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China’ s Policy Configuration and Its Macroeconomic Influence on the Context of Trilemma

Yang Yanlin
( School of Economics and Commerce South China University of Technology)

Abstract: By conducting trilemma index this paper examines how China’ s policy configuration affects its macroeconomic
performance. The paper finds that China peruses great exchange rate stability and monetary independence but ignores financial
openness. Greater monetary independence is associated with lower output volatility while greater exchange rate stability implies greater
output volatility which can be mitigated since china holds a mass international reserve. Meanwhile financial openness has a positive
effect in lowing output volatility. Furthermore accumulating international reserve higher than a threshold makes greater exchange rate
stability associated with higher inflation volatility. Greater monetary independence induces a lower level of inflation volatility while
holding a certain level of international reserve mitigates its positive effect. Financial openness increases inflation volatility. The paper
highlights the drawback of perusing excessive exchange rate stability.
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