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Abstract: Milton Friedman’s idea of flexible exchange rates was heresy for Americans
until the mid-1960s. However, by the late 1970s the idea became embedded in
academic thought, policymaking, and business practices. This article analyzes how
floating currencies, once eschewed, became embraced as legitimate in the US through
the late 1960s and early 1970s. It demonstrates how business leaders’ economic
interests and laissez-faire economists’ framework for causes of and solutions to
business hardships contributed to society’s acceptance of currency flexibility. Increas-
ing societal support of flexible currencies strengthened the power of float-advocates
within the US government, facilitating the transition of the international monetary
system from fixed exchange rates to floating. This study highlights how material
interests and policy discourses contributed to America’s new policy orientation. It
also addresses the origins of the neoliberal international financial order by document-
ing how American elites reconstituted the state-market balance in global finance while
navigating monetary crises.
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Recalling Friedman’s “flexible exchange rates” idea, Frederick Deming,
Treasury Undersecretary for Monetary Affairs in the Johnson administration,
noted: “There was absolutely no acceptance of flexibility of exchange rates on
the part of any responsible officials I knew. And there was not really much
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acceptance in the academic community. There was almost a total lack of
support for them in the banking community. Now you had a few mavericks.
But I can’t recall any serious discussion on this; we didn’t look at it all that
seriously.”’ By the mid-1970s, however, currency floating was avowed as a
proper modus operandi in international finance by the amendment of the
International Monetary Fund’s (IMF) Articles of Agreement. Moreover, the
idea became “so embedded in academic thought, in government policy, and in
banking practice, that those still longing for fixed rates on more than a regional
or highly selective basis were relegated to the fringes of debate” in the United
States by the late 1970s, wrote Paul Volcker, treasury undersecretary for
monetary affairs in the Nixon administration.”

The early 1970s dissolution of the postwar Bretton Woods monetary
system is one of the most important events in twentieth-century international
economic history. It facilitated two critical changes in modern capitalism: the
expansion of financial markets and the retrenchment of welfare states. Since
the 1970s, the volume of purely monetary transactions exploded. Foreign-
exchange trading amounted to more than eleven times the total value of world
trade by 1979; five years later, it increased to almost twenty times the total value
of world trade.” Also, the liberalization of global financial flows generated
concerns about the stability of regulatory institutions and policies in the face of
intensified competition.”

Given its historical importance, the transformation of the international
monetary regime has been widely documented across disciplines.” However,
many studies have focused on “hardware” changes: the collapse of the fixed
exchange system and transition to floating. “Software” changes are less known:
whether members of society perceived the new system as desirable and
appropriate. Formal changes and informal or normative changes do not
necessarily go hand in hand. The latter influences participating actors’ prac-
tices and behaviors, critically shaping the characteristics of the new regime.
For example, even after the end of the Bretton Woods system, the Europeans
and Japanese did not believe that market-determined exchange rates would
magically help achieve national welfare and security goals. Instead, they
thought that governments should control the production and regulation of
world money. European and Japanese governments energetically intervened
in currency markets and imposed capital controls, targeting certain levels of
exchange rates. Indeed, their level of intervention in currency markets since
March 1973, when generalized floating began, was even greater than the par
value period prior to 1971.° Conversely, the US government refrained from
intervening in currency markets, confining itself to smoothing day-to-day
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fluctuations in exchange rates. It also abolished capital controls in 1974, seeing
short-term capital flows as important vehicles to correct underlying economic
imbalances.” America’s embrace of a floating exchange system, and financial
liberalization more generally, accelerated the globalization of financial
markets by putting pressure on other countries to follow suit, often through
bilateral treaties. Moreover, other countries soon realized that their regula-
tions, without US cooperation, were becoming ineffective. Subsequently, the
world moved from 1970s” managed floating to clean floating on a global scale,
while European and Japanese governments removed capital controls through-
out the 1980s and 1990s.”

Recent historical studies by Gavin and Sargent enriched the understanding
of the international monetary transformation by analyzing how America’s
strategic objectives and its leaders’ political aspirations affected the transition,
as opposed to earlier focus on structural aspects such as globalizing capital,
fundamental flaws of the Bretton Woods system (e.g., the Triffin dilemma), and
international economic power shifts.” This article complements aforemen-
tioned studies by adding another layer to the story: a wider societal and
intellectual context that created the conditions for the shift. As some analysts
indicated, neoliberals’ penetration into Washington, notably the appointment
of George Shultz as Treasury Secretary in 1972, was crucial to America’s new
policy direction favorable toward floating.'’ However, a narrow emphasis on
personnel change in Washington misses broader changes in the American
society. This article expands the scope of research, examining how American
academic and business leaders came to accept the idea of floating currencies
over the 1960s and early 19708 Tt highlights how international financial
turbulence under the Bretton Woods system threatened corporate and banking
leaders’ economic interests and how academic floaters (who supported flexible
exchange rates) developed a new framework through which business leaders
identified problems, assessed experience, and diagnosed solutions. This shift in
elite society, plus personnel turnover in Washington, affected the evolution of
the international monetary system. Increasing societal support of currency
flexibility strengthened the political capital of floaters over fixers (who
supported fixed exchange rates) within the US government, effectively
foreclosing multilateral efforts to mend the existing monetary system by the
summer of 1973. As such, we emphasize how both interests and ideas
contributed to the policy shift."”

This study also provides a new perspective on the role of US business in
the emergence of a new international financial order, from embedded
liberalism to neoliberalism.'” Existing studies have emphasized how
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transnational finance precipitated the monetary shift, yet have treated it as an
amorphous market force."* In contrast, we attempt to identify the agency,
showing that American multinational corporations and banks were the main
actors behind cross-border capital flows and that their policy preferences and
political activities facilitated the international monetary transition. Also, the
transition did not represent a simple technical reconfiguration from fixed to
floating exchange rates. Instead, it accompanied an important reassessment of
the state-market balance in the global economy. American political and
business leaders rejected the Bretton Woods fixed-exchange regime because
they believed that it invited government controls and delayed prompt adjust-
ments, which in turn hindered international trade and investment. They
concluded that a monetary system that allowed government discretion was
bad for international business and the economy. This conclusion differs
starkly from that of the majority of Americans who went through the turmoil
of the 1930s. In the 1940s, they believed that governments should intervene in
markets to preserve currency parities and control disruptive capital flows;
otherwise, the international economy would collapse.

