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An Inter-temporal Equilibrium Analysis of
International Reserve Demand Based on
Output Shock : Perspective of Real Economy

LIU Hong-zhong. ZHOU Yun

(Institute for Financial Studies s Fudan University, Shanghai 200433, China)

Abstract: Compared with the relevant studies, we try to explore the de-
termination of the output-shock-related international reserve demand based
on an inter-temporal equilibrium analysis of the representative agent model.
The main results are as followings: the active reserve is positively related to
the probability and magnitude of the output shock, the relative risk aversion
coefficient, the subjective discount rate of the representative agent and rela-
tive price of international reserves, while negatively related to economic
growth rate. The result of calibrations implies that the initiative internation-
al reserve of China should be 6% of GDP which could only explain 12% of
China’s actual international reserve holdings. So the rampant buildup of Chi-
na’s international reserves in recent years can not be fully explained simply
by smoothing consumption. So China’s government should adopt further ex-
change rate policy, trade policy and other measures to reduce the passive re-
serve directly.

Key words: active reserve; output shock; representative agents; inter-
temporal equilibrium; calibration (%% & )
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