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The Mechanism of Paper Money in Yuan China
Guan Hanhui Mao Jie

Abstract; Yuan dynasty was the first and only dynasty to circulate paper money, and it also marked the
turning point of measure of value from copper coin to silver in historical China. Yuan China was also the first
dynasty to use paper money in world history, and established earliest silver standard monetary system. This
paper explores the mechanism of paper money in Yuan China, and we find that; in the first stage, due to
constrain of silver standard ,monetary value of paper money is very stable. But after the middle stage, central
government had to finance fiscal deficit by issuing paper money, so inflation was unavoidable. Empirical
research also finds that the fiscal pressure coming from multiple province rebellions is the most important
factor to drive government to issue more paper money; on the other hand,largess of the Emperor is relatively
not significant. When monetary standard switched from silver to paper money, the effect of fiscal deficit
driving more paper money issuances was more severe ,so metal standard could exert influence on more paper
money issuances, but since there existed fiscal pressure led by warfare, stable metal standard was
unsustainable. The paper money in Yuan China experienced three stages which are from the stability of
monetary value to inflation, and then to hyperinflation, and this experience can be generalized to other
dynasties.
Key Words: Silver Standard; Paper Money; Yuan Dynasty; Warfare; Inflation
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