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I will focus on three questions:

1| Historically, what conditions have true 
international monetary systems (IMS) required to 
function?

2| In our current world of inward-looking Nation 
States, can such conditions be achieved?

3| If not, what adjustments can be made?

1| What were the key components 
of the gold standard 
and the Bretton Woods dollar 
exchange standard? 

The gold standard provided stability to the foreign 
exchange system in the second half of the 19th century 
and up to the start of World War I in 1914. It played 
an important role in economic growth. It was based 
on three principles:

• countries adhered to the gold standard on 
a voluntary basis. But large countries –whose economic 
power was relatively balanced– wanted their national 
currencies to be de facto convertible: this was a key 
element in their commercial and fi nancial infl uence;

• the system was self-disciplinary: protracted balance 
of payment defi cits resulted in gold outfl ows and 
triggered corrective economic policies;

• no adjustments were possible to this system; 
currencies were either pegged to gold or 
they were not. In the latter case, they could neither 
be a store of value, nor a widely-accepted payment 
instrument.

The system was far from perfect. Indeed, 
it depended, for the provision of global liquidity, on gold 
production. And, above all, it was asymmetric (surplus 
countries could accumulate gold without sanctions, 
whereas defi cit countries had to make adjustments).

This system, which spanned the “first wave of 
globalisation”, collapsed at the onset of World War I. 
Efforts to reinstitute it in the 1920s and 1930s proved 
futile: mercantilist nationalism and competitive 
devaluations prevailed.

With Bretton Woods, an indirect gold standard was 
implemented: the currencies of all countries were 
pegged to US dollar and the latter could be converted 
to gold by the United States at a fi xed rate.

This system survived while the United States remained 
a balanced, non-infl ationary economic power. But, 
in the 1960s with the advent of the Vietnam War, the 
country's fi nancial imbalances created a major dollar 
confi dence crisis.

Fears of gold losses caused President Nixon to sever 
the dollar's gold link in August 1971.

A world of “fl oating currencies” –or more or less 
pegged to the dollar– has prevailed since then.

This modus operandi is not a “system”:

• no common rules have been put in place to reduce 
or eliminate defi cits;

• all countries can let their currencies float or 
can peg them to another currency.

The result of this is volatility, exchange rate 
misalignments, uncompetitive conditions, etc.

2| In today’s world, 
how can we achieve the conditions 
that allow an IMS to function? 

By “today’s world” I mean:

• no return to the gold standard, which for many 
does not appear to be merit-worthy enough to be used 
as a basis for an agreement;
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• a world in which capital movements have grown 
massively and in which the depth and liquidity of 
markets are vital to the success of the key currencies;

• a world made up of States wishing to preserve their 
national interests (or what they believe to be their 
interests) without accepting external constraints.

For a true IMS to function in such a world, the third 
component must change.

The word “system” implies that there is at least 
a minimum acknowledgement of “external forces”. 
The juxtaposition of national positions cannot create 
a system.

Member States must therefore consent to coordinate 
their economic and financial policies in order 
to achieve a better internal equilibrium, under the 
surveillance of an international institution endowed 
with real powers and sanctions.

In my opinion, this would not be unattainable if the 
countries could be convinced that adopting such 
discipline was in their own interest. Indeed, in a 
globalised and interconnected fi nancial world, it 
is relatively easy to understand that exchange rate 
volatility and current account imbalances are in no 
one’s interest.

If such a stance were to prevail, the excellent proposals 
made in the Palais-Royal Initiative would be applicable. 
That is to say:

• from the outset, a number of “alarm signals” 
would be agreed upon (prolonged current account 
imbalances, excessive accumulation of reserves, etc.);

• the indicators would trigger an operational 
mechanism of corrective measures to be applied 
in an intelligent manner in accordance with 
the proportionality principle;

• if countries do not act on the recommendations 
arising from this process, sanctions would be applied.

In this respect, I continue to believe that an 
international treaty (a sort of World Finance 
Organisation –WFO such as that put forward by the 
World Trade Organisation –WTO) would be the way to 
ensure the smooth functioning of the system.

3| In the absence of such an agreement, 
certain adjustments will have to be 
made to the current “non-system”

A number of avenues are worth exploring, and may 
prove more or less apposite.

