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Evolution of Monetary System

m 1. Full-Valued (Full-Bodied) Money: By Weight, By
Tell, Seignorage.

m 2. Fiduciary (Trust) Money: bank notes or token fully
convertible to monetary standard. Riksbank
(1625,1661,1668), Song Dynasty (cir. 900). 100%
Reserve, Fractional Reserve. lrony of Trust.

m 3. Fiat (Decree) Money: Money with little intrinsic
value and not convertible to anything valuable, but
the State proclaims it is worth such and such .



Dilemma of Monetary System

m Discipline (Trustworthiness, Quality) vs.
Flexibility (but flexibility often leads to loss of
discipline and loss of credit)

m The Discipline-to-Flexibility-to-Discipline
Pendulum: From full-bodied money to
fiduciary money to fiat money to Currency
Board and Monetary Union.
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Chronology of Gold Standard and Gold-
Exchange Standard

. 1696: British Silver Re-Coinage
. 1717: Issac Newton fixed the price of gold at £ 3517 d10 %

per troy ounce 0.9167 fine. Beginning of the de facto gold
standard.

1797 Britain suspends pound convertibility to gold.
1816: England adopts the gold standard de jure.

1819: Britain resumes pound convertibility

1857: Monetary Union among German states and Austria

1865: Latin Monetary Union (France, Belgium, Switzerland,
and Italy)



8. 1867: International Monetary Conference---Universal
Money

9. 1914: Suspension of convertibility of all currencies

10.1925: Pound convertibility restored

11.1931: Britain abandons Gold Standard

12.1933: US. abandons Gold Standard

13.1944: Bretton Woods Agreement: Gold-Exchange
Standard

14.1971: Nixon shock suspending the convertibility of U.S.
dollars: Gold-Exchange Standard collapses

15.Current States: Non-System or questing for discipline once
again?



British Silver Re-Coinage

m 1. Act of convenience vs. social contract.
m 2. Cost of re-coinage:

m 3. Triumph of bourgeolis value.

m 4. Consequences:



Consequences of Silver Re-Coinage,etc.

m 1. Pre-1688: 1M public debt at 20-30%
Interest rate.

m 2. 1710 (Post War of Spanish Succession):
21.4 M public debt at 6-8% interest rate.

m 3. 1750 (Post War of Austrian Succession):
public debt of 78 M at 3% Iinterest rate.
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Beginning of the de facto gold standard

m 11717 : Issac Newton Fixed the Price of at £ 3517 d10 % per
troy ounce 0.9167 fine. Master of the Royal Mint.

m 2. 1Pound =20 Shillings, 1 Shilling = 12 Pence. ( 1 Pound =
240 Pence).

m 3. 1troyounce =31.1 gm.

m 4.Byl, 2 and 3:1Pound = 0.2354 ounce of pure gold =
7.321 gm pure gold.

m 5. Last for over 200 years.
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The Trilemma of the Exchange
Rate Regime

Exchange
rate stability

Monetary Floating exchange rate  Freedom of
policy autonomy capital movement
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The Case of Hong Kong
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Base Money Market for H.K$
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The Case of Hong Kong
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The Case of Hong Kong(5)

Note-issuing bank <

1US$ = 7.80 HK$

" First pay US$ to Gov.’s Exchange Fund

Hold as backing for any increase in their note issues of HK$.
When notes withdrawn from circulation,

Note Issuing
Bank

Certificates of Indebtedness

Equivalent US$ at 1US$ = 7.8 HK$

Get additional Certificates of Indebtedness at

-«

Exchange
Fund
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