CI ω 95% CI λ 95% CI

Australia 0.99 [0.98, 0.99] 0.58 [0.57, 0.59] 0.76 [0.73, 0.79] 0.46 [0.41, 0.52]

Austria 0.98 [0.97, 0.99] 0.72 [0.71, 0.74] 0.95 [0.95, 0.96] 0.75 [0.72, 0.78]

Belgium 0.95 [0.93, 0.97] 0.51 [0.49, 0.53] 0.97 [0.97, 0.98] 0.92 [0.89, 0.95]

Canada 0.99 [0.98, 0.99] 0.72 [0.71, 0.72] 0.86 [0.84, 0.87] 0.49 [0.45, 0.54]

Denmark 0.95 [0.93, 0.97] 0.71 [0.68, 0.73] 0.85 [0.83, 0.87] 0.42 [0.38, 0.45]

Finland 0.994 [0.991, 0.997] 0.75 [0.74, 0.76] 0.93 [0.91, 0.94] 0.58 [0.54, 0.61]

France 0.98 [0.98, 0.99] 0.67 [0.66, 0.68] 0.97 [0.97, 0.98] 0.86 [0.80, 0.91]

Germany 0.15 [0.10, 0.20] 0.58 [0.56, 0.61] 0.97 [0.97, 0.98] 0.84 [0.78, 0.89]

Iceland 0.15 [0.10, 0.20] 0.52 [0.48, 0.56] 0.92 [0.92, 0.93] 0.47 [0.43, 0.51]

Italy 0.96 [0.94, 0.97] 0.68 [0.67, 0.69] 0.70 [0.69, 0.71] 0.17 [0.11, 0.24]

Japan 0.97 [0.95, 0.98] 0.54 [0.53, 0.55] 0.87 [0.84, 0.89] 0.75 [0.72, 0.79]

Netherlands 0.995 [0.992, 0.997] 0.74 [0.74, 0.75] 0.78 [0.77, 0.80] 0.16 [0.11, 0.21]

Norway 0.998 [0.997, 0.999] 0.78 [0.77, 0.78] 0.94 [0.92, 0.95] 0.65 [0.60, 0.70]

Sweden 0.99 [0.98, 0.99] 0.73 [0.72, 0.75] 0.96 [0.96, 0.96] 0.68 [0.65, 0.70]

United Kingdom 0.97 [0.96, 0.98] 0.72 [0.71, 0.73] 0.72 [0.70, 0.73] 0.31 [0.23, 0.39]

United States 0.76 [0.73, 0.79] 0.63 [0.62, 0.64] 0.65 [0.63, 0.66] 0.10 [0.06, 0.14]

Mean 0.86 - 0.66 - 0.86 - 0.54 -

Note: Each panel reports the posterior mean of the estimated ω and λ along with the 95% credible intervals
of the posterior distribution.
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Table 6: Estimates of the quasi-marginal likelihood

Hybrid RE model SI model Hybrid SI model

Geweke CJ Geweke CJ Geweke CJ

Australia -1484.59 -1483.05 -263.00 -263.01 -235.22 -233.32

Austria -944.99 -942.90 -310.39 -310.40 -44.38 -42.61

Belgium -1247.42 -1245.71 -778.25 -778.25 -207.57 -205.99

Canada -1020.59 -1019.03 -123.49 -123.49 -46.19 -44.33

Denmark -1522.23 -1520.55 -358.00 -358.00 -204.87 -203.07

Finland -1565.05 -1563.49 -120.21 -120.22 -25.18 -23.30

France -1613.40 -1611.82 -260.53 -260.53 -149.01 -147.10

Germany -998.86 -997.27 -354.85 -354.84 -84.18 -82.10

Iceland -716.11 -714.54 -367.65 -367.65 -130.78 -128.99

Italy -346.46 -344.84 -108.66 -108.66 -121.95 -120.28

Japan -1005.82 -1004.19 -275.41 -275.42 -82.51 -80.66

Netherlands -1504.21 -1502.68 -6.96 -6.96 -17.19 -15.36

Norway -2059.11 -2057.55 -217.14 -217.14 -53.79 -51.94

Sweden -2256.33 -2254.76 -491.05 -491.05 -31.00 -29.14

United Kingdom -471.03 -469.40 -116.49 -116.48 -112.78 -112.14

United States -312.78 -311.20 -80.34 -80.35 -102.59 -101.23

Note: Each panel reports the quasi-marginal likelihood (QML) estimates. The left panel, the middle panel,
and the right panel report the QML for the hybrid RE model, the SI model, and the hybrid SI model,
respectively. Each panel reports the QMLs obtained by the modified harmonic mean estimator of Geweke
(1999) (denoted by Geweke) and those obtained by Chib and Jeliazkov’s (2001) estimator (denoted by CJ).
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