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[0 O Notice that a central bank's ability to purchase foreign reserves is un-limited since it can always print or supply
more domestic money. This is not the case when it comes to selling foreign reserves to support the homecurrency.
It cannot print foreign currency.[ [ A central bank sale of dollarsC] [ When the de mand for dollars is .greater
than the supply of dollars at the ceiling price[] the central bank draws from its reserves of dollars and sells them at
the ceiling price. In Figure 3.400 the demand for dollars ex-ceeds the supply of dollars at a price of 6. 3856 yuan per
dollar] triggeringa sale of dollars by the central bank at the ceiling rate. The sale of re-serves just equilibrates
supply and demand at a price of 6. 3856 yuan perdollar. Neutralization would entail a purchase of domestic bonds
equal t06.3856 x3[1 0001 000 yuan. With a fixed exchange rate that has a ceiling and a floor the central bank
purchases foreign exchange at the floor andsells it at the ceiling to maintain the exchange rate within a narrow band.
By appreciating the rates slowly[] the central bank can appreciate the cur-rencyl] yet provide some certainty to
exporters..] [ I 0
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