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Is Virtue Really Conflicted?

—Comments on McKinnon’s Theory of Conflicted Virtue Syndrome

Jianhuai Shi
(China Center for Economic Research, Peking University)

Abstract: This paper is to query the validity of McKinnon’s so called conflicted virtue theory and
his view on renminbi exchange rate. By examining the model of open economy and the
proposition of negative risk premium in interest rate on domestic assets, which form the
foundation of McKinnon’s conflicted virtue theory, the paper finds that there are some faults in
the former while the latter is not valid for East Asia emerging market economies like China. Based
on the findings, this paper argues that generally speaking, there is no such thing as the syndrome
of conflicted virtue and it is also questionable that if China appreciates its currency it could slip
into a deflationary slump with a zero interest liquidity trap.
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