• One possibility would consist of enhanced fi nancial 
facilities. The IMF's resources could be further 
enhanced. They have already been considerably 
boosted and made more fl exible under the aegis of the 
G20. The idea would be to enable the IMF –by allowing 
it to tap the markets– to extend, in the event of a 
crisis, to countries experiencing a liquidity dry-up 
(and not solvency problems relating to shortcomings in 
economic policy) automatic and unlimited credit lines 
until market conditions returned to normal. The IMF 
would thus become the lender of last resort that is 
missing today. It is indeed more judicious to set up a 
mechanism of this nature with the IMF at the helm 
than to let liquidity be managed within the bilateral 
relations of the different central banks.

However, such proposals clearly do not replace the 
creation of a true IMS. They tackle fi nancing problems 
and do not address adjustment issues.

• A second possibility would be the extension of 
the role of Special Drawing Rights –SDRs. I’m not 
sure that this basket of currencies is a real answer to 
the problems posed by the existence of a dominant 
reserve currency, i.e. the dollar. In my opinion, we 
should avoid using SDRs as a collective guarantee for 
countries accumulating excessive reserves. Moreover, 
the potential of SDRs appears limited.

• A last possibility would be to create a “basket 
of reserve currencies”. The concept –although it 
would not imply any constraints or fl uctuation limits 
for the currencies in the basket– is very likely to 
prove unrealistic. If, however, currencies were linked 
with pre-set fl uctuation margins, the mechanism, in 
order to function, would require a very close central 
coordination of economic policies as advocated above 
in point II.

If such a mindset does not prevail, there is a risk that 
only limited adjustments will be made, refl ecting the 
current system’s shortcomings, rather than a real 
sea change.



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 15%)
  /CalRGBProfile (Adobe RGB \0501998\051)
  /CalCMYKProfile (Europe ISO Coated FOGRA27)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.3
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails true
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness false
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages false
  /ColorImageMinResolution 200
  /ColorImageMinResolutionPolicy /Warning
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.00000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages false
  /GrayImageMinResolution 200
  /GrayImageMinResolutionPolicy /Warning
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.00000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages false
  /MonoImageMinResolution 800
  /MonoImageMinResolutionPolicy /Warning
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.20000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (None)
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<
    /FRA <>
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AllowImageBreaks true
      /AllowTableBreaks true
      /ExpandPage false
      /HonorBaseURL true
      /HonorRolloverEffect false
      /IgnoreHTMLPageBreaks false
      /IncludeHeaderFooter false
      /MarginOffset [
        0
        0
        0
        0
      ]
      /MetadataAuthor ()
      /MetadataKeywords ()
      /MetadataSubject ()
      /MetadataTitle ()
      /MetricPageSize [
        0
        0
      ]
      /MetricUnit /inch
      /MobileCompatible 0
      /Namespace [
        (Adobe)
        (GoLive)
        (8.0)
      ]
      /OpenZoomToHTMLFontSize false
      /PageOrientation /Portrait
      /RemoveBackground false
      /ShrinkContent true
      /TreatColorsAs /MainMonitorColors
      /UseEmbeddedProfiles false
      /UseHTMLTitleAsMetadata true
    >>
    <<
      /AddBleedMarks true
      /AddColorBars false
      /AddCropMarks true
      /AddPageInfo true
      /AddRegMarks true
      /BleedOffset [
        8
        8
        8
        8
      ]
      /ConvertColors /NoConversion
      /DestinationProfileName ()
      /DestinationProfileSelector /NA
      /Downsample16BitImages true
      /FlattenerPreset <<
        /ClipComplexRegions true
        /ConvertStrokesToOutlines true
        /ConvertTextToOutlines false
        /GradientResolution 300
        /LineArtTextResolution 1200
        /PresetName <FEFF00410070006C006100740069007300730065006D0065006E0074002000480044>
        /PresetSelector /UseName
        /RasterVectorBalance 1
      >>
      /FormElements true
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles true
      /MarksOffset 8
      /MarksWeight 0.250000
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /NA
      /PageMarksFile /RomanDefault
      /PreserveEditing false
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /LeaveUntagged
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [2834.646 2834.646]
>> setpagedevice




