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The China Paradox A Critical Review
and A New Hypothesis

ZHIWEN Wu
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Abstract This paper first shows by extensive empirical evidence the existence of the China
Paradox i.e. consistent excessive money supply has not led to serious inflation. Then it makes a
critical review on different theories that try to explain the paradox. Based on the review the pa-
per puts forward a new theory proposing that the deepened stock and bond markets are the main
cause for the paradox. These markets contain a considerable amount of money that is independent
of the real economy. Econometric analysis shows that the Chinese data support the theory.
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