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Activation of the Special Drawing Rights Facility in the IMF

By MARTIN BARRETT®

The issuance and regulation of national currencies is
one of a few truly sovercign functions, one which had
never had its counterpart in the deliberate multilateral
control of international money. For the most part, the
supply of international reserve assets of the kinds that
existed before this ycar—thc stock of gold, reserve cur-
rencies, and reserve positions in the International Mone-
tary Fund (IMF)—has been governcd primarily either by
the vagaries of gold production and its flow into or out of
monetary use or by such fortuitous factors as the deficits
of reserve currency countries and the readiness or reluc-
tance of monctary authorities to hold reserve currencies,
principally the United States dollar and the pound sterling.
For this reason alone, the first allocation of special drawing
rights (SDR’s), on January 1, 1970, is an event of great
importance. The mechanism for the creation and use of
SDR’s, as it has been elaborated in an amendment to the
Articles of Agreement of the IMF, is luxuriant in its de-
tail. Stripped of its complexities, the mechanism provides
a means by which cxisting international reserve assets may
be supplemented periodically, through a process of inter-
national decision, at rates reasonably related to thc world’s
need for reserves.

Although the first issuc of SDR’s represents, in a sense,
an abrupt break with thc past, the mechanism itself has
been drafted as an evolutionary development in the inter-
national monctary system, and has emerged only after
years of exhaustive study and determined negotiation. The
potential need for some supplement to intcrnational re-
serves had long been recognized. However, in the search
for a solution to the problem of a potential reserve short-
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age, there was a clear divergence of views on such ques-
tions as to how reserve nceds should be measured, what
form additional liquidity should takc, and how it should
be distributed initially and used in the scttlement of inter-
national payments imbalances. Thus, thcrc was a clear
division of opinion as to whether any reserve supplement
should take the form of increased credit facilities or
should consist of an cxpansion of “owned” reserve assets.!
As the discussions moved ahead, the conviction grew that
it would be neccssary to invent a new reserve asset, rath?
than provide additional liquidity by an expansion of Fun
quotas or through other credit facilities. Yet, there re-
mained for a time a difference of opinion as to whcther
the new reserve assct—usually designated a reserve unit—
should be created by the IMF and distributed to all Fund
members or should be issued through a ncw institutional
setup more restricted in membership than the Fund and
distributed only to a limited group of countrics.

These were not the only clashes of doctrine or opinion
that developed over the years. During 1966, however, as
inquiry gave way to negotiation, the principles and many
of the characteristics of a possible agrecment began to
emerge, and by August 1967 the Group of Ten countries
had hammered out a brief outline which set forth in broad
terms many of the essential features of the SDR facility.
The outline was unanimously approved by the Board of
Governors of the Fund at its annual meeting at Rio de
Janciro in September 1967, and over the next six months
or so the outline was transformed into a legal instrument
in the form of a proposed amendment to the Articles of
Agrecment. The amendment, in turn, was approved by the

1 For a survey of the various schemes that werc considered
the early cxploratory studies, see Group of Tecn, Report of "9
Study Group on the Creation of Reserve Assets, May 196S.
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gard of Governors of the Fund in May 1968, and then
submitted to mcmber governments for ratification. The
amendment entered into force on July 28, 1969, following
its acceptance by three fifths of the Fund's members rep-
resenting four fifths of the total voting power. By August
6, 1969 the required majority of Fund members had be-
comc participants in the SDR system, so that it became
legully possible for the group of participating members to
decide to activate machinery by allocating SDR's to all
participants,

ACTIVATION AND ALLOCATION

The amount of SDR’s allocated at any time is intended
to meet a long-term global need for liquidity, and not the
requirements of one or more individual participants for
additional rcserves to enable them to avoid measures that
may be needcd to correct payments deficits. Accordingly,
the amendment provides that dccisions to allocate SDR’s
will bc made for “basic periods”—normally five years in
duration—and that any allocation of SDR's will be dis-
tributed at a uniform rate, on the basis of IMF quotas, to
all members of the Fund participating in the SDR system.
However, since there is no gencrally accepted mechanical

t by which to gauge additional liquidity nceds, the

mendment makes no attempt to fix an elaborate or de-

tailed list of criteria for decisions on the amount of SDR’s
to be allocated. Instcad, the formulation in the amcnd-
ment clearly recognizes that judgments must be made
whether there is too much, enough, or too little liquidity
in the international monetary system. More importantly,
the amendment is dcsigned to ensure that there is broad
support among hoth surplus and deficit countries for any
proposal to create SDRs.

