RIS

The Bretton Woods Agreement
What Was the Bretton Woods Agreement?

The Bretton Woods Agreement was a big international financial meeting held
in July 1944 in Bretton Woods, New Hampshire. It was super important because
it shaped how the world’'s economy would work after World War Il. At this
conference, leaders mainly from the United States, the United Kingdom, the
Soviet Union, France, and other European countries came together to create
a new global financial system that would stabilize currencies, help rebuild
Europe after World War I, and encourage international economic
cooperation. One of the key decisions was to link other countries’ currencies
to the US dollar, which was, in turn, connected to gold. They created two key
organizations, the International Monetary Fund (IMF) and the World Bank, to
help implement this new monetary system.

Who Was There?

The conference had 730 delegates from 44 Allied nations, including the United
States, Canada, most of Europe and the Soviet Union. But not every country
got a seat at the table. Many smaller nations, especially those that were still
under colonial rule, didn’t have a voice in the discussions. This meant that their
needs and concerns were mostly ignored in the new system.

Who Was Left Out?

Many countries, especially in Africa, the Caribbean, and parts of Asia, didn't
have representation because they were still under European dictatorship.
Without a voice at the conference, the specific economic issues and interests
of these regions weren't really considered when the Bretton Woods system was
created.

Key Points of the Bretton Woods System

o U.S. Dollar as the Global Currency: The agreement decided that the U.S.
dollar would be the primary currency for international trade. This made
the dollar extremely important worldwide.

o Currencies Pegged to the Dollar: "Pegging" means setting a fixed
exchange rate. Countries agreed to fix the value of their currencies to
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the U.S. dollar, which was itself linked to gold at a rate of $35 per ounce.
This meant people could exchange dollars for gold at a consistent price,
making the dollar a "gold-backed" currency.

Need for Dollar Reserves: Since international trade was conducted in
dollars, countries needed to keep large reserves of U.S. dollars. This
requirement ensured that they could participate smoothly in global
trade.

How the Bretton Woods System Affected Other Countries

Dependency on the Dollar: Many countries became dependent on the
U.S. dollar to conduct international business, tying their economic health
closely to the economic policies and stability of the United States.
Limited Economic Policy Control: By fixing their currencies to the dollar,
countries lost flexibility in managing their own monetary policies. This
setup limited their ability to adjust their economic strategies to better suit
their domestic needs.

Imported Inflation: The U.S. had significant control over its currency and
could make decisions that affected all countries pegged to the dollar.
For instance, countries tied to the US dollar were affected by inflation in
the US. If the US printed more money, causing prices to rise (inflation),
other countries connected to the dollar also experienced inflation.

US Dollar as the Main Currency: The agreement made the US dollar the
most important currency in the world. Countries had to keep large
reserves of dollars to stabilize their own currencies, making their
economies heavily dependent on the economic policies of the United
States.

Conclusion

The Brefton Woods system established the U.S. dollar as the backbone of
international trade, stabilizing major economies after the war but also creating
a framework where many countries’ economies became dependent on the
economic decisions made in the United States. While this system facilitated
global economic coordination, it also infroduced challenges, particularly for
countries that had little influence over the system's design and implementation.
This history is crucial for understanding why the dollar remains a dominant
currency in global trade today and how past decisions contfinue to influence
economic policies worldwide.
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