Our study complements the contemporary scholarship on American
neoliberal revolution that stresses the central role US business played in the
process. Kim Phillips-Fein and Benjamin Waterhouse show how the perceived
and real threats to business prerogatives during the 1930s and 1940s (Phillips-
Fein) and the late 1960s and 1970s (Waterhouse) generated business’s crisis of
confidence in the system, inciting business mobilization to save America’s free
enterprise system. My research similarly pays attention to business’s engage-
ment in the transition of the postwar economic order, with a special focus on
the financial pillars of the system. I further trace the evolving relationship
between business leaders and neoliberal economists as well as the ideological
shift regarding international finance over the several decades, which is com-
parable to Phillips-Fein’s approach, which emphasizes the origin of modern
conservative politics and ideology that predates the 1960s."” In addition, this
study speaks to Judith Stein’s work, which explores the complex intersections
of de-industrialization and financialization of the American economy and
Ronald Reagan’s rise to power. She carefully documents the various ways
American businesses were involved in the process, including industrial policy
debates, legislative fights over labor-law reforms, and the presidential cam-
paign. In a similar vein, we document how key political and economic actors’
struggles to manage economic crises contributed to financial liberalization,
not smoothly but in a jerky and disorderly manner. Yet, we highlight how
business leaders and academics strengthened the position of revisionists
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(e.g., Shultz) over that of traditionalists (e.g., Burns) within the administration,
rather than engaging in party politics.

BRETTON WOODS: 19405—1950S

Toward the end of World War II, the United States led multilateral efforts to
establish an international monetary regime to restore foreign trade and
investment. In July 1944, delegates from forty-four nations gathered in Bretton
Woods, New Hampshire, to announce a new system to regulate the interna-
tional economy. This “Bretton Woods” system pegged all currencies to the
dollar at fixed exchange rates, and the dollar was convertible into gold at a rate
of $35 per ounce. This fixed exchange rates system was widely supported by
both academics and government officials because they believed that fluctuat-
ing exchange rates were an obstacle to successful restoration of international
16 Also, the new system allowed all currencies, except for
the dollar, to appreciate or depreciate in consultation with the IMF to rectify
international payments imbalances.'” This adjustment mechanism would
avoid the flaws of the gold standard, under which countries with deficits were
pressured to deflate their economy, thereby dampening the demand for
imports while improving export competitiveness. Delegates at the Bretton
Woods conference vividly remembered how such adjustment using austerity
had caused enormous economic dislocation and pain between the wars.
Bretton Woods departed from the old regime in other ways. It legitimized
government regulation of capital flows to prevent them from destabilizing
currencies and disrupting government policies. Also, the IMF was created to
monitor national economic policies and provide balance-of-payments
financing to troubled countries. Overall, the system permitted government
discretion and intergovernmental cooperation to achieve domestic policy goals
and rebuild the international economy. US Treasury Secretary Henry Morgen-
thau sharply criticized New York bankers, who opposed Bretton Woods’
interventionist features, at a news conference in 1945: “It has been proven as
far as I am concerned that people in the international business cannot run
successfully foreign exchange markets. It is up to the governments to do it.”'*
While the world was heralding a new monetary system based on fixed
exchange rates, a small group of float-advocates emerged in the 1950s. The
central figure was Milton Friedman. In 1950, Friedman was serving as Special
Representative to the Organization for European Economic Cooperation,
devising a solution to the German balance of payments problem. His conclu-
sion, later published as a book entitled “The Case for Flexible Exchange Rates”

trade and investment.
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in 1953, claimed that the system of “flexible exchange rates freely determined in
open markets” was more effective than capital controls, austerity measures,
and exchange rate changes by the government.”

During the early postwar years, Friedman was an outcast even in free-
market circles on the issue of international monetary system. More orthodox
ideologues like Ludwig von Mises supported the gold standard, which could
discipline governments to keep currencies at parity. The imposition of such
harsh discipline, Friedman quipped, was impossible in an age when govern-
ments promised full employment and welfare programs. He lamented that a
system of flexible rates had been condemned alike by “traditionalists, whose
ideal was a gold standard” and the “reformers, who distrusted the price system
in all its manifestations.” The Bretton Woods system was the result of a “curious
coalition” of the two groups.”' By the mid-1950s, Friedman was joined in his
crusade for floating by prominent economists such as Edward Bernstein,
Gottfried Haberler, Friedrich Lutz, Fritz Machlup, and James Meade.”

BALANCE OF PAYMENTS PROBLEMS: 19605

International monetary conditions substantially changed following the 1944
Bretton Woods Conference. Most striking was that the dollar shortage of the
immediate postwar years turned into a dollar glut. After World War II, the
international economy heavily relied on dollar outflows for liquidity. How-
ever, by the late 1950s America’s persistent external deficits generated grave
concerns. The U.S. government undertook a variety of measures to address the
balance of payments problem throughout the 1960s.

Under John F. Kennedy, the Council of Economic Advisers (CEA) and
the State Department suggested reform of the international monetary system.
One idea was to persuade other countries to share the US burden in providing
liquidity; some even proposed dollar devaluation as a last resort.”” However,
tampering with the existing monetary system was not acceptable to top
Treasury officials. Treasury Secretary Douglas Dillon and Treasury Under-
secretary for Monetary Affairs Robert Roosa, along with other informed
Americans, strongly believed that the US-sponsored postwar economic
regime made great contributions to the free world by supporting restoration
of international trade. At the center of the regime was gold-dollar convert-
ibility. They feared that any change, such as going off gold or dollar devalu-
ation, would undermine international monetary stability, repeating the
protectionism between the wars and the nadir of the Great Depression. Also,
some American political and finance leaders cherished the prestige of being
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the world’s banker.”* Although Kenney was personally sympathetic to reform,
he followed Dillon and Roosa to prevent a gold panic in financial markets.
Instead, the Kennedy administration focused on reducing dollar outflows by
seeking concessions from European allies to offset US military burdens
abroad.

