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[0 O The Bretton Woods system broke down because the dynamics of supply] demand[] and prices in a nation
affect the true value of its currency] regardless of fixed rate schemes or pegging policies. When those dynamics are
not reflected in the foreign exchange value of the currencyd the currency becomes overvalued or undervalued in
terms of other currencies. Its price —— fixed or otherwise —— becomes too high or too low[ given the
economic fundamentals of the nation and the dynamics of supply[] demand] and prices. When this occurs]
the flows of international trade and payments are distorted.[] [ In the 1960sC] rising costs in the United States
made U.S. exports uncompetitive. At the same time[d western Europe and Japan emerged from the wreckage of
World War 11 to become productive economies that could compete with the United States. As a result] the US
dollar became overvalued under the fixed exchange rate system. This caused a drain on the U.S. gold supply[
because foreigners preferred to hold gold rather than overvalued dollars. By 197001 U.S. gold reserves decreased to
about $10 billiond a drop of more than 50 percent from the peak of $24 billion in 1949.0 O In 197100 the U.S.
decided to let the dollar float against other currencies so it could find its proper value and imbalances in trade and
international funds flows could be corrected. This indeed occurred and evolved into the managed float system of
today.[J [J A nation manages the value of its currency by buying or selling it on the foreign exchange market. If a
nations central bank buys its currencyd the supply of that currency decreases and the supply of other currencies
increases relative to it. This increases the value of its currency.l] O On the other hand[J if a nations central bank
sells its currency] the supply of that currency on the market increasesC] and the supply of other currencies
decreases relative to it. This decreases the value of its currency.[J [J The International Monetary Fund plays a key
role in operations that help a nation manage the value of its currency.l] [ The International Monetary Fund

O IMFLI is like a central bank for the worlds central banks. It is headquartered in Washington D.C.0 has 184
member nationsl] and cooperates closely with the World Bank[d which we discuss in The Global Market and
Developing Nations. The IMF has a board of governors consisting of one representative from each member nation.
The board of governors elects a 20-member executive board to conduct regular operations.
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