Online Appendix
Table A1: Empirical Literature of Dornbusch (1976) Model
	Study
	Currency Pair
	Time-period
	Independent Variables Considered
	Estimation Method
	Significant Variables

	(Hooper and Morton, 1982)
	DEM/USD
	Quarterly, 1973-1978
	,
	Ordinary Least Squares (OLS)
	All except risk-adjusted relative interest rate

	(Frankel, 1979)
	Multiple (DEM, GBP, FRF, JPY, CAD) / USD
	Monthly, 1974-1981
	,
	OLS
	Risk-adjusted relative interest rate (for Germany, France, Japan)

	(Driskill et al., 1992)
	CHF/USD
	Quarterly, 1976-1987
	,
	Maximum Likelihood
	All except risk-adjusted relative interest rate

	(Nieh and Wang, 2005)
	TWD/USD
	Monthly, 1986-2003
	,
	Maximum Likelihood Cointegration, ARDL Bound Test
	All except risk-adjusted relative interest rate

	(Bhattacharyya and Deb, 2024a)
	INR/USD
	Quarterly, 1996-2019
	,
	ARDL-ECM Model
	All except the relative inflation rate and turnover in the foreign exchange market (in the short-run)


Table A2: Summary of Data Sources
	Variable
	Definition
	Source

	
	Indian Rupee/US dollar spot exchange rate
	Handbook of Statistics published by RBI

	
	Money Supply of India (M3) 
	Federal Reserve Economic Data (FRED)

	
	Money Supply of the US (M3)
	 FRED

	
	Gross Domestic Product of India at Current Prices
	 FRED

	
	Gross Domestic Product of the US at Current Prices
	 FRED

	
	Interest Rate, Discount Rate of India
	FRED

	
	Interest Rate, Discount Rate of the US
	FRED

	
	Consumer Price Index of India (Base Year = 2015)
	 FRED

	
	Consumer Price Index of the US (Base Year = 2015)
	 FRED

	
	Turnover in the Foreign Exchange market of India
	Handbook of Statistics published by RBI

	
	Capital control variable of India
	FKRSU dataset prepared by Fernandez et al. (2016).

	
	Volatility Index of the US to represent risk premium () following Goyal (2019)
	Chicago Board Options Exchange (Cboe).


Table A3: Summary Statistics Table
	Statistic
	
	
	
	
	
	
	

	Mean
	50.804
	0.106
	0.015
	-0.489
	-0.259
	695,000,000,000
	0.965

	Median
	46.643
	0.121
	0.014
	-0.460
	2.152
	872,000,000,000
	0.950

	Maximum
	72.044
	0.165
	0.020
	-0.118
	18.908
	1,420,000,000,000
	1.000

	Minimum
	35.779
	0.048
	0.012
	-1.215
	-249.953
	72,800,000,000
	0.950

	Std. Dev.
	10.192
	0.041
	0.002
	0.208
	26.772
	487,000,000,000
	0.023

	Observations
	94
	94
	94
	94
	94
	94
	94


Note: The values of the variable considered for calculating summary statistics have not been transformed with logs or differences. Source: Authors contribution.
Table A4: ADF Test Result
	Variables
	Level
	1st Difference

	
	SC lag
	t-Statistic
	
p value
	SC lag
	t-Statistic
	
p value

	$$
	1
	-2.03
	0.579
	0
	-6.87***
	<0.001

	$$
	2
	-1.25
	0.893
	0
	-7.37***
	<0.001

	$
	1
	-2.28
	0.180
	0
	-6.36***
	<0.001

	$
	0
	-1.48
	0.540
	0
	-8.26***
	<0.001

	$
	0
	-9.58***
	<0.001
	-
	-
	-

	()$$
	0
	-0.86
	0.955
	0
	-9.83***
	<0.001

	)$
	0
	-1.79
	0.385
	0
	-9.49***
	<0.001


Note: $ represents model with intercept but no trend, $$ represents model with intercept and trend. The use of trend is justified by the figures shown in Section V. *** p<0.01, ** p<0.05, * p<0.10. The Schwarz Criterion (SC) or BIC is used for appropriate lag selection in order to conduct the test. Null hypothesis: the variable is non-stationary. Source: Authors’ contribution.

Table A5: Model Selection Criteria
	Threshold Variables
	RSS
	Regimes

	
	0.005065*
	2

	
	0.006107
	2

	
	0.005504
	2

	
	0.007890
	1

	
	0.005591
	2

	
	0.005487
	2

	
	0.005973
	2

	
	0.007890
	1

	
	0.007890
	1


Note: * represent the model with minimum RSS. Source: Authors’ contribution.

Figure A1: India/US Exchange Rate
[image: ] 
Source: Authors’ Contribution

Figure A2: CUSUMSQ Test for Model Stability
[image: ]
Source: Authors’ contribution.
Table A6: Breusch-Godfrey LM Test for Autocorrelation
	Lags
	F-statistic
	p-value of F statistic
	p-value of chi-square

	1
	1.538
	0.219
	0.174

	2
	0.847
	0.433
	0.357


Note: Null hypothesis: There is no autocorrelation upto lag 2. *** Indicates significance at 1% level, ** indicates significance at 5% level and * indicates significance at 10% level. Source: Authors’ contribution.

Table A7: White Heteroscedasticity Test
	F-statistic
	p-value of F statistic
	p-value of chi-square

	1.256
	0.2534
	0.3085


Note: Null hypothesis: Homoscedasticity. *** Indicates significance at 1% level, ** indicates significance at 5% level and * indicates significance at 10% level. Source: Authors’ contribution.
Table A8: Ramsey RESET Test
	
	Value
	p-value

	t-statistic
	0.274
	0.785

	F-statistic
	0.075
	0.785

	Likelihood ratio
	0.092
	0.762


Note: Null hypothesis: There is no specification error. *** Indicates significance at 1% level, ** indicates significance at 5% level and * indicates significance at 10% level. Source: Authors’ contribution.
Table A9: Comparing Forecasting Accuracy Metrics
	RWM

	Error Metrics
	Forecast Horizons

	
	6-months
	1-year
	2-years

	MSE
	0.0009
	0.0044
	0.0052

	MAE
	0.0222
	0.0552
	0.0662

	RMSE
	0.0305
	0.0665
	0.0722

	Modified Dornbusch (1976) Model

	Error Metrics
	Forecast Horizons

	
	6-months
	1-year
	2-years

	MSE
	<0.0001#
	<0.0001#
	<0.0001#

	MAE
	0.0068#
	0.0042#
	0.0052#

	RMSE
	0.0074#
	0.0053#
	0.0064#


Note: # represents the lowest RMSE. Source: Authors’ Contribution
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