By the mid-1960s, economists and policymakers widely accepted econo-
mist Robert Triffin’s idea that a reserve currency standard is inherently
unstable. The Johnson administration’s Treasury Secretary Henry Fowler
and Francis Bator, Special Assistant to the President on foreign economic
policy, announced plans to create a new international reserve asset alongside
the dollar to provide liquidity. They strongly refused other reform ideas,
particularly dollar devaluation and exchange-rate flexibility. Like their pre-
decessors, Fowler and other officials equated any deviation from the par-value
system with the collapse of the international monetary system and interna-
tional trade. Further, the postwar monetary system was the symbol of inter-
national cooperation. Devaluation of the dollar or floating exchange rates was
tantamount to abandoning of multilateralism and returning to the isolation-
ism of the interwar period.”” Johnson’s economic team did not believe in
floating exchange rates for ideological reasons. Fowler, a long-time Democrat
with experience in war mobilization agencies, commented: “You don’t leave
economic growth, employment, unemployment and price stability and bal-
ance of payments equilibria just purely to market forces and get the best
economic and social results.”*® Johnson did not want to sacrifice domestic and
international commitments for international financial stability, although his
extensive social programs and the Vietnam War fueled soaring US deficits in
the late 1960s. Instead of fundamental monetary reforms or spending cuts, the
Johnson administration resorted to expedient measures—capital controls,
primarily. It expanded and strengthened capital controls on dollar outflows
previously imposed under Kennedy. In 1965, the Johnson administration
installed new voluntary control programs, asking commercial banks and
corporations to limit dollar export. It turned voluntary controls on foreign
direct investment (FDI) to mandatory in 1968.%7

Apart from Washington, international monetary system reform became a
high-profile topic in American academia by the mid-1960s. Float-advocate
Machlup led an academic study group, the Bellagio Group, which brought
together renowned monetary economists and officials to examine monetary
reform. Robert Triffin recalled that Machlup’s influence over economists
turned the tide toward flexible rates.”® Also, Friedman was rising to promi-
nence among academic economists and policymakers in the late 1960s.”
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By 1967-68, the majority of academic economists supported greater currency
flexibility while not accepting floating in full.”

The floaters’ influence, nevertheless, remained limited outside academia
until the late 1960s. Nixon’s election brought a wave of market-oriented
economiists into the administration who were sympathetic to ideas about
currency flexibility such as free float, wider band, and crawling peg. Haberler
headed Nixon’s campaign task force on international monetary affairs; other
float enthusiasts like Paul McCracken and Hendrik Houthakker joined the
CEA. However, their discussion of flexible exchange rates was effectively
silenced or ignored by high-ranking government officials. Given Nixon’s
and Treasury Secretary David M. Kennedy’s lack of interest in international
monetary matters, Paul Volcker, Treasury Undersecretary for Monetary
Affairs, assumed that responsibility. He had taken a conventional career route,
beginning with the New York Federal Reserve, serving as deputy to Roosa at
the Treasury, and working for Chase Manhattan Bank between government
posts. In other words, he was a Bretton Woods veteran inclined to preserve the
existing monetary order and allergic to fundamental reforms involving flexible
exchange rates. Diplomatic concerns also induced him and other officials to
support the par-value system. They knew that America’s allies abhorred
exchange-rate flexibility. In February 1969, Volcker traveled to Paris to discuss
international monetary situations with European leaders. When he shared
ideas on ways to introduce more flexibility into the monetary system, a
European representative said: “If all this talk about flexible exchange rates
brings down the system, the blood will be on your American hand.””’ With
that, American officials were careful to not stir doubts about US commitment
to the existing system.

Academic floaters’ efforts seemed futile among the business community
as well. Until the late 1960s, flexible exchange rates were anathema to many
bankers and business owners, primarily because fluctuating exchange rates
would bring uncertainty to foreign transactions. Like many government
officials, they associated flexible rates with the collapse of trade and invest-
ment. To change the mood, profloat economists held public conferences and
published books, which were occasionally reviewed in the Wall Street Journal’s
“Reading for Business” section.”” They also took advantage of their connec-
tions to the prominent business organization, Committee for Economic
Development (CED). With business and industrial celebrities across sectors
on its roster, the CED had long been a policy partner with the Department of
Commerce in shaping major economic policies since its inception in 1942.”" In
the mid-1960s, two hard-core floaters, Haberler and Machlup, led CED’s
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research on international financial systems. But their influence was limited.
CED’s policy reports, published in 1966 and 1968, rejected “any of the various
proposals for introducing greater flexibility into the exchange rate
structure.””* The CED was not alone. In June 1969, the American Bankers
Association (ABA), the largest financial trade organization in the United
States, hosted its annual International Monetary Conference, which drew
financial leaders, economists, and governmental officials from all over the
world, with a roster that read like a “Who’s Who” of international banking. At
the conference, the idea of exchange-rate flexibility did not elicit significant
support from the participants.” Instead of international monetary reform,
leading bankers claimed that austerity was the solution to the US balance-
of-payments problem. They thought that allowing greater exchange-rate
flexibility would only divert government attention from adopting the funda-
mental solution.”®

However, business leaders started to see the international monetary issue
from a different angle when capital controls on FDI were tightened in 1968.
While US businesses were cooperative with the Johnson administration’s
initiatives to reduce dollar outflows by limiting FDI on a voluntary basis
starting in 1965, they became infuriated as voluntary controls became
mandatory in 1968.” Major business organizations such as the CED, the
ABA, the US Chamber of Commerce, and the National Association of
Manufacturers (NAM) flooded congressional hearings in 1969, strongly
demanding the removal of controls.”® Some business leaders began to ques-
tion the efficacy of the existing international monetary system. They no longer
believed that capital controls would be temporary; nor did they believe in a
patchwork of ad hoc measures to the balance-of-payments problem. Instead,
they began adopting a ready-made policy framework prepared by academic
floaters to diagnose the situation.’”

One notable event facilitating the business leaders’ transition was a June 1969
conference. An international group of thirty-eight bankers, business represen-
tatives, and prestigious economists gathered in Biirgenstock, Switzerland, to
explore options to increase flexibility in the monetary system. It was a well-
prepared venue for floaters to spread their policy ideas and build consensus
among businesspeople. In preparation, Machlup commissioned a poll of
business leaders, gauging their perception of international monetary affairs.
One question asked whether the respondent experienced any difficulties in
international business operations that could be ascribed primarily to the fixed
exchange-rate system; others questions asked whether the respondent preferred
a system allowing greater exchange-rate flexibility. “No” was the overwhelming
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response to all these questions. However, the floaters found a gleam of hope.
Analyzing survey participants’ comments, the pollsters concluded that business-
people, only beginning to think about these issues, were far more susceptible to
persuasion than academics, central bankers, or finance ministers.*’ Indeed, most
conference participants changed their opinions by the end of the meeting,
favoring more flexibility in the monetary system.”' David Grove, chief economist
at IBM, supported greater exchange-rate flexibility on the premise that a more
flexible regime would provide a better adjustment process, thereby obviating the
need for capital controls. John Watts, a top executive at Brown Brothers
Harriman and Co.,, stressed that “more and more businessmen consider the
devaluations and fluctuations experienced from 1967 through 1969, bad as they
were, to be less of a threat to profits than the trade and investment controls that
were erected during the same period.”** Conference organizers held follow-up
meetings in the early 1970s.

