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Hyperinflation with Rational Bubbles and
Endogenous Money Supply: China 1945—1949

LIuYAN ZHAO
(Peking University)

Abstract This paper tests the price bubbles and convergent rational expectations in Chi-

na's hyperinflation in the period of 1945—1949. The empirical results show that bubbles were

present in this period. In particular, actual price changes were largely independent of market

fundamentals after 1947. Thus, arbitrary and self-fulfilling bubbles made the path of inflation

expectations divergent, It is also found that the money supply was endogenous, i.e. , it grew
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with almost the same speed as that of the inflation expectations. This secured the nationalist
government’ s seigniorage revenues, but led to a vicious circle between hyperinflation and
money supply. Finally. the test developed in this paper is general enough to be applied to the
current asset markets.
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