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Exchange Rate Systems
Describe the role of the US dollar in the Bretton Woods system of fixed exchange rates prior to 1973.
The Bretton Woods system was the first to control the conversion rate of money between states. It stated that each nation had to maintain a financial policy that kept its currency's conversion rate within a predetermined range in terms of gold—plus or minus one percent (McKay et al., 2017). The system is a collection of unified guidelines and regulations that set the foundation for establishing fixed international currency exchange rates. The system essentially instructed that the newly formed International Monetary Fund choose the fixed exchange rate for all moneys globally (McKay et al., 2017). Every participating country took on maintaining the exchange rate, which had extremely tiny margins above and below it.
Briefly explain the US context, and something about the global context, that led then-President Richard Nixon in 1973 to suspend the convertibility of US dollars into gold
President Nixon abolished the gold standard in his New Economic Policy address. According to the address, in speculative conduct toward the dollar, he recommended banning the currency's conversion into gold and imposing an additional 10% tax on all duty-paying imports (Bordo, 2019). The Bretton Woods Agreement was centered on foreign currency exchange rates. The value of international currencies was fixed against the US dollar and presented in gold at a price set by Congress. In the 1960s, however, the system was jeopardized by a dollar excess (Bordo, 2019). The United States did not have enough gold to make up the volume of dollars in circulation around the world (Bordo, 2019). As a result, the dollar became overvalued, and the abandonment of the gold standard was set.
What system has replaced the fixed exchange-rate system that ended in 1973? What advantages and disadvantages does it have?
Members of the International Monetary Fund have been allowed to pick whatever form of exchange system they want since the Bretton Woods system collapsed, except for pegging their currency to gold, such as the floating exchange rate structure (Bordo, 2019). The economic benefits of this system, for example, are that they free financial and fiscal officials to follow internal goals like full hire, sustainable growth, and stable prices, and conversion rate modification often acts as a programmed stabilize (Bordo, 2019). However, one downside is that volatility and unpredictability in currency prices may inhibit trade and global investment growth (Bordo, 2019).
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