Toward the end of the 1960s, business groups and leaders showed greater
interest in the idea of currency flexibility.”” At 1969 congressional hearings on
foreign direct investment controls, Russell Baker, chairman of the US Cham-
ber’s special advisory panel on balance of payments, called for “thorough
studies” to evaluate available options including the “various flexible exchange
rate proposals.”** The chamber’s special advisory panel on balance of
payments included the nation’s largest corporations, such as P&G, Pfizer,
Caterpillar, GE, Sears, and Texaco, which had grave interests in international
investment. In May 1969, one of the most conservative financial leaders,
Gaylord A. Freeman Jr., Chairman of First National Bank of Chicago, argued
for greater flexibility at the meeting of the Texas Bankers Association. Soon,
Chase Bank and Bank of America joined the pack. The leading banks com-
plained that fixed exchange rates invited capital controls that restricted
international trade investment. They also emphasized that international
transactions could be hedged through forward exchange markets.*’

DISINTEGRATION OF THE BRETTON WOODS: 1971—1973

The Nixon administration’s initial complacency with international monetary
situations changed between 1969 and 1970. With ballooning US deficits and
ever-growing speculative financial flows, American officials saw no easy fix to
the payments imbalance. An interagency group on international monetary
policy, led by Volcker, suggested three measures: (1) devalue the dollar against
gold; (2) suspend gold-dollar convertibility; and (3) realign exchange rates.
The officials at first chose the third option, pursuing multilateral negotiations
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on currency realignment. However, Europeans and the Japanese were
reluctant to revalue their currencies, which would undermine their trade
competitiveness. By late 1970, Volcker sensed that the United States would
eventually have to close the gold window to avoid a run-on-gold.*® Treasury’s
thought experiments developed into an official action plan when John Conn-
ally became Treasury Secretary in February 1971. Connally, an experienced
politician unusually savvy with power games rather than an economic expert,
appealed to Nixon’s ambition in maintaining American primacy in the world.
He elaborated how American military obligations abroad, unfair trade bar-
riers of its trading partners, and the overvalued dollar under Bretton Woods all
were responsible for American economic decline as well as an international
payments imbalance.”” He convinced Nixon that suspension of gold-dollar
convertibility and subsequent currency adjustment would reinvigorate US
industry and US economic power. On August 15, 1971, the Nixon administra-
tion closed the gold window. Nixon, Connally, and other economic strategists
did not intend to bring down Bretton Woods. Quite the opposite. They
perceived such drastic action as shock therapy to compel European countries
and Japan to adjust currency parities and stabilize Bretton Woods."’
Connally’s brinkmanship, however, was put to an end. Arthur Burns and
Henry Kissinger were determined to protect the Atlantic alliance. Fed Chair
Burns, a highly influential Washington figure in economic policy, with a
respectable career in academia and government, opposed America’s unilateral
decision in August to sever the gold-dollar link. As a Bretton Woods veteran,
he feared that such action would bring down the entire monetary system.
Moreover, as a devoted member of the international central banking com-
munity, he believed that international financial stability could be achieved
primarily by central bankers’ concerted efforts through such measures as
cooperative capital controls and swap arrangements.”” National Security
Adviser Kissinger was preoccupied with US grand strategies vis-a-vis the
main antagonist Soviet Union and major allies in Europe and East Asia,
paying little attention to economic issues before the fall of 1971. However,
he got involved when he sensed that Connally’s tactics were weakening
cohesion among US allies. Kissinger and Burns successfully persuaded Nixon
that the United States should make compromises to end the monetary crisis.
In the fall of 1971, Kissinger arranged a series of summits between Nixon and
European leaders to strike a deal on exchange-rate changes.” At the end of
December, the United States, Europe, and Japan announced the Smithsonian
Agreement, which instituted new parities between the dollar, gold, and other
currencies. Encouraged by the cooperative mood, the IMF called for
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organization of a forum in the spring of 1972 to negotiate the reform of the
international monetary system, which produced the ad-hoc Committee of
Twenty (C-20) within the IMF.

In May 1972, George Shultz replaced Connally as Treasury Secretary. His
rise to the post of “economic czar” both reflected increasing Friedmanites’
penetration into the government and signified substantial changes in
American international monetary policy.”' He was a professional economist
and experienced public official, having served as labor secretary and director of
the budget. He was significantly influenced by Friedman when they taught
together at the University of Chicago.”” Upon his appointment, Shultz
orchestrated the development of comprehensive US policy on reform of the
international monetary system. While existing studies describe the process as
close collaboration between Volcker and Shultz,”* Shultz’s leadership made
critical changes in the US position. Before Shultz’s arrival at Treasury, Volck-
er’s monetary reform group, despite diverse views within, found common
ground as to basic principles of reform. It promoted a modified par-value
system with timely adjustments in par values and “symmetry” in the adjust-
ment process. That is, surplus countries as well as deficit countries should take
measures to bring balance to international payments, whereas the existing
system put disproportionate burden of adjustment on deficit countries.”* To
achieve symmetry in adjustment, the Volcker Group suggested the use of
“presumptive criteria”: If a country’s reserve assets moved above or below
preset bands, an international committee would use such a reserve indicator as
a guide in making judgement (emphasis added) to ask the country to adjust.”

Conversely, a new US plan under Shultz, called “Plan X,” emphasized
automaticity of the indicator system. Here, deviation from preset asset levels
would require the country to take corrective actions, such as parity changes or
income policies, without multilateral negotiations.” In other words, countries
can choose what actions to take to adjust (e.g., parity changes, income
policies), but cannot choose whether they would adjust or not. While Volck-
er’s plan aimed to achieve what American officials considered essential to
American national interests (i.e., symmetry) through political process,
Shultz’s plan tried to attain the same goals by relying on market conditions.
When the United States unveiled its new reform proposal in September 1972,
other countries strongly refused such automaticity because it limited their
political discretion, claiming that indicators should prompt consultations at
most.”” Soon after the release of its monetary reform proposal, the US
government officially announced its new policy direction, which emphasized
that the international monetary system should be “market-oriented” to best
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foster expansion of world trade and investment. It further elaborated that the
payments imbalance should be adjusted in such a way as to minimize
interference with market transactions.”

