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Silver standard was a blessing for China in the early years of the Great
Depression, because the fall in the price of silver was equivalent to a
depreciation of the Chinese exchange rate with respect to currencies of its

trade partners which were on a gold standard.

Friedman ;@ A HeALE5HH - —EH %% Lai and Gau (2003, AEHR)E Ho
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Ho, Tai-kuang, Cheng-chung Lai and Joshua Jr-shiang Gau (2013),
“Equilibrium and adjustment of exchange rates in the Chinese silver

standard economy, 1928-35,” Cliometrica, 7 (1), pp. 87-98.

Brandt (1985, EEH)25 3R Hh ER B B P P L h S = B 44 © He documents
the validity of law of one price for agricultural commodities in the pre-
1945 China, with a focus on rice prices. He finds that rice markets
throughout China were highly integrated with their international
counterparts, and external factors were important in the formation of

local prices.
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Fig. 1 Exchange rate and metallic value of the Chinese dollar
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We employ the persistence profile of Pesaran and Shin (1996) to estimate
the speed with which the foreign exchange market converges to the long-

run no-arbitrage condition.

It indicates that (for 1928M1-1934M9) the co-integration relationship
between the Chinese dollar exchange rate and its metallic value is quickly
restored following a shock: only 2 months after the shock, the deviation

from the long-run equilibrium is almost entirely eliminated.
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Ho, Tai-kuang and Cheng-chung Lai (2013), “Silver Fetters? The Rise and

Fall of Chinese Price Level 1928-34" Explorations in Economic History, 50,

pp. 446-462.
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Fig. 1. Mew York silver price and wholesale price indices in Shanghai and Tientsin. Note: The New York silver price is expressed in cents per ounce.
The base year for Shanghai WP and Tientsin WP is 1926, All series are of monthly frequency and are plotted in logarithm scale. The figure shows
that Mew York silver price and Shanghai (Tientsin} WP are negatively comelated. From 1928 to 1931, the falling New York silver price was
accompanied by a rsing Shanghai { Tientsin) WPI; from 1932 to 1934, the rising New York silver price was accompanied by a falling Shanghai
(Tientsin) WPL

Source: The New York silver price and the Shanghai WPI are taken from various issues of Tongi Yuebao, The Tiensin WP is taken from Kong
(1988) ed.: Nankai Economic Indicators.
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Table 2
Granger causality tests.
Source: See Table 1.

Null hypothesis N=

F-statistic  p-Value

Jamuary 1928-Seprember 1934

New York silver price does not Granger 79
cause Shanghai WPI

New York silver price does not Granger 79
cause Ti WPI

Shanghai WPI does not Granger cause 9
New York silver price

Tientsin WPI does not Granger cause 79
New York silver price

January 1921-September 1934

New York silver price does not Granger 143
cause Shanghai WPI

Shanghai WPI docs not Granger cause 143
New York silver price

9548

7.357

2.089

0.005

2.506

1.625

000

0.00

0.15

0.94

0.01

009

Note: The table reports the results of pair-wise Granger causality test.
The table shows that New York silver price Granger causes Shanghai
WPI and Tientsin WPI at the 1% significance level. The causality is
clearly from world silver price 1o Shanghai WP and Tientsin WP, and
not the other way around, Lower panel of the table repons the causality
test using an extended data set from January 1921. The results reconfirm
the unilateral causality running from New York silver price to Shanghai

WPL
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Exchange rate channel: silver price falls — exchange rate depreciates —
commodity price rise — price level increases

Monetary channel: silver price falls — silver inflows — silver stocks
increase — money supply and domestic credit increase — price level
increases (via trade balances: real depreciation — stimulus to exports —

trade surplus — net silver inflows and stimulate price level)

