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Partl Reading

~ Text 1

Pre-reading questions:

1. What breakdowns will be helpful to a better command of the history of modern monetary orders?
2. Give some examples of the financial institutions established as a result of the Bretton Woods
Conference.

History of Modern Global Monetary Orders

1. The pre-WWI financial order: 1870-1914
From the 1870s to the outbreak of World War | in
1914, the world benefited from a well-integrated financial i

order, sometimes known as the First Age of Globalization.
Money unions were operating effectively, which allowed
members to accept each other’s currencies as legal tender
including the Latin Monetary Union (Belgium, Italy,
Switzerland and France) and Scandinavian Monetary
Union (Denmark, Norway and Sweden). In the absence
of shared membership of a union, transactions were

facilitated by widespread participation in the gold

standard, by both independent nations and their colonies.
Great Britain was, at the time, the world’s pre-eminent
financial, imperial, and industrial power, ruling more of the world and exporting more capital as a
percentage of her national income than any other creditor nation has since.

While Capital Controls’ comparable to the Bretton Woods system were not in place,
damaging capital flows were far less common than they were to be in the post-1971 era. In
fact, Great Britain’s capital exports helped to correct global imbalances as they tended to be
counter cyclical, rising when Britain’s economy went into recession, thus compensating other
states for income lost from export of goods. Accordingly, this era saw mostly steady growth
and a relatively low level of financial crises. In contrast to the Bretton Woods system, the pre-
World War | financial order was not created at a single high level conference; rather it evolved
organically in a series of discrete steps. The Gilded Age, a time of especially rapid development

in North America, falls into this period.’
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2. Between the World Wars: 1919-1939

The years between the world wars have been described as a period of de-globalization, as
both international trade and capital flows shrank compared to the period before World War | .
During World War | , countries had abandoned the gold standard and, except for the United
States, returned to it only briefly.” By the early 30’s, the prevailing order was essentially a
fragmented system of floating exchange rates. In this era, the experience of Great Britain and
others was that the gold standard ran counter to the need to retain domestic bolicy autonomy. To
protect their reserves of gold, countries would sometimes need to raise interest rates and éenerally
follow a deflationary policy. The greatest need for this could arise in a downturn, just when
leaders would have preferred to lower rates to encourage growth. Economist Nicholas Davenport
had even argued that the wish to return Britain to the gold standard “sprang from a sadistic desire
by the bankers to inflict pain on the British working class.”

By the end of World War [ , Great Britain was heavily indebted to the United States, allowing
the USA to largely displace her as the world’s number one financial power. The United States,
however, was reluctant to assume Great Britain’s leadership role, partly due to isolationist influences
and a focus on domestic concerns. In contrast to Great Britain in the previous era, capital exports from
the US were not counter cyclical. They expanded rapidly with the United States’ economic growth in
the twenties up to 1928, but then almost completely halted as the US economy began slowing in that
year. As the Great Depression intensified, financial institutions were hit hard along with trade; in 1930
alone, 1,345 US banks collapsed.” During the 1930s, the United States raised trade barriers, refused to
act as an international lender of last resort, and declined calls to cancel war debts,” all of which further
aggravated economic hardship for other countries.

3. The Bretton Woods Era: 1945-1971

British and American policy-makers began to plan the post-war international monetary system
in the early 1940s. The objective was to create an order that combined the benefits of an integrated
and relatively liberal international system with the freedom for governments to pursue domestic
policies aimed at promoting full employment and social well-being. The principal architects of the
new system, John Maynard Keynes and Harry Dexter White, created a plan which was endorsed
by the 42 countries attending the 1944 Bretton Woods Conference’, formally known as the United
Nations Monetary and Financial Conference. The plan involved nations agreeing to a system of
fixed but adjustable exchange rates where the currencies were pegged against the dollar, with
the dollar itself convertible into gold.” So in effect, this was a gold — dollar exchange standard.
There were a number of improvements on the old gold standard. Two international institutions,
the International Monetary Fund (IMF) and the World Bank were created. A key part of their
function was to replace private finance as a more reliable source of lending for investment projects
in developing states. At the time, the soon-to-be-defeated powers of Germany and Japan were
envisaged as states soon to be in need of such development, and there was a desire from both the US
and Britain not to see the defeated powers saddled with punitive sanctions that would inflict lasting
pain on future generations. The new exchange rate system allowed countries facing economic
hardship to devalue their currencies by up to 10% against the dollar (or more, if approved by the
IMF) — thus they would not be forced to undergo deflation to stay in the gold standard. A system
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of capital controls was introduced to protect countries from the damaging effects of capital flight
and to allow countries to pursue independent macro economic policies while still welcoming flows
intended for productive investment. Keynes had argued against the dollar having such a central role
in the monetary system, and suggested an international currency called bancor be used instead, but
he was overruled by the Americans. Towards the end of the Bretton Woods era, the central role of
the dollar became a problem as international demand eventually forced the US to run a persistent
trade deficit, which undermined confidence in the dollar. This, together with the emergence
of a parallel market for gold where the price soared above the official US mandated price, led
to speculators running down the US gold reserves. Even when convertibility was restricted to
nations only, some, notably France, continued building up hoards of gold at the expense of the US.
Eventually these pressures caused President Nixon to end all convertibility into gold on 15 August
1971. This event marked the effective end of the Bretton Woods system; attempts were made to find
other mechanisms to preserve the fixed exchange rates over the next few years, but they were not
successful, resulting in a system of floating exchange rates.
4. The post Bretton Woods system: 1971-present