Shultz’s influence in the government, however, was limited. Whenever his
actions seemed to undermine the Atlantic alliance, other policymakers
attempted to check them. In the summer of 1972, US Treasury officials ignored
the desperate attempts by European central banks to intervene in financial
markets to stabilize the dollar against speculative attacks because they believed
that market forces would guide the dollar to the right level.”” However, they had
to back down when Burns and Kissinger strongly urged US intervention.”’
Floaters and others clashed again in January 1973. Facing another dollar crisis,
Shultz held multiple high-level meetings with Burns, Volcker, Herbert Stein
(CEA chair), Peter Flanigan (Council on International Economic Policy),
William Rogers (Secretary of State), and Bill Casey (Undersecretary of State
for Economic Affairs). By then, three economic experts of the senior policy group
supported floating (Shultz, Stein, and Flanigan), while Burns strongly opposed
it.”" Shultz and Burns brought the issue to the ultimate arbiter, Nixon. Nixon
sided with Burns because he thought that American disengagement would be
considered abandonment of American leadership. He called the option of
floating too much of a “to hell with the rest of the world.”** Volcker bridged
the gap between the floaters and Burns by suggesting multilateral negotiations to
realign exchange rates. With Nixon’s approval, Volcker was sent to negotiate
specific terms with West Europe and Japan. The countries reached an agreement
swiftly, announcing the devaluation of US dollars on February 12.

Paralleling the floaters’ growing infiltration into the government, the idea
of floating currencies was gaining popularity in the business community in the
early 1970s. Although fixed exchange rates had been an “article of faith” among
bankers, American bankers began to alter their views as influential financiers
publicly endorsed exchange-rate flexibility.”’ For instance, in October 1971,
David Rockefeller, chairman of New York’s Chase Manhattan Bank, insisted
that the world move “away from both gold and the dollar standard” toward a
system of greater exchange flexibility.”* In 197172, First National City Bank,
the leader in international banking, called for “an orderly system of floating
exchange rates” because it believed that fixed exchange rates were incompat-
ible with free capital movement and national policy autonomy.”’

One important reason behind the bankers’ changed attitude, along with
their hatred of controls, was the prospect of profits. Under Bretton Woods,
banks perceived the foreign-exchange business as a service center rather thana
profit center. However, as foreign-exchange markets grew rapidly in the 1960s,
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some banks found business opportunities in them. In particular, between
August and December 1971, while currencies were floating, banks made large
foreign-exchange profits, discovering potential profitability in the floating
system. Indeed, top management at Chemical Bank, First National Bank of
Chicago, Bankers Trust, and Wells Fargo Bank started pressuring exchange
traders to produce profits in the early 1970s.°” Salomon Brothers’ data on
major US banks’ foreign-exchange profits between 1969 and 1976 also show a
massive upswing in profits in the early 1970s.”” The opening of two new
exchanges to handle foreign currency futures, first in New York in April 1970
(the International Commercial Exchange, an affiliate of New York Produce
Exchange) and then in Chicago in May 1972 (the International Monetary
Market, a unit of Chicago Mercantile Exchange), also facilitated the expansion
of foreign-exchange markets.*®

Furthermore, leading banks honed financial techniques to deal with cur-
rency fluctuations, which subsequently comforted American companies’ anxiety
about greater exchange flexibility. In fact, some banks showed confidence in such
financial skills as early as the late 1960s. For example, John H. Watts, banking
executive of Brown Brothers Harriman and Co., reassured that multinational
corporations (MNCs) and international investors could rely on means of insu-
lation against currency risk, although small firms with little financial strength
would face difficulties.”” Indeed, a 1971 New York Times article reported how
internationally oriented companies were learning to cope with—and exploit—
increasing currency fluctuations with the help of large banks such as Morgan
Guaranty Trust Company, First National City Bank, and Brown Brothers
Harriman.”’ Between January 1972 and March 1973, during the period of mod-
erate flexibility between two dollar devaluations, MNC treasurers were pleasantly
surprised that flexible currencies did not undermine their operations.”’

Another critical factor that drove US businesses to embrace greater
exchange-rate flexibility was the demand of stronger capital controls by the
“fixers,” who supported fixed exchange rates. After Nixon closed the gold
window in August 1971, the issue of speculative capital flows was widely
examined in the United States and abroad. Major news outlets extensively
discussed whether US-based multinational firms and banks were responsible
for the currency crises in the late 1960s and early 1970s.”” Also, IMF’s 1972
report on the causes of “disequilibrating capital movements” concluded that
multinational firms and banks were culpable. For example, MNCs’ practice of
“leads and lags,” the deviations from the usual timing of commercial payments
and receipts, generated a substantial amount of destabilizing short-term flows.
To handle short-term capital flows, the report suggested “comprehensive”
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capital restrictions.”” Along with the IMF, Europeans and Japanese claimed
that stronger regulations on international capital movement were essential to
the reconstruction and preservation of fixed exchange systems.”*

Facing efforts to tighten international provisions on capital controls, major
business associations hurriedly organized task forces to scrutinize reform of the
international monetary regime. In 1972 the CED and the NAM, respectively,
formed high-level task forces on monetary reform to formulate their own
suggestions to monetary issues.”” The US Chamber’s internal and public
documents also show intriguing changes in attitude toward capital controls
and the international monetary regime. Its Banking and Monetary Policy
Committee updated its position on international monetary policy yearly during
the late 1960s and early 1970s. As early as February 1971, the Chamber officially
embraced the idea of currency flexibility, switching its policy position from
emphasizing “stability” in international monetary relations to “reasonable
stability and flexibility (emphasis added).””® Upon suspension of gold-dollar
convertibility in August 1971, it praised such measures, which would ensure “the
greatest flexibility in international monetary matters.”’” In early 1972, it urged
the government to establish a “viable, long-term, flexible exchange system” at
congressional hearings, indicating that the Smithsonian Agreement, although a
step in the right direction, was “far from sufficient.””® When the Nixon
administration finally revealed its monetary reform proposal in late 1972, the
Chamber welcomed this policy direction toward currency flexibility. It stated
that an international monetary framework should aim at fostering “the largest
possible expansion of world trade” and that currency flexibility was “necessary”
to avoid controls over international transactions.””

