
The war between China and Japan lasted
for seven years, from July 1937 to Septem-
ber 1945. The Japanese Army occupied
more than one-third of all of China,
including virtually all of the country’s
leading port cities and industrial centers.
Over ten million Chinese civilians lost 
their lives in the fighting.

But the end of the conflict with Japan only
reopened the longstanding civil war
between Chiang Kai-shek’s Nationalist
government and the large communist forces
lead by Mao Tse-tung. The civil war raged
across China for four years, until Mao’s
communists were triumphant on the main-
land, and the remnants of Chiang’s
Nationalist army withdrew to Taiwan in late
1949. Another five million innocent civil-
ians lost their lives in the civil war.

In the war years, Chiang’s government
resorted to the printing press to finance the
majority of its spending, covering 65 to 80
percent of its annual expenditures through
money creation. During the civil war years
of 1946-1949, monetary expansion covered
50-65 percent of the government’s
spending.

When war with Japan broke out in 1937,
the total quantity of money in circulation
(currency and demand deposits) was 3.6
billion Yuan. By December 1941, when the
United States entered the war, the Chinese
money supply had increased to 22.8 billion
Yuan. For the remainder of the war years
the figures were: 1942 – 50.8 billion Yuan;
1943 – 100.2 billion Yuan; 1944 – 275.0
billion Yuan; and 1945 – 1,506.6 billion
Yuan. 

The civil war brought a worse monetary
inflation. By the end of 1946, the money
supply had increased to 9,181.6 billion
Yuan, with a more than six-fold increase to
60,965.5 billion Yuan by December 1947.
Seven months later, in July 1948, the
money supply had expanded to 399,091.6
billion Yuan. 

The Chinese government then created a
“new” Yuan to replace the “old” depreciated
Yuan, at a conversion rate of 3 million “old”
Yuan for one new one. In August 1948 the
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“new” money supply stood at 296.82 billion
Yuan. But the government printing presses
were set to work again, and by December of
1948, the supply of this “new” Yuan was
8,186.33 billion.  Four months later, in
April 1949, it had been increased to
5,161,240.0 billion Yuan.

From 1937 to 1949, prices rose dramatically
but to different degrees in the various
regions of China, due to war-related scarci-
ties and destruction, and the uneven impact
of the monetary expansion on various prices
through time. But as one very rough indi-
cator, we can use the wholesale price index
of Shanghai during this period, with May
1937 equaling “1.” 

By the end of 1941, the Shanghai wholesale
price index stood at 15.98. By December
1945 it had reached 177,088, and by the
end of 1947 it was 16,759,000. In December
1948, the index had risen to
36,788,000,000, and in April 1949 it was at
151,733,000,000, 000. 

The value of China’s paper money on the
foreign exchange market reflected this
hyperinflationary depreciation of the
currency. In June 1937, 3.41 Yuan traded for
one U.S. dollar. By December 1941, on the
black market, 18.93 Yuan exchanged for a
dollar. At the end of 1945, the Yuan had
fallen to 1,222 to the dollar.  And by May
1949, one dollar traded for 23,280,000
Yuan.

It would be an exaggeration to say that
China’s Great Inflation was the primary
cause for the defeat of the Nationalist
government and the victory of the Chinese
Communists. The Nationalist Party was
dictatorial in its structure, notorious for its
corruption and abuse of political power, and
often as ruthless as the communists in its

The Great Chinese Inflation, Part II 
By Richard M. Ebeling

Another year draws to a close.  Annually, this is the
time to reflect on the past, take stock of the present,
and look forward to the coming year.  And, although
we think about it all throughout the year, this is also
the time we come out and say, “Thank you!”  We
are in our 23rd successful year of business because of

you, our clients, who have
placed your trust in us and
blessed us with your friend-
ship over the years.

In keeping with the holiday
season that is upon us, in this
issue, we will be visited by
three ghosts…the Ghost of
Inflation Past, the Ghost

of Inflation Present, and the Ghost of Inflation
Future.

In the sequel to his article in our last issue, Dr. Richard
Ebeling visits with the Ghost of Inflation Past and
he takes a look back at hyperinflation in World War II
and post-World War II China and the impact it had
on shaping that country’s history.

The Ghost of Inflation Present is all around us.
Michael comments on the recent G-7 meeting amid
formidable concerns over crude oil prices that have
doubled in the past year and
the continuing rise in
commodity prices.  World
leaders are justifiably
concerned over the impact
that $50 per barrel oil will
have on the global economy.
Meanwhile, gold, silver, euro
and commodities in general
appear poised to make a breakout toward higher
prices.  This should be no surprise to our readers.
We have been calling for this to take shape in the fall
for the better part of a year.

Our good friends, the Aden Sisters, forecast the
coming of the Ghost of Inflation Future.  They
predict what investors can expect depending on whether
George Bush or John Kerry wins the U.S. Presidential
Election.  We’ll give you a hint – this ghost will most
likely appear regardless of the outcome at the polls.

As you reflect, take stock, and plan for the future, we
have added a new weapon in our arsenal of informa-
tion.  Those of you that have provided us with your
email address in the past have noticed that we are
beginning to bridge the gaps between issues with email
updates.  Because there is a delay in getting out the
printed and mailed word, we are not able to send these
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