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		Abstract

		To study the joint decision of holding sovereign debt and reserves, we construct a stochastic dynamic equilibrium model that incorporates willingness-to-pay incentive problems. In this setup, debt and assets are not perfect substitutes, as reserves can be used even after a country has defaulted. We calibrate the model to a sample of emerging markets. We obtain that the reserve accumulation does not play a quantitatively important role in this model. In fact, the optimal policy is not to hold reserves at all. This finding is robust to considering interest rate shocks, sudden stops, contingent reserves and reserve dependent output costs. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
	

	
    

    
	

	
	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	






	
		Suggested Citation:
		Suggested Citation
	

	
		
			Alfaro,  Laura and Kanczuk,  Fabio, Optimal Reserve Management and Sovereign Debt (July 2007). NBER Working Paper No. w13216,  Available at SSRN: https://ssrn.com/abstract=998001
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Laura Alfaro (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Harvard University  ( email )

			

			
			
				
				
				
					Cambridge, MA  02138
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Fabio Kanczuk

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				University of SÃ£o Paulo (USP) - Department of Economics  ( email )

			

			
			
				
				
				
					Av. Prof. Luciano Gualberto 908
Sao Paulo SP, 05508-900
Brazil
011-55-11-818-5915 (Phone)
011-55-11-3661-7333 (Fax)

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				       48

			

		
		
		
			Abstract Views

			      688

		

		
		
	


	
		
            
            	       19 Citations
		

	

	
		
			
				       36 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    NBER Working Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                NBER Working Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                           12,243

                                    

                                    
                                        PAPERS

                                           32,681

                                    

                                

                                
                            

                        

                    

                
	
                    International Finance eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                International Finance eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              984

                                    

                                    
                                        PAPERS

                                           24,643

                                    

                                

                                
                            

                        

                    

                


        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Holding International Reserves in an Era of High Capital Mobility

                        
                            By
                                
                                
                                    
                                    Robert P. Flood
                                     and 
                                
                                    
                                    Nancy Peregrim Marion
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        International Reserves: Precautionary Versus Mercantilist Views, Theory and Evidence

                        
                            By
                                
                                
                                    
                                    Joshua Aizenman
                                     and 
                                
                                    
                                    Jaewoo Lee
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        International Reserves: Precautionary Versus Mercantilist Views, Theory and Evidence

                        
                            By
                                
                                
                                    
                                    Joshua Aizenman
                                     and 
                                
                                    
                                    Jaewoo Lee
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Seigniorage and Political Instability

                            
                                By
                                    
                                    
                                        
                                        Alex Cukierman, 
                                        
                                    
                                        
                                        Sebastian Edwards, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            International Reserves: Precautionary vs. Mercantilist Views, Theory and Evidence

                            
                                By
                                    
                                    
                                        
                                        Joshua Aizenman
                                         and 
                                    
                                        
                                        Jaewoo Lee
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The High Demand for International Reserves in the Far East: What's Going on?

                            
                                By
                                    
                                    
                                        
                                        Joshua Aizenman
                                         and 
                                    
                                        
                                        Nancy Peregrim Marion
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The High Demand for International Reserves in the Far East: What's Going on?

                            
                                By
                                    
                                    
                                        
                                        Joshua Aizenman
                                         and 
                                    
                                        
                                        Nancy Peregrim Marion
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Optimal Level of International Reserves for Emerging Market Countries: Formulas and Applications

                            
                                By
                                    
                                    
                                        
                                        Olivier Jeanne
                                         and 
                                    
                                        
                                        Romain G. RanciÃ¨re
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Social Cost of Foreign Exchange Reserves

                            
                                By
                                    
                                    
                                        
                                        Dani Rodrik
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Social Cost of Foreign Exchange Reserves

                            
                                By
                                    
                                    
                                        
                                        Dani Rodrik
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
			
				
			
			
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l200 in   0.093 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	

