
 

How Wars Impact Monetary Systems 

1. Dropping the Gold Standard During Wars: 

• Need for More Money: Wars are expensive, requiring funding for military 
equipment, soldiers' salaries, and support systems. Under the gold 
standard, the amount of money a country could print was limited by 
how much gold it held. During wars, this limitation could hinder a 
country's ability to fully fund its military needs. 

• Switching to Fiat Money: To overcome this limitation, countries often 
suspend the gold standard during wars and switch to fiat money, which 
is currency that a government declares to be legal tender but is not 
backed by a physical commodity like gold. This allows governments to 
print more money as needed without the constraints of gold reserves. 

2. Inflation Risks: 

• Increased Money Supply: Printing more fiat money can lead to an 
increased money supply, which, if not managed carefully, can lead to 
inflation—where the prices of goods and services rise, and the value of 
money decreases. 

• Economic Instability: High inflation can erode public trust in money, lead 
to higher costs of living, and make international trade more challenging. 

3. Post-War Challenges: 

• Reverting to Gold Standard: After a war, countries sometimes try to return 
to the gold standard to stabilize their currency and control inflation. 
However, transitioning back can be complex and painful economically, 
as it might require reducing the money supply and increasing interest 
rates. 

• Debt and Recovery: Wars often leave countries with large debts. 
Managing this debt with a fiat system can be more flexible, as 
governments can influence interest rates and control money flow more 
directly than under a gold standard. 

 

 



 

Timeline of Countries Dropping and Returning to the Gold Standard 

United Kingdom 

• 1914: The UK suspends the gold standard at the outbreak of World War I 
to allow for greater flexibility in financing the war effort. 

• 1925: Britain returns to the gold standard under Winston Churchill's 
Chancellorship, trying to restore pre-war economic stability. 

• 1931: The UK permanently abandons the gold standard during the Great 
Depression due to economic pressures and the need for monetary 
policy flexibility. 

United States 

• 1861-1865: During the Civil War, the U.S. introduces "Greenbacks," which 
are not backed by gold. 

• 1879: The U.S. returns to the gold standard after the Civil War and a 
period of post-war economic adjustment. 

• 1933: President Franklin D. Roosevelt cuts the ties between the dollar and 
gold domestically, prohibiting private gold ownership to combat the 
Great Depression. 

• 1971: President Richard Nixon closes the gold window, effectively ending 
the international gold standard. This was the final step in moving away 
from gold as a standard in global finance, often referred to as the "Nixon 
Shock." 

Germany 

• 1914: Germany leaves the gold standard at the start of World War I. 
• 1923: Post World War I hyperinflation crisis. Attempts to stabilize the 

currency led to the Rentenmark, backed by real estate, not gold. 
• 1924: Germany introduces the Reichsmark under the Dawes Plan, which 

was gold-based but not a full gold standard. 
• 1931: Germany effectively abandons the gold standard again during 

the global financial crisis and the early stages of the Nazi regime. 

France 

• 1914: France suspends the gold standard at the start of World War I. 
• 1928: France returns to the gold standard. 



• 1936: France leaves the gold standard as part of the Popular Front's 
economic reforms during the Great Depression. 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 


