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International political economy

Bretton Woods meeting 1944

· The Allied powers (All the States who fought against Germany and its allies) called themselves the United Nations.   

· Talks had already been held on the way to establish a new international system of co-operation to replace the old and now dead League of Nations. 

· This new institution was called the United Nations and it was the UN which called for the Bretton Woods meeting.

Purpose of the Bretton Woods Meeting

They met to design a new International economic system to regulate the world's trade and monetary transactions.

Part of the causes of WW2 had been the economic disasters that damaged Germany, amongst others in the early 1920s and again after the Wall Street Crash in 1939.

A stable international economy, based on co-operation, was hopefully going to avoid the same disasters spiralling into conflict, ever again.

As the most powerful nation present, and the only one with economic power, the USA dominated the whole meeting.

The talks were based on the principles of COMMERCIAL LIBERALISM
· Free Trade

· Monetary stability

· Open Markets

· Allowing the forces of supply and demand regulate prices

· Reducing state intervention and encouraging private enterprise

ACTIONS TAKEN AT BRETTON WOODS

· Bretton Woods decided that there should be FIXED EXCHANGE RATES
States will only trade with one another if they can agree on how much their currencies are worth. 

This fixed the value of a currency to how many dollars it could be exchanged for.

The dollar itself was fixed against the price of Gold, at $35 =1 oz of Gold. 

· The International Monetary Fund  (IMF) (An agency of the UN) was created to make sure that states with exchange rate and balance of payments  problems had access to help, to prevent regional and possible international economic crises.

· The World Bank (The International Bank for Reconstruction and Development) (An agency of the UN) was created to help in the rebuilding of Europe initially.

The L.I.E.O (LIBERAL INTERNATIONAL ECONOMIC ORDER) resulted from the Bretton Woods Talks. (NOTE The L.I.E.O refers to an economic idea, NOT an organisation)
Characteristics of the LIEO

· States to be encouraged to create democratic constitutions

· State control to be discouraged

· Privatisation to be encouraged 

· Government regulation to be reduced to a minimum

· Barriers to trade should be removed

· The theory of COMPARATIVE ADVANTAGE

The ideas behind the LIEO are theoretically sound.

· States that are trading freely with one another will have to co-operate.

This will reduce friction, and produce a framework of regulations in which any conflict can be resolved through negotiation. (So avoiding war)

· As trade increases amongst nations, so prosperity will increase. Everyone will benefit.

· Compromise will be necessary but this will be acceptable because of the mutual gain (Gain to both sides)

· The theory of COMPARATIVE ADVANTAGE. (Ricardo ) States should develop their economies to produce goods in which they have an advantage over other nations.(For example Saudi Arabia has oil, it would be mad to spread out its economic effort to try to produce all the other goods its country needs, when it can sell its oil to nations without oil, and use the revenue to buy imported goods)

If this was applied globally, it was thought that the result would be 

· Peaceful international relations

· Co-operation between states based on mutual interdependence

· Every state benefiting from trade , though unequally. 

The need for an Economic Hegemon

· This international system could only operate if there was a Hegemonic state or \Organisation that could enforce the regulations.

· There would be many nations who would join in the free-trade system and gain from it, but not stick to the rules.

· For example they would export their goods freely to the open markets of the world but protect their own markets from imports. They are called FREE RIDERS. 

· Too many Free Riders and the whole system collapses.

The USA  after WW2 was both the military hegemon, (Apart from traditional forces and vast military resources, only the USA had the atom bomb.) and the economic hegemon. 

· In 1945 the USA had $20 billion gold reserves out of a world total of $33 billion gold reserves.

· The USA produced one third of all goods produced in the world

· USA  share of world trade in 1947 was 50%

International institution for trade regulation

The Bretton Woods Meeting tried but failed, to set up an International Trade Organisation.(The USA  Congress turned it down)

 So the existing organisation which had encouraged free trade since 1947, GATT (General Agreement on Tariffs and Trade),  became the regulating body of the LIEO.

 It added the settling of disputes to its ' promotion of Free Trade 'duties.

It upheld the following:

· Most favoured Nation Clauses - Any tariff reductions given by a state to its largest trading party, will automatically apply to all other members of GATT trading in the same goods. (Now called ‘Normal trade Relations’ by the USA)

· Reciprocity - A state will reduce its tariffs in return for a reduction of tariffs by another state

· Non-discrimination clauses - All goods, produced at home or abroad, are treated in the same way by all GATT members.

GATT was very successful.
· It covered 90% of world trade when it was replaced by the WTO (World Trade Organisation) in 1994.(At the Uruguay Round)

· It held 7 Conferences (Rounds) between 1947 and 1994 

(SEE KENNEDY ROUND/TOKYO ROUND/URUGUAY ROUND/DOHA and CRITICISMS IN Basic Notes on WTO)

· It reduced tariffs on industrialised goods from 40% to 5%

The LIEO is challenged 

In the 1960s  various factors led to a challenge to both the LIEO and the USA as Economic Hegemon

· The revival of other economies such as Japan and the  European Economic Community with its protective policies, especially the CAP(Common Agricultural Policy) 

· The increasing use of NON-TARIFF BARRIERS, such as import quotas and technical specifications, imports had to comply with.

