
Advantages Disadvantages

Fixed Exchange Rate

Ensures stability in
foreign trade and

eliminates
speculative activities. 

Gives rise to the
problem of

international
liquidity.

Implies low risk & low
uncertainty that

encourages foreigners
to invest funds into

the country.

There is no possibility
of panic flight of
capital from one

country to another.

It may also lead to
recession.

It makes monetary
policies ineffective.

This rate of exchange between different
currencies is fixed by the Government. The
Government takes necessary measures to

maintain the exchange rate at a desired level.


