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A short history of
sterling’s
exchange rate

The first step involved in the UK joining the euro is fixed permanently in
value to the euro. Although such a fix would undeniably be a major
cvent, it would not be unprecedented - indeed, for most of the last three
hundred years, sterling’s value has been either fixed, or at least closely
linked to, the value of sumething else, be it gold or another currency.
Indeed, not having some form of linkage - as has been the case since
sterling left the European Exchange rate Mechanism in 1992 - is the
exception rather than the rule.

In this chapter we look at the various exchange rate [ixes that have
been employed in the past, and ask:

« how they worked when they were in operation;

* why some lasted for many years whereas others were abandoned
after a relatively short time; and

* what these experiences can teach us about the issues surrounding
the UK ‘joining the euro’

Isaac Newton & the Gold Standard

| 1717-1931 I

The first period in which sterling was fixed began in 1717. At that time,
the money in circulation in the UK consisted mainly of gold and silver
coins. However, over time, the quality of the coinage underwent
significant change.
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