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Preface

This book is concerned primarily with a single aspect of monetary policy,
namely the principle of maintaining ‘currency convertibility’, whereby the
real value of a currency is preserved by guaranteeing to convert it on
demand into specified commodities. This policy is not a part of con-
temporary monetary arrangements, which are unprecedentedly inflationary,
although the principle of currency convertibility has been supported
throughout several centuries by leading economic and political thinkers as
being the indispensable foundation of a sound monetary system. It has beena
feature of-every monetary system that has succeeded in preventing infla-
tion, and continues to be the only system that has ever preserved the real
value of money over a timescale of generations. In doing so the system has
succeeded both in providing the technical means to achieve this goal,
and in maintaining the public support that is necessary in a democracy
for the continued acceptance of sound monetary policy. It has achieved
this in large part by increasing the role of market forces in the deter-
mination of monetary policy, thereby removing it to that extent from
the political arena.

Although there are many more or less specialised books which deal
with different aspects of monetary systems, the policy of maintaining
currency convertibility is not normally treated as a separate subject. (It is
rare, for instance, for ‘convertibility’ even to appear in the index of
economics texts.) It is more commonly treated as merely one aspect of
the operation of the classical gold standard which was abandoned in its
original form in 1914. However, the underlying principle of guaranteeing
the convertibility of currency is more general and of wider significance
than this particular case. It has important implications for a wide range
of economic policy issues. These include control of inflation, stabilisation
of the business cycle, instability of exchange rates and primary commodity
prices, international trade fluctuations, and the debate over the relative
importance of rules and discretion in the operation of monetary policy.

In the following chapters the origins of currency convertibility and the
teasons for its universal acceptance in the past are examined. The potential
benefits of reintroducing it in some form and the best means of obtaining
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xiv Preface

these benefits today are then considered, together with the economic
implications of such a step for the various aspects of the economic system,
both domestic and international. In order that it should be accessible to
the widest possible audience, the book avoids the use of specialist vocabulary
as far as possible. ¥

“

London PATRICK COLLINS
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