29



5 1 HSRERSEAE = TR EAI

New York Silver Price MNew York Silver Price

g8szess

8883888

o 1 2 3 4 5 6 L] 1 2 3 4 5 &

| —— et e Couniortacrast | | e e |

Shanghal WPI Shanghal WP

o 1 2 3 4 5 6 o 1 2 3 4 5 &

I — s ——| | ——|

Fig. 4. Counterfactual responses to world silver price r.hu:l:: Note: Ll:ﬂ {right) panel of the figure reponts the thought experiment that makes
exchange rate (silver stocks) to silver price . The ifies the impacts of silver price on the Shangha WP working
through exchange rate (silver slocks] The solid {dashed) line m[nﬂcms the actual (counterfactual} response to silver price shocks. The left pancl
shows that in the absence of the exchange rate channel, the Shanghai WPI would be much less affected by the silver price shocks. The right panel
shows that in the absence of the monetary channel, the Shanghai WPl would be almost the same as it sctually was, The results imply that excharnge
rate was the main channel through which world silver price affected the Shanghai WPL
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Fig. 5. Shanghai wholesale price index and indices for three groups of il Note: The index of wholesale prices in Shanghai e up o
155 wwnndlu :quﬁul nto § groups: m’wlu other fucd t-mhns md provisions, lextile fibers and manufactuncs thereof, metals, fucls and
lighting, chemicals thenoo: The figune plots the Shanghai WFI and indsces for the firs three

groups of commadities, which make up 58.7% of the muewl'l. G 1, 2, and 3 refers Lo ceveals, other food products snd provisions, and
textile fibers and manufsctures thereof, respectively. The figure shows that the overall W'l and the individusl W share the same general trend,
increming steadily until the middle of 1931 and Falling stcafily thereafter.

Source: The indices for cach group of commoditics making wup the Shanghai WPT are obtined from Directorate-Geneml of Budger, Acoounting and
Statistics (19721, Swatistic Summary: (Zhong Hua Min Guo Zheng Fu Tong Ji Ti Yao).,
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Fig. 6. Simulating silver price shocks. Note: Left panel: February 1929 to February 193 1. Right panel: May 1933 to September 1934. Solid lines
depict the actual paths of the variables. Scenario 1 represents the case in which the estimated silver price shocks are fed into the VAR system while
the other shocks are set to zero. Scenario 2 (3) represents the simulation in which the silver price shocks are fed into the VAR system, all the other
shocks are shut off, and the exchange rate (silver stocks) is not allowed to respond to changes in silver price. Scenario 2 (3) eliminates the effects of
silver price shocks that work through the exchange rate (silver stocks) channel. The figure shows that if Chinese currency was not tied to silver, the
Shanghai WPI would have been more stable than it actually was.
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Ho, Tai-kuang (2014), “Dilemma of the Silver Standard Economies: The

Case of China,” Southern Economic Journal, October, 81 (2), pp. 519-534.
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Figure 7. Base and Counterfactual Simulations: Output and Inflation
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Figure 9. Base and Counterfactual Simulations: Alternative Policy Rule Coefficients
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10 plots the share of world GDP and trade-to-GDP ratio for China,
India, the UK, and the US. In terms of economic size China was
comparable to India and UK, while in terms of openness it was

comparable to India and the US by 1918, such that the effects of China’s

monetary decisions on the rest of the world could not be neglected.
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Fig. 1. Share of world GDP and trade-to-GDP Ratio for China, India, UK, and USA.

The left panel plots the share of world GDP while the right panel plots the trade-to-GDP ratio. The unit
in both panels is percentage. Data source for the left panel is Statistics on World Population, GDP and
Per Capita GDP, 1-2008 AD provided by Angus Maddison homepage. Data sources for the right panel
are Yang et al. (1931) [Chinal; Chaudhuri (1983), Heston (1983}, and McAlpin (1983) [Indial; Mitchell
(2007a) [UK]; Mitchell (2007b) [USA]
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The adoption of a standard unit of value. The unit shall consist of a
fixed number of grains of gold.

The main currency in circulation is silver coins, which have a fixed
parity with the standard gold unit. Subsidiary coins, made of silver,
nickel, and copper, are to be provided, too.

The coinage of silver coins is entirely under the government control. A
gold reserve kept abroad will maintain the parity of silver coins with
gold.

The main source of the gold reserve is the profits of coinage. In the

beginning, a modest foreign loan may be necessary.
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The left panel of that figure shows that if China were on the gold standard,
it (and the gold bloc) would experience a general decline in price level that
lasts until 1907. Taking the year 1906 as an example, the price index would
fall from 100 to 83. The general decline in the price index stops first in
year 1908. The standard deviation of the price level also increases from

8.60to 11.37, an increase of 32%.