· Political pressure from American Business, demanding protectionist measures.

· USA falling share of world trade - 1947 = 50%

  
1960 = 28%

  
1970 = 25%      of Gross world Product

 
1980 = 23%






· Inefficient production practices compared to global figures (partly because of the strength of the American Unions)

· The costs of the Vietnam War (and the general long-term costs of the Cold War)

· Growing Inflation (Because low taxation kept spending high)

· Increasing Balance of Payments deficit (The USA, as the economic hegemon, could not use the normal steps open to other countries to regulate its exchange rates and interest rates or consider devaluation because it would cause economic shock throughout the Western world)

· Because there was always a demand for American dollars, the value of the dollar was kept high. This meant that American goods were expensive for other countries to buy and foreign goods were cheap to import into America. This damaged businesses who not only could not export their goods but were facing the cheaper foreign imports at home. 

· The 1970s 'Oil Shock' when OPEC (Organisation of petroleum Exporting Countries) reduced oil supplies and the shortage that followed resulted in a global price rise which in turn led to a global economic crisis. The USA were hit hard as they were refused oil for a short time in an attempt to put pressure on them to stop supporting Israel.

As a result of these factors, the USA could no longer support the Bretton Woods system of stable currency exchange based on the dollar linked to gold (Fixed exchange rates)

In 1971 the USA came off the Gold Standard and switched to a floating Exchange Rate.

The Bretton Woods System had ended.

POST- BRETTON WOODS SYSTEM

In the 1980s, with no fixed exchange rates and the world in recession, the debt levels of states rose rapidly.

This led to governments reducing the amount of money available by putting up interest rates so businesses and individuals would be discouraged from borrowing.

The reduced spending led to job losses, reduced income from taxation and, in the Global North countries, greater state expenditure on benefits to the unemployed.

Global South countries were badly hit, and had no option but to borrow from the IMF and multilateral Banks. This pushed their debt burden up massively, especially as they borrowed at the higher  interest rates that had just been introduced.

Countries turned again to the dollar as a stable currency and by the 1990s the dollar had risen on the exchange markets because of high demand.

The USA ran up huge trade deficits as it could not sell abroad and could not compete with cheap imports.

US Trade deficit in 1987 was $160 billion dollars.

Reagan borrowed heavily to deal with the deficit and fund military expenditure.

The interest payments on this borrowing prevented spending on domestic issues, such as education and transport.

Efforts to rescue America from high Exchange Rates

G5 - The Group of 5 , US, Germany, France, Italy and Britain, at a meeting in 1985 agreed to take steps to lower the value of the dollar on the Foreign Exchange Markets. They were taking over a joint responsibility for supporting the International Monetary system from the USA.

SOME NOTES ON BASIC ECONOMICS

The Balance of Payments

This is when the money a country pays out for buying goods from other countries(its IMPORTS), equals the money it receives when other countries buy its goods.

If a country is paying more out for its IMPORTS than it is receiving for its EXPORTS, its Balance of Payments is in deficit. It will have to raise more money to make up for the deficit It can do this by taxation, by cutting imports, by increasing exports, or by borrowing.

If a country is receiving more money for its Exports than it is paying out for its Imports, then its Balance of Payments is in Surplus. 

The Exchange Rate

This is how much foreign currency any other currency will buy.

How many $ or Yen will you get in exchange for £1?

When a country wants to buy goods from another country, it must pay for those goods in the currency of the exporting country.

This means it has to buy the other countries currency, using its own currency to do so.

The amount of foreign currency it will get for its own currency depends on the Exchange Rate.

Fixed Exchange Rates

When the $ was fixed against the price of Gold, it always had the same value. 

So all countries were happy to trade in $, knowing its value would not change.

This meant there was always a high demand for dollars.

It also meant a stable international monetary system.

Floating Exchange Rate

This is when there is no currency with a fixed value. All currencies can change on a day to day basis, depending on how much a currency is being bought or sold on the global exchange markets.

Effects of Exchange Rates on the Balance of Payments

 When a currency is 'strong' its value is high. That means it will cost a lot of another currency to buy it.

For example, it will cost 61.8 pence to buy a Euro. 

This is a strong pound and it will cost European countries a lot of their currency to buy British goods.

 So they won't buy as much and this will mean our Balance of Payments will be unbalanced.

It also means that we can buy a lot of European goods cheaply because we get a lot of Euros for our £s. 

So we will be importing more and paying out more.

This will make our Balance of Payments even more unbalanced.

NB. If we aren't selling our goods abroad, then we will cut production and jobs will be lost.

If at the same time, we are importing lots of cheap goods, our own businesses won't be able to sell as much and more jobs will be lost.

This is why countries often try to PROTECT their own businesses against foreign imports by using traditional and new forms of Protectionism.(Tariff barriers, Import Quotas, Technical Specifications, Regulations)

(Think about George Bush and the 30% increase on imports of steel into the USA announced, to protect the US Steel Industry)

This is a move towards MERCANTILISM.

