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Fixed Exchange Rate for
International trade.

From 1870s to 1914

Gold Standard was a monetary system

where all countries fixed the value of

their currency / paper money in terms
of specify amount of gold.

Free international
trade of gold.

Limited the supply of
money In circulation.
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Role of Central Banks during Gold Stand@
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e Maintaining convertibility

and
foreigh exchange market.

e Speeding up adjustments\
to external shocks or
imbalances by raising or
lowering interest rates or
government spending.

by keeping gold reserves
intervening in the

/

Country in Balance of Payment Surplus -> Gold Inflow
Country in Balance of Payment Deficit - > Gold Outflow

The Gold Standard mechanism was set to be self-regulating.

Causes of Gold Standard Fall

Central banks manipulated the
gold standard functions

The Great Depression triggered a
global crisis, with deflation,
unemployment, and debt.

World War | disrupted the gold
standard system

Many countries left the gold
standard to pursue

he US ended the convertibility of the dollar into gold in
1933, effectively ending the gold standard system.

expansionary policies and
devalue their currencies

After WWII, a Bretton Wood system (gold exchange standard) was established,
where only the US dollar was convertible into gold, and other currencies were

pegged to the dollar. The Bretton Woods system lasted until 1971, when US
President Richard Nixon ended the convertibility of the dollar into gold, it marked
the starting of new era of floating exchange rates and fiat money.




