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Those of us old enough remember 1969-1973 as
vears of political turbulence and engagement




But those years also marked a watershed in

the economic structure of the world economy

* After 1973, you could say that the “postwar” era of
the world economy had ended.

* That transition was also driven by politics!

* How would this new world look?

* What would be the United States’ place in it?

* Not only the economic but the political and
geopolitical consequences have been far reaching.

s
—"
!!,# PIIE
q.!



How did the postwar world look?

Oversimplifying,
you could think of
it as made up of
richer capitalist
countries, the
communist world
(including the
Soviet bloc and
China), and the Second World
Third World. B s worta
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How did this configuration come about?

* After WWII, the U.S. helped rebuild the economies of
Western Europe and Japan (Marshall Plan, etc.).

* The iron curtain descended.
* Mao’s communists came to power in China.

* The western European empires came apart — decolonization
— as the imperial powers turned to domestic priorities.

* The U.S. and USSR vied for influence in the newly
independent developing countries, offering competing
economic models.

* The Soviet bloc was largely autonomous economically.
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The system’s rules governed a strong global
economic recovery through the early 1970s

* Countries declared fixed currency parities against gold or the U.S. dollar
and enforced those through buying or selling their holdings of dollars in
the FX market — e.g., $2.40 per pound sterling FFr 5.55 per dollar, or DM
2 per dollar in September 1969.

* The U.S. dollar was supposed to be constant in terms of gold at S35 per
ounce, pursuant to the U.S. Gold Reserve Act of 1934.

* The 1934 act ratified FDR’s Executive Order 6102 of 1933, which made it
a criminal offence for U.S. residents to hold or trade gold anywhere.

* So the U.S. commitment amounted to promising foreign central banks
that it would always redeem their dollar holdings at 1/35 oz. per dollar.
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How the postwar international monetary
system worked

In July 1944, the U.S.
and 43 allied nations
(including the USSR)
sighed the Bretton
Woods agreement,
establishing the
International Monetary
Fund and the World
Bank, anchoring a new
global monetary
system. The USSR
never joined the IMF;
Russia did in 1992.
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his system gave the U.S. great power and
great responsibility, but at a cost

* If there are N currencies in the world, there are only N — 1 exchange
rates.

* The U.S. was the privileged Nth country.

* The U.S. alone had no obligation to intervene in FX markets.

e So it alone had an exorbitant privilege of independent monetary policy.
* |ts monetary policy would largely determine inflation rates everywhere.
* But it could not “devalue” the dollar — its rates were up tothe N -1

* The system depended on the U.S. maintaining foreign official confidence
that it could and would redeem official dollar holdings at S35 per oz.
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In 1960, foreign governments’ holdings of dollars
rose to equal the U.S. stock of gold, and the U.S.
trade balance, once strong, was deteriorating

U.S. trade balance in goods and services in percent of GDP (1960-2016)
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