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Does Currency Internationalization Increase a Country’s Net Foreign Assets:
A Comparative Study Based on Valuation Effects and Current Account
LIU Wei ZHAO Zhihui

(School of Economics and Management , Wuhan University s Wuhan 430072, China)

Abstract : Based on the EWN 11 database sample of 160 countries and regions from 2001 —2016, this
article examines the impact of currency internationalization on the change in net foreign assets. It is
found that firstly, currency internationalization has a significant positive effect on the net foreign as-
sets changes. Specifically, the positive impact of currency internationalization on valuation effect is
greater than the negative impact on current account, leading to the positive impact on a country’s
net foreign assets changes. Secondly, the mechanism test finds that local currency internationaliza-
tion affects net foreign assets changes mainly through the exchange rate, rather than asset prices.
Finally, the heterogeneity analysis shows that in countries with a higher degree of currency interna-
tionalization in the function of unit of account, countries with a larger economy and developing
countries, domestic currency internationalization is more likely to increase net foreign assets. From
the perspective of valuation effect, this paper provides policy suggestions for Chinese RMB interna-
tionalization decision-making and external asset management: As a developing country, China
should properly promote the process of RMB internationalization, and increase the "invisible" net
foreign assets through positive valuation effect.
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