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The Evolution of the
International Monetary System

Chapters 4 and 5 discuss the political economy of international
money and finance. In chapter 2 we discussed the reasons for the evolu-
tion of the international trade system toward institutionalized multi-
lateralism. Similarly, in this chapter we consider how the literature
in political economy has tried to explain the evolution of the interna-
tional monetary system. As for international trade, the international
monetary system also became characterized by institutionalized multi-
lateralism by the mid-twentieth century, for a similar combination
of material and ideational reasons. In contrast to trade, however, multi-
lateralism in international monetary arrangements peaked in the
1960s and has been in retreat since then. We emphasize the rise of
private financial markets and associated political changes in explaining
this trend.

Although international monetary arrangements in the nineteenth
century were much less politicized at the domestic level than were those
for international trade, over the course of the twentieth century this
became less true. And at the international level, international monetary
arrangements have always been politically controversial. This has much
to do with the strong tendencies toward hierarchy in global monetary
and financial markets and the asymmetric consequences this has for the
distribution of costs and benefits across countries. The conflict between
national macroeconomic stabilization policies and international mone-
tary commitments has become more acute with the reemergence of
open financial markets since the 1970s. We postpone to chapter 5 a
discussion of the consequences of this conflict.
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