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Purpose
• Clarify the ‘rules of the
game’ under successive
‘international monetary
orders’
• Notion of ‘international
monetary order’ was
introduced by Mundell
(1972)
• Can be seen of essential
principles of coherent
international monetary
arrangements underlying
actual arrangements
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McKinnon’s seven monetary orders

The Gold Standard
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The Bretton Woods system than never
saw the light

The actual Bretton Woods system
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Floating exchange rates 1973-84

Floating exchange rates among
advanced countries 1990-2010
•
•
•
•

•
•

Unrestricted current and financial account convertibility
Generalised central bank independence. Each central bank to target
domestic price stability and ensure predictability of monetary policy
Central banks to intervene on exchange markets in case of market
disruption or severe misalignments only, preferably in a concerted way
and in agreement with governments
In the event of financial stress, central banks to act as lenders of last resort
through providing unlimited liquidity to the financial system. Swap
agreements to make central banks able to provide liquidity in foreign
currency
Coordinate budgetary and monetary policies in case of severe inflationary
or deflationary shocks, otherwise consult within G7 on policy priorities
(Use G7 and IMF as vehicle to exercise joint leadership in crisis
management)
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The Bretton Woods 2 system between the
US and (Asian) developing economies
•
•
•

•
•
•

Developing economies
Peg the currency on the US dollar or manage exchange rate so that
fluctuations of dollar exchange rate remain limited
Free current account convertibility but capital controls or intervention to
offset exchange-rate impact of capital inflows
Ensure that domestic policy and exchange rate level are consistent with
external surplus, invest reserves in US T-Bonds
United States
Act as buyer of last resort through keeping domestic market open and
ensuring high level of demand
Ensure monetary policy is geared towards stability within the wider dollar
zone
Provide liquidity assistance in case of sudden stops, either directly or
through the IMF
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