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In this paper, we empirically study the motivation of
hoarding foreign reserves in Asian emerging market
economies. Selected 18 emerging market countries
using panel regression analysis, we find the foreign
reserves holding is significantly positive to
financial variables. Export growth rate and
devaluation of the degree of exchange rate showed a
significant negative correlation to foreign reserves.
[f considering only eight Asian emerging countries,
the empirical results show that M2 and the degree of
openness to trade are significant positive to foreign
reserves, and the degree of currency misalignment
shows significant negative relationship to foreign
reserves. It means that Asian emerging countries
achieve the purpose of economic growth by means of
devaluation of currency, and foreign reserves 1s
accumulated.

Foreign reserves, Precautionary motivation, emerging
market countries
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Abstract
In this paper, we empirically study the motivation of hoarding foreign reserves in
Asian emerging market economies. Selected 18 emerging market countries using
panel regression analysis, we find the foreign reserves holding is significantly
positive to financial variables. Export growth rate and devaluation of the degree of
exchange rate showed a significant negative correlation to foreign reserves. If
considering only eight Asian emerging countries, the empirical results show that
M2 and the degree of openness to trade are significant positive to foreign reserves,
and the degree of currency misalignment shows significant negative relationship to
foreign reserves. It means that Asian emerging countries achieve the purpose of
economic growth by means of devaluation of currency, and foreign reserves is

accumulated.

Keywords: Foreign reserves, Precautionary motivation, emerging market countries.
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£ R PE [O FRGE 1 U ST SR OT R g D B
SRR BT+ (ERLT SOOIl T o 3 T TS O ok [ -
PSS PSR > TV B BSOS ™ SR e s [
PRSI - @ SR T SR -

AR L OPEEEBEI REEE T

i ls (1) (2) 3) (4)
LPOP 0.14(0.04)** 0.02(0.04) 0.06(0.05) 0.03(0.04)
LGDP 0.06(0.01)** 0.05(0.01)** 0.05(0.01)** 0.04(0.01)**
LIMP 0.08(0.02)** 0.05(0.01)** 0.11(0.02)** 0.05(0.02)**
ERV -0.005(0.00) -0.010.00)**  -0.01(0.00)** -0.01(0.00)**
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(1) (2) 3) (4)

Ll 1980-2008 1980-2008 1980-2008 1980-2008
LPOP 0.16(0.07)** 0.08(0.05) 0.08(0.08) 0.12(0.06)**
LGDP 0.08(0.01)** 0.05(0.01)** 0.06(0.01) ** 0.03(0.01)**
LIMP 0.07(0.03)** 0.01(0.02) 0.07(0.03)** -0.03(0.02)
ERV -0.00(0.00) -0.01(0.00)** -0.00(0.00) -0.01(0.00) **

M2 0.03(0.03) 0.05(0.03)
FIN1 0.16(0.02)** 0.17(0.02) **
FIN2 -0.01(0.01) 0.01(0.01)
TOT 0.14(0.03)** 0.09(0.03) **
EGR -0.03(0.07) 0.22(0.06) **

EE -0.19(0.07)** 0.09(0.06)
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AR 1998-2008 All 1980-1995 All 1998-2008
LPOP 0.39(0.16)** 0.05(0.06) 0.15(0.14)
LGDP 0.07(0.03)** -0.01(0.02) 0.05(0.02)**
LIMP 0.04(0.04) -0.02(0.03) 0.06(0.04)
ERV 0.00(0.00) -0.01(0.00) -0.01(0.00)

M2 0.39(0.07) ** 0.09(0.03)** 0.21(0.06)**
FIN1 0.12(0.02) ** 0.03(0.02) 0.17(0.02)**
FIN2 -0.08(0.02)** 0.06(0.02)** -0.09(0.02)**
TOT 0.22(0.06)** -0.00(0.03) -0.07(0.04)**
EGR 0.04(0.08) 0.12(0.06)** -0.08(0.07)

EE -0.16(0.08) -0.08(0.05) 0.03(0.07)
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