In the process of reaching a decision on the timing
and creation of SDR's, the Managing Director of the Fund
plays a central rolc. Any decision to create and allocate
SDR’s must be made on the basis of a formal proposal
by the Managing Director. Before he can make a pro-
posal, he must conduct consultations among participating
members to ensure that there is, in fact, widespread sup-
port for the proposal. To become effective the proposal
must be concurred in by the Executive Dircctors of the
Fund and must then be approved by a majority of the par-
ticipating countries with 85 percent of the weighted voting
power of the Fund.

The 85 percent requirement ensures that the need for
SDR’s, in the amounts proposed, is generally recognized.
Clearly, the workability of the mechanism itself would be
“=paired if a proposal to create SDR’s resulted in dissen-

n, or led to a collision of intcrests, between participants

in balance-of-payments surplus and those in deficit. Of
course, the very process of consultation, both within and
outside the Fund, tends to reduce the importance of the
voting procedure by which a proposal is formally ap-
proved. As early as July 1969—even before the amend-
ment actually entered into force—the Group of Ten
countries had agrced to support a decision to allocate $9.5
billion in SDR’s over a period of three years. Involved and
comprehensive consultations in the Fund toward the same
end were proceeding during the summer as well, In Scp-
tember the Managing Director, with the concurrence of
the Fund’s Executive Directors, made a proposal to begin
allocations on January 1, 1970 with the creation of $3.5
billion for the first year and $3 billion at the beginning of
each of the two following years. On October 4 the Gov-
crnors of the Fund members that had become participants
in the SDR mcchanism adopted this proposal by a vote far
in excess of the rcquired 85 percent of wcighted votes.?
With the establishment and activation of the new facil-
ity, thc Fund now conducts its operations through two
separate accounts. All the traditional operations and trans-
actions of the Fund, including drawings and repurchases
by members, are carried on through what is now known as
the “general account”. Transactions and operations involv-
ing SDR’s are conducted primarily through the “special
drawing account”. The clear distinction between the two
accounts does not mean that they are rigidly separated.
In fact, the Fund itself may accept and use SDR’s in con-
nection with certain transactions conducted through the
general account. Ncvertheless, the two accounts are fun-
damentally different. In the general account, the Fund
holds large resources of gold and currencies, which have
been derived primarily from the subscriptions of members
to their quotas. Insofar as a mcmber’s subscription con-
sists of gold, it involves of course a corresponding loss of
reserves to the member, but at the same time the member
acquires rights to draw on the resourccs of the Fund in
amounts which, though subjcct to conditions, arc poten-
tially much larger than its gold subscription. Tn contrast,
when a participating member reccives an allocation of
SDR’s, it is not required to deposit an equivalent amount

Z Although every participating country has a right to receive
SDR's in the initial allocation, no country is obligated to do so.
If the Governor of a Fund member has not voted in favor of a
proposal to create SDR's, but the proposal has been approved
nonetheless by an 85 percent vote, that country may refuse to
receive its allocation of SDR's or “opt out”™ of the decision. The
amount of SDR's created in the initial allocation, $3.414 nil-
lion, was slightly less than the amount proposed, because one
country opted out.
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of gold or currency for the purpose of any subscquent
transactions involving SDR’s. Thus the cffect of any allo-
cation of SDR’s is to increase the international reserves
of each recipicnt without reducing the reserves of any
country.

