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Abstract: This paper extends the standard approach of intertemporal modelling of
current account by incorporating the rule of thumb behaviour of the individuals.
The research first tests the standard model for India. The standard model is
successful in explaining the movements in current account for India. The extended
model highlights the myopic nature of individuals in terms of consumption
spending, focusing more on present consumption. This extended model is
considered a better fit than the standard model in case of India.

Keywords: Intertemporal Current Account, Permanent Income Hypothesis,
Consumption Smoothing

JEL Classification Number: E21, F32, F41



