Abstract

Most of the existing literature has used single reserve adequacy measures to evaluate the
volume of excess reserves. In this paper, we employ empirical methods to generate a
comprehensive reserve adequacy measure, incorporating the various objectives of
holding reserves, and compare the actual reserve accumulation experience of various
emerging markets with the prediction of our empirical model. Using this comprehensive
reserve adequacy measure, we calculate the cost of holding excess reserves for India by
looking at three different alternative uses of resources. We find that India is foregoing as
much as 2% of its GDP by accumulating reserves instead of employing resources in
alternative uses.
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