A gold-standard proposal obviously does not benefit China, as it causes
greater price volatility and a general decline in price level in the first few

years.
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The proposal also does not benefit the gold bloc, since such a proposal
introduces deflationary tendencies for the gold bloc, just like when
countries shifted from silver to gold after the breakdown of bimetallism in

the early 1870s (Mundell, 2000).
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Fig. 4. Counterfactual simulation for a gold standard.

The left panel assumes China is on the gold standard; the middle panel assumes China is on the gold-
exchange standard; the right panel assumes a transition period. Each panel contains two subplots.
The upper subplot reports the actual and counterfactual price levels for China; the lower subplot re-
ports the actual and simulated gold-silver market ratio

55



WS P EAE R AR Z It BT AL (et e el A
L) - 1 o B E AR ) A o D B R (LR B B B S s 8 0 &
BRYEAE AR AR R A T BRIE R & hns -

12 BUTIEBEE R -

In one scenario it is assumed that China liquidates its holding of British
pounds for gold and causes gold drains on the UK. In the other scenario,
China liquidates its holding of US dollars and causes gold drains on the US.
The results of the two scenarios are almost the same. The change in
China’s preference for foreign assets would worsen the world deflation

during the initial years of the Great Depression. The effects are mild
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between 1929 and 1930, but become strong between 1931 and 1932. To
be more concrete, the world price level would become 75 instead of 82 in

1931 and become 68 instead of 74 in 1932.
Using the relationship between inflation and output growth identified by

Atkeson and Kehoe (2004) for the Great Depression episode, this

corresponds to a further drop in world growth of 2.4% for 1931 and 1932.
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Fig. 6. Actual and counterfactual world price levels.

The figure plots the actual world price level and the counterfactual world price level for two scenarios.
In one scenario it is assumed that under a gold standard China liquidates its British pounds for gold
and causes gold drains on the UK. In the other scenario, China liquidates its US dollars and causes
gold drains on the US.
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Fig. 2. Counterfactual simulation for bimetallism.

The left panel assumes a gold-silver ratio of 32 to 1; the middle panel assumes a gold-silver ratio of 36
to 1; the right panel assumes India is on a silver standard. Each panel contains two subplots. The
upper subplot reports the actual and counterfactual price levels for China; the lower subplot reports
the gold-silver legal ratio, the simulated market ratio, and the theoretical range of gold-silver ratios
that are compatible with bimetallic equilibrium
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Fig. 3. Counterfactual simulation for bimetallism continued.
The left panel assumes the US is on the silver standard; the middle panel assumes India is on the bi-
metallic standard; the right panel assumes the US is on the bimetallic standard. Each panel contains
two subplots. The upper subplot reports the actual and counterfactual price levels for China; the lower
subplot reports the gold-silver legal ratio, the simulated market ratio, and the theoretical range of

gold-silver ratios that are compatible

with bimetallic equilibrium

62

0]
1900 1002 1004 1006 1008 1010 1012 1014



PLERISEREEUR - AL HIEER S AT - BUATRIERNER © IERERA
TEpIREEE + BB S BUR T o IS 2 B H R R AL ]
FE o BRVERSEE SR EETAE 37.4 81 37.7 [ - thEt 2@ 13 R
YR SRR (R EEE - SR EPIEAVHERE - SSRAYERSE
R o AT DU IIHE AL RS - 281 - B E PRI BCRA AlRE
EENEAML - BB TR ECR 7 - ESGREER P2
& » 1900 Ay e A A ZE RN A AE_ ERERE 2B Ry A5 -
[ ST B S [ B 55 e A2 = R SR B B 6 S8 Jenks (E50F - —FEHI
RS A FE RV EEHIE - LHEA G RIREER

63



L HIE » FEREIEIC N > AR EHE A AR — [EE e & HIE

USRS R 2R AT LU PR P97 (5] 1900 ARy R » Fr IS pEss S
EIBUF AR SRR TR 7 AT -

64



