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The concept and determinants of foreign exchange
reserves
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Study summary

Foreign exchange reserves are one of the monetary policy tools
in maintaining the exchange rate, and they are also a source of
insurance for the country's foreign exchange needs to provide for
the import of basic goods. The interest of the countries of the
world in general and developing countries in particular in
possessing foreign exchange reserves has increased since the
1990s, and the main beginning that sparked the interest of
countries in this is the Asian financial crisis to which the global
economies were exposed.

The study then presented the determinants of the size of foreign
exchange reserves, which evolved from traditional models that
focused on the trade-off between alternative opportunities for the
benefits of foreign exchange reserves and the cost of maintaining
them, to modern models that focus on the importance of
confronting the risks of a sudden cessation of capital flows. The
most important determinants that affect the country's demand for
foreign exchange reserves are divided into internal determinants
from within the financial system and external determinants from
outside the financial system.

Keywords

Foreign exchange reserves, monetary policy instruments,
exchange rate, foreign exchange reserve holdings, determinants
of foreign exchange reserve size, internal determinants, external

determinants.
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