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Abstract: In 2024, the People’s Bank of China announced that sustainability would be integrated into the long-term
management objectives of foreign exchange reserves and that investments in green bonds would be continued,
reflecting a strategic orientation to support the real-economy green transition by increasing allocations to green
bonds. Under the IMF definition of official reserves as “claims on non-residents, denominated in foreign currency,
and highly liquid”, foreign exchange reserves are essentially an external insurance asset with safety and liquidity
as priorities. Large-scale allocation of reserves to domestic green bonds would internalize external claims into
claims on residents and create a second round of sector-specific credit expansion, weakening the liquidity-buffer
function of reserves, blurring the fiscal-monetary boundary, and generating implicit sovereign guarantees for local
green projects. This may strengthen local governments’ reliance on non-market financing and increase systemic
vulnerabilities. The paper argues that, within a strict functional boundary for reserves, authorities should avoid
using them to directly absorb domestic green bonds, and instead prioritize high-credit-quality green assets issued
by non-residents that are linked to exports of domestic green technologies and products. Such a “supporting green

technology exports” approach can indirectly back green transition while preserving the insurance role of reserves
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and safeguarding financial stability.
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