By late 1972, the New York Times reported that Washington, with increas-
ing support from the business community, was leaning toward “substantially
increased” flexibility in exchange rates, which would allow the “greater role for
market forces” in the determination of currency values.*® In early 1973, Fed
chair Burns, a staunch advocate of fixed exchange rates, reluctantly admitted
that a “dramatic change” in attitudes about the exchange-rate system had
occurred among business leaders, commercial bankers, and central bankers.
While they were distrustful of floating a few years ago, now they “widely
accepted,” rather than merely tolerating, floating rates.®'

TRANSITION TO GENERALIZED FLOATING: 1973—1974

The second devaluation of February 1973 lasted only about two weeks. The
devaluation, only thirteen months after the Smithsonian Agreement, unsettled
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the psychology, creating doubts about the government’s will to defend the new
parities. Moreover, a series of actions by the government, including relaxation
of domestic price controls and the announcement to remove capital controls,
fueled doubts. Gold soared to $90 an ounce in late February, more than twice
the new official price of $42, igniting massive speculation against the dollar.
European governments, after their failed attempts to absorb enormous
amounts of dollars, closed their exchange markets in early March.”
European Economic Community (EEC) leaders and European central
bankers gathered over March 3-4 to discuss their response, including possibly
a joint float. That is, the EEC countries would peg their currencies together
while collectively floating them against the dollar.

Back in the United States, Nixon called high-level meetings on March 3. He
met that morning with senior economic officials, including Shultz, Stein, Burns,
Volcker, and Roy Ash (director of the Office of Management and Budget). All
senior economic officials supported floating except Burns, who called for massive
intervention in foreign exchange markets.”” This time, moderate Volcker leaned
toward floating because he thought that speculators “were ready to shoot at any
fixed target presented by the authorities.””* Nixon himself acknowledged the
difficulty of defending existing exchange rates at that moment, but could not
ignore political consequences of floating. In early 1973, Nixon and Kissinger were
paying greater attention than ever to Europe. Except for the United States and the
Soviet Union, Europe’s economic and potential military power was larger than
any region in the world. More important, the new Europe of Nine, with three
new members added to the EEC on January 1973, was now moving toward
political as well as economic unification. Nixon and Kissinger feared that
growing European power and unity would mark the end of American supremacy
in the West.”” Burns knew exactly what Nixon was concerned about. He warned
Nixon that Europeans were moving to construct their own monetary system,
bypassing the United States. Torn between the two options, floating and massive
intervention, Nixon deferred to Kissinger. In an anxious tone he asked the
economists to talk with Kissinger: “You can’t think of this, basically, as an
economist. The whole European relationship is in a state of, I think, very
profound change at this point. And to the extent we can, we should use our
economic and monetary stroke to try to affect that change in a way that will be—
will serve our interests.”*

After talking to the economists, Kissinger reported back. To Nixon’s
surprise, Kissinger said that floating was not against American interest; rather,
it was “really somewhat in our interest.”*’” By then, Shultz and Stein learned
how to play the game. They persuaded Kissinger that a European joint float
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would most likely fail, forcing them to adopt an individual float. Since
Europeans detested individual floating, they would come to the waiting arms
of the United States, asking for its leadership. Accordingly, the United States
would be in a stronger bargaining position for monetary reform.*” In addition,
Shultz reassured Nixon and Kissinger that domestic situations were favorable
to floating. He emphasized that economists and some business and financial
leaders considered recent economic developments as progress toward cur-
rency flexibility. He further elaborated how Congress became increasingly
agitated by American interventions in currency markets, criticizing the drain-
ing of taxpayers’ money.”” Nixon and Kissinger concluded that the United
States should look cooperative by getting involved in multilateral meetings,
while waiting for the European joint float to fail. The United States met with
Europeans over March 8-9 to discuss the monetary crisis but did not commit
to intervention as planned in the high-level meetings.

On March 12, six members of the EEC managed to adopt a joint float.
Kissinger was furious and anxious. He hoped and anticipated that the
Europeans would fail to agree on the joint float; the floaters and news media
had told him that such agreement was “unlikely.””” Fearing that a successful
joint float would be a steppingstone for a new European monetary system,
Kissinger instinctively realized that the United States should “create conditions
in which the Common float is as hard to work as possible.””' When Kissinger
desperately inquired how to create such conditions, William Simon, Deputy
Secretary of the Treasury and a float-advocate, answered: “I interpret that as less
intervention, which is a good idea.””” Kissinger concurred with the policy of
nonintervention. On March 16, the Group of Ten and the EEC announced a
joint communique, which officially allowed their currencies to float.”

Despite the onset of generalized floating, no public officials or informed
citizens considered it the beginning of a new era. Instead, they shared the
assumption that floating would be only temporary. Most government leaders
opposed floating as a permanent system. Also, ongoing reform discussions at
the international level aimed to restore a system of stable but adjustable par
values.”* As late as June 1973, Volcker expected, in his testimony before
Congress, that the United States would adopt a par-value framework as a
matter of principle.”” Indeed, momentum was building in the summer of
1973 for resurrection of a par-value system, launched by enormous turbulence
in the financial markets. Speculation against the dollar, which had subsided
since March, resumed in mid-May, accelerating in June and July. The value of
the dollar dropped by 10 percent compared to mid-February parity. A sudden
drop in the value of the dollar and wider fluctuations in exchange rates inflicted
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great pain on European business owners and bankers, who subsequently
pressured their governments to take action. Concerned with a growing protec-
tionist mood at home, European leaders urged the US government to support
the dollar.”® Moreover, National Security Council (NSC) staffs repeatedly urged
Shultz and Kissinger throughout July to stabilize the dollar in cooperation with
Europeans. Charles Cooper and Robert Hormats emphasized that America’s
engagement was vital to reinstate American leadership and stall European
regionalism.”” Governors of the Fed also criticized that the “uncontrolled float”
of the dollar contributed to financial instability.”® The Treasury could no longer
uphold its noninterventionist approach. Shultz allowed Burns to intervene in
foreign exchange markets to bolster the dollar in mid-July. It seemed the
government was going back to Bretton Woods—era practices.

Furthermore, going through the summer’s financial disarray, European
leaders showed strong determination to revive the reform talks.”” In July’s C-20
meetings and C-20 deputies meetings, French officials admitted for the first
time that the traditional system of convertibility was “not perfectly
symmetrical,” making significant concessions regarding reserve indicators to
the US position—one of the most controversial issues in the previous meet-
ings.'”’ Given how the French had been the US’s main monetary antagonist,
from De Gaulle’s criticism of the dollar’s reserve currency status to President
Pompidou’s and Finance Minister d’Estaing’s strong rejection of American
reform plans, optimism that agreement might be reached on the monetary
reform was suddenly renewed. According to De Vries, an IMF economist and
historian, there was a “widespread search for compromise” at the meeting.'”"
Volcker was greatly pleased by France’s conciliatory stance. In return, he
expressed his will to compromise on indicators: “automaticity is not it, and
pure discretion without guidelines is not it. The exact set of rules remains to be
worked out.”'”” West German finance minister Helmut Schmidt, elated by the
negotiations, expected that agreement on main principles could be reached at
the IMF annual meeting in late September, amendment to IMF articles by the
spring of 1974, and governmental ratification by the end of 1974.'% Jeremy
Morse, Chairman of Deputies of C-20, appreciably stepped up his efforts in
putting together various compromise suggestions made at the July meetings in
August, planning to provide a draft of Outline of Reform for the C-20 meeting
on September 5-7, just ahead of the IMF annual meeting.

