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A positive analysis of demand for international reserves in China

LIU Zherr Biao, ZHU Xiang-Wen, OU Xiarr Bing
(School of Business, Central South University, Changsha 410083, China)

Abstract: The standard of whether or not the international reserve scale of a state is moderate is that the optimal interna-
tional reserve stock and the ability of stabilizing exchange rate when balance of payments deficit appears. It was declared
by the empirical analysis that there is an intrinsic relation between international reserves in China and exchange rate sta-
bility. In a long run, the demand for international reserves in China is mainly decided by such factors as the national in-
come, the average propensity to import, the opportunity cost, the foreign default risk, and the variability in the balance
of payments, etc. In the a short time, the demand for international reserves in China is still affected by monetary policy.
China puts into practice obligatory foreign exchange-selling system, the ability of international reserve stabilizing exchange
rate is lower than in countries without obligatory foreign exchange-selling system. To cancel obligatory foreign exchange-
selling system makes people own foreign exchange, thus it can improve the ability of international reserve in China.

Key words: international reserves; foreign default risk; exchange rate stability; balance of payments
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