An alternative name for the post-Bretton Woods system is the Washington Consensus . While
the name was coined in 1989, the associated economic system came into effect years earlier:
according to economic historian Lord Skidelsky, the Washington Consensus is generally seen
as spanning 1980—2009 (the latter half of the 1970s being a transitional period). The transition
away from Bretton Woods was marked by a switch from a state-led to a market-led system. The
Bretton Woods system is considered by economic historians to have broken down in the 1970s:
crucial events being Nixon suspending the dollar’s convertibility into gold in 1971, the United
States’” abandonment of Capital Controls in 1974, and Great Britain’s ending of Capital Controls
in 1979 which was swiftly copied by most other major economies.

Words and expressions

aggravate v/, B ; ¥ fragmented adj. 4~ % #4

architect n. 4ri& & ; EHIF International Monetary Fund B Fr 5 7 X 4
bancor 7. HE#+ (B FEH F $£45) me

capital flight # A5tk ; {2 shik inflict vi. (on) &4 F

counter Cyclical i# & 564 isolationist 7. & adj. 3 F L& (#))
deflationary adj. i 5 % 45 6 Latin Monetary Union 42 T f 1 3% 3.
discrete adj. FA8 A Bk 8 legal tender # & %

displace vr. BAX; #3) punitive adj. #& 3 &

endorse 1. % Fl; F# recession 1. (2549 ) #ik

envisage 1. 3% 48 saddle vi. £ K425 5; KL ¥%
evolve v. (&) & & ;(4% ) #4L sadistic adj. 7% F &)

floating exchange rate ¥ 3L % sanction . %]k ; #tE
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Scandinavian Monetary Union A3t 69444 % | speculator . F&HLA
Ll 3 trade deficit % % i# £
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1. In the absence of shared membership of a union, transactions were facilitated by widespread
participation in the gold standard, by both independent nations and their colonies.
[FX] A TFTFABTR-—BRAWERKR, AREBTERAERARME K, 2 AN H
B ZMELEEENH S EAER,
gold standard 8 & A45#], AN FHL ARG TR FHE, E2ALH T, FLEGK FMELF
AT#FEEHRL2(FHT44F), SARFTRAMSHLETHA -GN, H4FER: &
BEAEER AL EBRFRE TR, RASBINEGREAETR; &0 TAK A bk B
1, & Haas ke FRMERF—3; 2T RRETAGLE; KT8 b, KiE
B EHZ et REMTEZAERTFTHELE—.
2. Capital Controls

[Fxx] FHAEH

FAEHRA AR FPERIL, RARBUANEAFR AN AR ELETARBZ AP F44
RtARE AR QR ETONE TR T Py,

3. The Gilded Age, a time of especially rapid development in North America, falls into this period.

[FExX] ERERAAENELHARRRELEX—HH,

Gilded Age #5482 MK, 18734, L& - whiB AR T DL (AR ). Ak, AMMABZANMARBE &
EFL R 0¥ LG R—REBA L, @EFHERTAIURAFTER, i EREAAS
BREABIFNLIAGT R, X~ FEEAG T RARBEL R, BRMFRiEEK, 320824, £0 L
ZAERERBHOTLET,

4. During World War I, countries had abandoned the gold standard and, except for the United

States, returned to it only briefly.

[EX] F—RERARHE, LEHKFTLAMLH, 2R T£E, HABRRETRAT

g% A

—RERTAAMLH, BEHE, ARG ZBHERABR EERA ST RARENAD, &
mESHBAREHTEEGERBIK, 22 Mip TR HR, F AR F LR EN, £8
W T3l BF AR LA, PR 191956 A A T 245k, e XA F — LM B R LEE RIS A
fi4l, 121929-1933 F#- R M2 F AR EETAZXEFRSBBALKX G R, EARE T, FT
MHIE RKA T A REFEABDRK L EXHMERERZFEAEH, RS ZRITX
FHAFEL, EAXBLRFREIBIFIAXAFLALH, IFRTEGRERAEHNL YA, 3
1936 5 A1k, 269 T L BARAF T 2ALH, &AL H MR K, &AW FILEF4 8 aF3,

5. As the Great Depression intensified, financial institutions were hit hard along with trade; in

1930 alone, 1,345 US banks collapsed.

[FX] HMEAFAGME, XENH ZEHFLBAMAE S E4], 19305, XERA

345 RRATH .