Shultz also assessed the Washington meeting positively, but did not want
to compromise. For the floaters in the administration, the current generalized
floating was working reasonably well. Also, the recent dollar crisis did not call
for intervention, much less monetary reform centering on par values. The
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crisis originated from fundamental problems such as US deficits and inflation,
amplified by contemporary disturbances like Watergate. That is, a fixed
exchange-rate system would not fix the problems; the market would.'”* But
how could Shultz legitimately refuse to cooperate with Europeans who were
increasingly conciliatory regarding monetary reform? Besides, the NSC was
eager to get Treasury to work with Europeans. Nixon paid little attention to
international monetary issues, primarily because of Watergate, but wanted to
avoid confrontations with Europeans.'’” Shultz found his allies outside the
administration.

While high-ranking government officials were debating the direction of
US international monetary policy, various societal actors were closely observ-
ing the effects of floating exchange rates. By mid-1973, a general consensus
developed in the United States that the previous fear of severe disruption in
foreign trade was largely exaggerated. Official data showed marked improve-
ment in the US trade balance, from a deficit of $6.8 billion in 1972 to a deficit at
an annual rate of $1.3 billion from March through May 1973. Even Burns had to
admit that such improvement would gather momentum in 1974 and 1975,
turning the trade balance into a “sizable” surplus for the first time since the late
1960s.'"® American bankers reported that their customers did not experience
any slowdown in trade. 197 In late June, the Joint Economic Committee invited
four business leaders to its hearings titled “How Well Are Fluctuating
Exchange Rates Working?” They expressed concerns for increasing transac-
tion costs due to fluctuating currencies; but they preferred the current floating
situation to the previous system, which had incurred artificial trade and
investment barriers, including quotas and surcharges.'’”

Positive experiences under generalized floating since early 1973, coupled
with negative memories of the 1960s monetary turmoil, affected the opinions
of American political and business elites about exchange-rate flexibility. They
favored floating for the time being and felt no need to rush into a new
monetary arrangement. Some even argued for floating as a permanent system.
The atmosphere of the 1973 ABA annual International Monetary Conference,
held on June 8, 1973, was substantially different from that of the 1969 Confer-
ence. The majority of American bankers viewed floating as “perfectly work-
able” for the transitional period. 199 Charles E. Walker, former Undersecretary
of Treasury and ABA executive vice president from 1961 to 1969, testified
before Congress in July that “the currency floats which we have stumbled into
have not been hurting.” Although he used to prefer a fixed exchange system to
floating, since 1973 he found that forward markets were functioning very well,
reducing uncertainty in international transactions.''’ The US Congress,
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which paid little attention to international monetary situations until early 1973,
finally drafted a report following multiple hearings on the matter in the
summer of 1973. The Subcommittee on International Economics of the Joint
Economic Committee announced on August 20 that it unanimously found
that floating was “the best available alternative and clearly superior to fixed
parities” in current circumstances.' '’

Until mid-1973, major business associations refrained from making public
statements about international monetary matters, mainly because they could
not draw any unified position from their members. That changed. In late July,
the CED finally published its study, “Strengthening the World Monetary
System,” which claimed that the majority of American businesses now favored
flexibility in exchange rates.''” The CED proposed two systems: (a) a floating
system involving periodic interventions or (b) exchange parities subject to
frequent and small adjustments. The leading business organization, notably,
for the first time mentioned floating as a viable option for the international
monetary system. Its changed position also carried symbolic significance
because it was the only major business group that strongly endorsed the
establishment of the Bretton Woods system in the mid-1940s and actively
mobilized business support around it.'"”

Finally, Shultz reached out to the business community and former high-
ranking officials to strengthen his position against the fixers inside and outside
the country. He created a new Advisory Committee on Reform for the
International Monetary System, which was officially launched on August 22.
The advisory committee consisted of three former treasury secretaries, Henry
Fowler, Douglas Dillon, John Connally, and eleven influential business
leaders, including David Rockefeller (Chase Manhattan Bank) and Reginald
Jones (General Electric).'"* Shultz promptly held a joint meeting between the
Advisory Committee and government officials on August 29, which included
all key decisionmakers on monetary matters: Shultz, Volcker, Stein, Simon,
Flanigan, Casey, and Danne (Fed governor). At the meeting, Volcker first
described the major issues regarding international monetary reform, and then
reviewed three major reform ideas: the US position, the French position, and
the compromise put forward by Morse (Chairman of Deputies of C-20)
following the July negotiations. The Morse commentary, which included
the draft Outline of Reform, suggested a mixed system, integrating the
proposal advanced by the United States with that of other countries, partic-
ularly France. Most members of the Advisory Committee strongly supported
the US proposal, especially regarding the use of objective indicator in the
determination of need for adjustment.'’” Buoyed by the Advisory

https://doi.org/10.1017/50898030620000020 Published online by Cambridge University Press


https://doi.org/10.1017/S0898030620000020

YOUN KI AND YONGWOO JEUNG | 171

Committee’s responses, Shultz and other floaters in the administration con-
cluded that there was no need to compromise and settle for restoration of a
par-value system. US officials subsequently sent Morse a letter listing a
number of amendments to the draft Outline, pressuring him to revise the
draft Outline as close to the US position as possible on a variety of issues from
adjustment process to capital controls to convertibility." '

On September 5-7, the delegates from the C-20 countries gathered in
Paris for final negotiations before the high-profile C-20 meeting in two weeks
in Nairobi. Given the success of the Washington meeting in late July, hopes
were high. Delegates were expected to resolve major differences and write
technical language for an accord. However, the summer’s optimism was
dashed."'” Morse presented delegates with the “models” to begin negotiations
with, which, he claimed, incorporated suggestions from diverse countries.
However, Europeans and Japanese found that the models were too biased in
favor of the US position and refused to accept them. Indeed, one member of
the Morse’s executive team later admitted that the models did lean toward the
US position. Conversely, the US deputies supported them. Furthermore, US
officials did not hide their positive attitude toward floating any more. Such
attitude came as a “shock” to the other deputies who were thinking about the
possibility of agreeing on a system based on stable but adjustable fixed rates.' "
After the meeting, Morse described that it was “quite tough going” at the
meeting, conceding little progress.'” Regarding the deadlock, European
delegates criticized the “hardening” of the US position. Although they made
additional concessions on convertibility, Americans did not accept
it. American officials declined to comment on the substantive matters to
journalists.'*’ The failure of the meeting dampened prospects for agreement
anytime soon. Regarding the tough US position, news media reasoned that
high administrative officials now had supporters, who were pleased with how
the ad hoc system of floating exchange rates had worked “surprisingly well.” It
not only helped improving US trade competitiveness but also staved off
currency crises that could have ravaged world trade and investment.'”'

