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Abstract Under the hegemonic international monetary system, we examine the “exorbi-
tant loss” of China’s international portfolio investment. Based on the imperfect substitutability
between different assets in the United States and China, we set up a DGE model with incom-
plete financial markets, and estimate the effects of the shocks to portfolio structure on
China’s “exorbitant loss” under different scenarios of the hegemony of US dollar. The results
of numerical simulations reveal that China’s substitution away from US bonds to US equities,
could only mitigate the exorbitant loss slightly in the very short run, but would hardly make
any significant improvements on the relative return rate. However, the portfolio preference
deviation from dollar assets leads to the robust reduction of the exorbitant loss. In the future,
China should keep promoting a multi-polar international monetary system and enhancing the
attractiveness of its own assets.
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