Although SDR’s are issued by thc Fund, thcy do not
constitute a claim on the Fund to providc currency. If a
participant wishes to use its SDR’s to obtain foreign cur-
rency, it obtains the currency directly or indirectly from
another participant and not from any pool of resources
contributed to, or deposited in, the Fund. The fact that
the Fund is able to issue SDR’s without the usc of re-
sources as “backing” is one of the most fundamental
differences between the two accounts. This does not deprive
SDR’s of their usability as an asset, howevcr, since any
participant, whenever designated by the Fund, is obligated
to accept SDR’s and provide convertible currencies to
other participating members. Indeed, the right to obtain
convertible currency in exchange for SDR’s and the cor-
responding obligation of membcrs rcceiving SDR's to
deliver convertible currcncy on demand is the fundamcntal
proposition on which the entire facility rests.

While no country is obligated by the provisions of the
amendment to treat SDR’s as reserve assets for all pur-
poses, the overwhclming majority of participants have
chosen to include SDR’s in their international monetary
reserves.? The rcasons are not hard to find. SDR’s arc
endowed with a variety of characteristics that enable
monetary authorities to regard thcm as assets with com-
plete confidence. First, SDR’s are expressed in terms of a
fixed amount of gold, equivalent to the gold content of the
United States dollar. Thus, countrics that receive SDR’s,
whether by allocation or as a result of subsequent trans-
fers, can be certain that there will not be a rcduction in the
gold value of their rights and, therefore, that they can ac-
cept SDR’s in transfers without fear of loss. Second, each
participant receives interest on its holdings of SDR’s in
excess of the amount of SDR’s received in allocation.
Interest is paid in effect by other participants whose hold-

8 In the United States, SDR's are held along with certain other
reserve assets by the exchange stabilization fund of the Treasury.
Against these SDR’s, the stabilization fund may issuc special draw-
ing rights certificates to the Federal Reserve System. Bn the Fed-
eral Reserve's balance sheet, these certificates are recorded as an
asset and the offsetting liability is a deposit credit in the stabiliza-
tion fund’s account maintained with the Federal Rescrve Bank of
New York. This process is virtually the same as the monetization
of gold through the issuec of gold certificatcs to the Federal Re-
serve. In January 1970 the stabilization fund monectized $200 mil-
lion of the $867 million of SDR's distributed to the United States
in the first annual allocation.

ings are less than the amount of SDR’s allocated to them.O
Despite these provisions, no country would accept SDR's
when in balance-of-payments surplus, unless it cnjoyed
absolute assurance that it could transfer SDR’s to other
countries when in deficit. Fundamcntally, SDR’s derive
their esscntial character as a reserve assct from the fact
that they can bc used, with complete confidence, for the
settlement of payments deficits,

THE FACILITY AND ITS USES

Once held by monetary authorities, SDR’s can be trans-
ferred by participating countrics whenever thcy have a
balance-of-payments or reserve need to do so. SDR’s can-
not be uscd to intervene in the foreign exchange markets,
but can be used only to acquire currcncies convertible in
fact, and these currencies can then be employed, alone or
in combination with other rescrve assets, for the scttlement
of payments deficits. When a transfer of SDR’s takes place,
thc usc by a participant results in a dcbit to its holdings
as rccorded in the special drawing account and in an
cquivalent credit in favor of one or more other countries
to which SDR’s are transferred. The movement of SDR’s
from the user to the recipient is accompanied by a
counterflow of currency from the one to the other. FO
the United States, an increase in holdings of SDR's
acquired in transfers from other countries may be
matched by an increase in dollar liabilities to forcign
official institutions. For most other countrics, any in-
crease in holdings of SDR’s derived from transfers (rather
than from allocations) will involve the substitution of one
kind of intcrnational reservc assct for another. SDR’s may
flow back and forth, but unlike foreign cxchange assets
that arc created as a by-product of credit operations and
cxtinguished with the repayment of the credit, SDR’s rep-
resent a permancnt addition to the stock of international
liquidity.

