
International Equilibrium and Bretton Woods:
The Economic Foundations of the Postwar
Order
The Bretton Woods system was a system of international economic
management established in 1944 at the Bretton Woods Conference in New
Hampshire, United States. The system was created to promote
international economic stability and cooperation after the devastation of
World War II. The Bretton Woods system was based on the principles of
fixed exchange rates, convertibility of currencies, and the promotion of free
trade.

The Bretton Woods system was a major success in the postwar period. It
helped to stabilize the global economy, promote economic growth, and
reduce poverty. However, the system began to experience problems in the
1960s due to a number of factors, including the Vietnam War, the oil crisis,
and the rise of inflation. The Bretton Woods system was finally abandoned
in 1971 when the United States suspended the convertibility of the dollar
into gold.

Despite the collapse of the Bretton Woods system, its legacy continues to
shape the global economy. The principles of fixed exchange rates,
convertibility of currencies, and free trade remain essential elements of the
international economic system.
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The Bretton Woods system was the brainchild of John Maynard Keynes, a
British economist, and Harry Dexter White, a U.S. Treasury official. Keynes
and White believed that the international economic crisis of the 1930s was
caused by a lack of coordination between countries. They proposed a
system of international economic management that would help to stabilize
the global economy and promote economic growth.

The Bretton Woods Conference was held from July 1 to July 22, 1944.
Representatives from 44 countries attended the conference. The
conference established the International Monetary Fund (IMF) and the
World Bank. The IMF was tasked with promoting international monetary
cooperation and stability. The World Bank was tasked with providing
financial assistance to developing countries.

The Bretton Woods system was based on the following principles:

Fixed exchange rates: The exchange rates between currencies were
fixed. This meant that the value of one currency could not fluctuate too
much relative to the value of another currency.
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Convertibility of currencies: Currencies were convertible into gold.
This meant that anyone could buy or sell gold for their currency at a
fixed price.

Promotion of free trade: The Bretton Woods system promoted free
trade. This meant that countries were encouraged to reduce tariffs and
other barriers to trade.

The Bretton Woods system was a major success in the postwar period. It
helped to stabilize the global economy, promote economic growth, and
reduce poverty. The following are some of the reasons for the success of
the Bretton Woods system:

Fixed exchange rates: Fixed exchange rates provided businesses
with certainty about the future value of currencies. This made it easier
for businesses to plan their investments and to trade with other
countries.

Convertibility of currencies: Convertibility of currencies made it
easier for people to travel and to do business internationally.

Promotion of free trade: Free trade helped to increase economic
growth and productivity.

The Bretton Woods system began to experience problems in the 1960s
due to a number of factors, including the Vietnam War, the oil crisis, and
the rise of inflation. The following are some of the reasons for the collapse
of the Bretton Woods system:

The Vietnam War: The Vietnam War put a strain on the U.S.
economy. The war led to a large increase in government spending,



which caused inflation to rise. Inflation made it difficult for the U.S. to
maintain the fixed exchange rate between the dollar and gold.

The oil crisis: The oil crisis of 1973 caused a sharp increase in the
price of oil. This made it more expensive for countries to import oil,
which led to a slowdown in economic growth.

The rise of inflation: Inflation was a major problem in the 1960s and
1970s. Inflation made it difficult for governments to maintain fixed
exchange rates, as they had to constantly adjust the value of their
currencies to keep up with inflation.

In 1971, the United States suspended the convertibility of the dollar into
gold. This effectively ended the Bretton Woods system.

Despite the collapse of the Bretton Woods system, its legacy continues to
shape the global economy. The principles of fixed exchange rates,
convertibility of currencies, and free trade remain essential elements of the
international economic system.

The IMF and the World Bank, which were created at the Bretton Woods
Conference, continue to play an important role in the global economy. The
IMF provides financial assistance to countries that are experiencing
economic difficulties. The World Bank provides financial assistance to
developing countries to help them reduce poverty and promote economic
growth.

The Bretton Woods system was a major success in the postwar period. It
helped to stabilize the global economy, promote economic growth, and
reduce poverty. Although the Bretton Woods system eventually collapsed,
its legacy continues to shape the global economy.
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