Returning home, the Treasury department convened another meeting
with nongovernmental experts to consolidate its monetary reform positions
before the important C-20 meeting in late September. On September 18, prom-
inent economists and practitioners such as Gottfried Haberler, Hendrik
Houthakker, Henry Wallich, Richard Cooper, William Fellner, and Alan
Greenspan gathered for a Treasury Department consultant’s meeting. Volcker
opened the meeting with a review of the current status of the negotiations and
prospects for the Nairobi IMF meeting. He gave special attention to the issue
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of adjustment mechanism, elaborating on how Europeans still wanted adjust-
ment decisions based on discretionary action and opposed automatic invo-
cation of pressures, which the United States favored. The consultants strongly
supported Treasury’s position on the importance of presumptive indicators.
They also believed that the present exchange-rate arrangements were “work-
ing well,” although there was no agreement on the desirability of floating as a
permanent system. Most important, the participants unanimously concluded
that the United States should continue to “hold out” for a lasting agreement
and not rush into an agreement for its own sake.'*

The high-profile C-20 meeting in late September in Nairobi, as widely
'** During the Nairobi meeting,
Shultz reassured Nixon that the Treasury Department’s plans for monetary
reform were closely consulted with the Advisory Committee on Reform for the
International Monetary System, various groups of bankers and corporate
leaders, and the academic community. Shultz emphasized that these groups
expressed “almost universal support” for US proposals and negotiating strat-
egy and that they “urged us to stick to our guns on this matter.”'** C-20
participants tacitly agreed to put negotiations aside for a time, which was
formally approved at the following C-20 meeting in Rome in January 1974.
After the failure at Nairobi, a “pervasive feeling of futility” of reform efforts
arose among the negotiators.'”> Moreover, the oil shock and inflationary
pressures of late 1973 and early 1974 amplified the pessimistic mood. Volcker
recalled that his disappointment with failure in creating a new Bretton Woods
was “not widely shared” within the US government and that the floaters
around him felt “no urge to keep the negotiations alive.”'*° Indeed, America’s
neoliberal aspiration only accelerated. In mid-1974, Shultz and Volcker were
replaced by vociferous floaters William Simon and Jack Bennett. The new
leaders at Treasury pursued a floating system outright.'”” Acknowledging the
adamant American position, France finally gave up a system of “stable rates” at
the Rambouillet summit in 1975. The concession led to the Second Amend-
ment to the Articles of Agreement, which legalized floating.'**

expected, produced no progress on reform.

CODA

Since the fall of the Bretton Woods system, Europe and the United States took
different paths regarding external monetary policies. When France failed to
reinstate a fixed exchange system globally, it redirected its efforts to stabilizing
exchange rates within Europe. Germany considered the creation of a regional
monetary system as a big step toward a federal Europe. Under the leadership of
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France and Germany, the European Council endorsed the creation of the
European Monetary System (EMS) in July 1978, through which European
countries tried to reduce currency fluctuations in the 1980s. Meanwhile, the
United States further gravitated toward floating. It refrained from intervening
in currency markets except particular occasions in the 1970s, entrusting the
exchange rates to the market. The American commitment to floating did not
reflect the actual performance of floating. The new system of floating did not
bring an era of financial turmoil as its critics feared; however, exchange rates
proved to be more volatile than forecasted by the advocates of floating.'*’
Instead, such commitment to floating can be ascribed to a variety of factors,
including the rise of the free-market ideology favoring floating in academia,
the policy circle, and business community, the rejection of Bretton Woods-era
style interventions that interrupted international business (i.e., capital con-
trols), and unstable macroeconomic conditions that made its currency parities
difficult to maintain (i.e., oil shocks, the commodity-price boom, the recession
of 1975, the divergence among national inflation rates)."”’

This article demonstrates the rise of a new policy orientation—flexible
exchange rates—in the United States spanning the late 1960s and early 1970s.
The rise to power of the floaters was important, as existing studies have
indicated. This study offers additional evidence to the existing claim, such
as Shultz’s contribution to Plan X and floaters’ persuasion of Nixon and
Kissinger during the crisis of March 1973. More important, while scholars
have often ignored broader societal changes with which key policymakers
actively interacted, this article highlights the circumstances that led American
business leaders to embrace floating currencies (e.g., the tightening of capital
controls in 1968, the advance of financial techniques to handle currency
fluctuation, and the prospect of profits from foreign exchange trading). Also,
this study reveals the active role of academic floaters in providing US business
with a new framework to diagnose causes of and solutions to capital controls.
After their encounter with the academic floaters, American business leaders
began to ascribe capital controls and other disturbances to the existing
international monetary regime. We further trace the change in policy prefer-
ence among the business leaders in favor of floating, showing that their policy
recommendations and political activities facilitated the emergence of a new
monetary order. The support from the converted business leaders of
exchange-rate flexibility proved substantial in empowering the floaters in
the administration against those who were reluctant to any drastic reform
to the parity system. With the support from business leaders, Treasury
Secretary Shultz and the floaters in the Nixon administration could keep their
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preferred policy option in the summer of 1973 before attending the IMF’s C-20
meeting. Previous studies have overlooked this important period, attributing
the dissipation of negotiation efforts to environmental factors such as the first
Oil Shock in late 1973. However, as this study demonstrates, multilateral
negotiation lost its momentum before the oil crisis.

Our analysis emphasizes how both interests and ideas contributed to the
international monetary policy shift in the United States. It also explores the
rise of a new international financial order by tracing how the earlier belief that
governments should intervene to stabilize international markets and promote
foreign trade gave way to the rejection of government discretion in global
finance.

Miami University
University of Oregon
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