All participating countrics are able to use SDR’s uncon-
ditionally, but are expected to do this only to meet balance-

¢ In addition to the interest on its holdings, cach participant
pays a charge on the amount of SDR’s allocated to it. Under the
provisions of the amendment, the rate of interest and the rate of
charges must be the same. This rate has becn set initially at 1%
percent per annum, although the Fund at its discretion may vary
this rate within a range of 1 to 2 percent. As a matter of account-
ing practice, the amount of interest to be paid (o a participant and
the amount of charges paid by that participant are offset, and only
the balance is paid or collected. The net effect of these provisions
is that any participant holding more SDR’s than its allocation will
receive a net payment, and one holding less than its allocati
yvilé [r)rllinkc a net payment. Both charges and intercst are payaﬁ
in 's.
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%ayments needs or in the light of developments in their

aggregate reserves. In broad terms, this means that SDR’s
can be used to forestall or reduce a drop in other compo-
nents of reserves, resulting either from a balance-of-
payments deficit or from a desire on thc part of other
countries to convert balances of the using country's cur-
reney into gold, but SDR’s cannot properly be used for
the sole purpose of changing the composition of the using
country’s reserves. In either case, a country’s use of SDR’s
cannot be questioned on the grounds that it has failed
to pursue appropriate corrective policies, nor can their
use be challenged on the grounds that the country has
not satisfied the “requircment of need”. If a country has
failed to observe this requirement and uses SDR’s simply
to alter the composition of its rcserve assets, that abuse
can shortly be reversed by the Fund, simply by directing
subsequent transfers of SDR’s to the offending country.

Among the major issues that developed in the ncgotia-
tion of the agreement was whether a participant should be
able to choose the country to which it transferred drawing
rights, or whether participants should be able to agree
freely on transfcrs between them, or whether transfers
should bc subject to criteria applied by the Fund. Uni-
lateral choice by a participant might have resulted in a

qced acceptance of drawing rights by other countries.
is difficulty cun bc avoided through bilaterally nego-
tiated transfers, but a system of transfers solcly by agree-
ment might have resulted in a haphazard distribution of
drawing rights that would leave no margin for acceptance
by transferces at a time when countries needed to use
SDR’s. In order to avoid this result, the amendments pro-
vided for a system of guided transfcrs by the Fund as well
as for transfers by agreement.

The provisions for transfers by agrccment give a partici-
pant the right to use SDR’s to purchase balances of its
own currency from the monetary authority of another par-
ticipant, even if the latter has not been designated by the
Fund as a trunsferee. However, a country can exercise this
right only if the receiving country agrees to the transfer
and if the currency provided is the currency of the trans-
feror. If both parties agree to the transaction, the guidance
of the Fund is not needed. Although any country may
exercise the right to transfer SDR’s by agreement, this
option has special significance for the United States. It is
through transactions of this kind that the United States
might to some extent direct its usc of SDR’s to those
countrics having dollar balances that might otherwise be
converted into gold, Of course, the necessity for agree-
ment mcans that other countries may refuse a transaction
of this kind.

eUnder the system of guidance, a country may bc desig-

nated to provide currency for SDR’s if it has a sufficiently
strong balance-of-payments and reserve position. Among
those countries designated by thc Fund, SDR’s are cx-
pected to be allocated in order to produce insofar as pos-
sible equality in the ratios of their holdings of SDR's in
excess of net cumulative allocations to their gross holdings
of gold and foreign exchange. In short, the general prin-
ciples for guidance are intended to promotc a balanced
and equitable distribution of drawing rights among those
countries designated by the Fund.® Despite the importance
of these provisions, the Fund may dcesignate a country
to rcceive SDR’s to ensure certain specific operational
objectives of the facility. Thus, if a country used its SDR’s
simply to get rid of them and to obtain reserve assets
that it preferrcd, that country may be designated by the
Fund as a transfcree, even though the country does not
satisfy the general criteria for designation. This abuse of
the facility, if it happens at all, may not occur with fre-
quency, Indeed, the fact that the Fund has the authority
to designate participants to acccpt SDR’s as well as other
sanctions should by itsclf obviate the need to cxercise
that authority.

