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Facts Speak Louder than Words: Reflection and
Prospect on China’s Foreign Exchange Policy

GUAN Tao

(China Finance 40 Forum)

Abstract: From the perspective of the “Impossible Triangle” of foreign exchange policy, this paper
takes results as the guidance, and reviews the policy measures such as exchange rate policy, foreign
exchange reserve intervention and capital flow management in the early stage of China.
Reshaping credibility is the key to the success of exchange rate stability, and the risk of exchange
rate fluctuation should not be underestimated under the pressure of early devaluation. Foreign
exchange reserves are reserved, not saved. Foreign exchange reserves are not guaranteed to be of
scale, but confidence. In the early stage, the management of capital flow is unwilling. The eftect of
capital flow management needs objective evaluation. The conclusions and suggestions include the
advantages and disadvantages of the exchange rate, reserve and management to deal with the
impact of capital flows. The government must prioritize the policy objectives. The key to
achieving the target of foreign exchange policy lies in the trust of the people. The management of
capital flows should be familiar and understanding the rules of the country and on the basis of
compliance with the rules. Capital management should only be used as a temporary means. Once
the market stabilizes, it should be adjusted in time.
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