SAFEGUARDS AND LIMITATIONS

In the negotiations that preceded the establishment of
the SDR facility, it was agreed that the new reserve sup-
plement should be cndowed with certain characteristics
which would enable monetary authoritics to accept it as
an assct with complete confidence. Because SDR’s are a
new feature of the international monetary system, a num-
ber of safeguards and limitations have been incorporated
into the amendment in order to increase confidence in
them. Perhaps the most fundamcental of these safeguards
is provided by the basic “rule of need” itself, which pro-
tects participating countries from the risk that a country
might use SDR’s simply to get rid of them. If a country
violates this rule, the Fund may dircet subsequent trans-

5 This system of guidance builds on the experience and practice
of the Fund in the selection of currencics for regular transac-
tions through the general account. Among the countrjes whose
currencies are usable for drawings, preference is ordinarily given
to thosc enjoying payments surpluses, those with large reserves,
and those where the Fund’s holdings of their currencies arc not
unduly high in rclation 1o quota. In the sclection of currencies
to be used in mecting repurchase commitments, preference is given
to countries with high Fund positions relative to quota and to coun-
tries in payments deficit. The net cffect of these policies has been
that the gold tranche positions of those countries whose currencies
arc used for drawings and rcpurchases have, on the whole, moved
in the same direction as their reserves and have tended to move
toward a uniform ratio to reserves.
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fers to that country, and if that practice fails to ensure
compliance, the Fund may suspend the participant’s right
to use SDR’s altogether. Even when SDR’s are uscd for
appropriate purposes, excessive us¢ is restraincd by the
“reconstitution requirement”, and still another safeguard
is provided by the “‘acccptance limits”.

reconstiTution, Perhaps the most controversial of all
questions connected with the facility was whether a par-
ticipant using the [facility should be obligated to restore
its holdings of the asset and, if so, to what extent. Some
feared that, without an obligation of this kind, the asset
could be used to finance unduly protracted or permanent
balancc-of-payments deficits and therchy impose a con-
tinuous strain on the real resources of surplus countries.
Accordingly, it was argued that SDR’s should be regarded
as a credit and, when used, should be subject to repay-
ment just as purchases of foreign currencies in drawings
from the Fund through the gemeral account must be re-
versed within three to five years from the date of pur-
chasc. It was generally conceded that international mone-
tary reserves by their very nature can be used only to meet
temporary balance-of-payments deficits and, in practice,
a country’s reserve holdings arc usually restored following
a correction of the difficulty in which they are employved.
However, the transformation of a practice of restoration
into a repayment obligation was resisted by many coun-
tries as inconsistent with the essential character of a re-
serve asset,

These conflicting views gradually converged on a solu-
tion that necessarily involved a compromisc. Under the
amendment, a participant is entitled to use all of its
SDR’s, but the average of its daily holdings over any
five-year period must be no less than 30 percent of its
average daily net cumulative allocations over the same
period. Stated in another way, this provision means that
a participant can use its drawing rights up to the hilt, but
must reconstitute its holdings from time to time, so that
its average daily use of SDR’s over a five-year period is
no more than 70 percent of its cumulative allocation. For
example, if a participant used no more than 70 perecent
of its average cumulative allocation, it would automatically
comply with the reconstitution requirement, However, if
it should use more than that amount for some part of the
five-year period, it would be required to increase its hold-
ings above 30 percent for a period long enough to bring
its average usc to no more than 70 percent for the entire
five-year period. This requircment, which is designed to
promote a degree of circumspection in reducing holdings
too far, has been described as analogous to a compen-
sating balance requircment or to a repayment provision.

Ncither analogy is strictly correct, since a parlicipanﬁ
not required to retain a permanent minimum balance of
the drawing rights allocated to it, nor is it obligated to
recapture SDR’s, after having uscd them, in accordance
with a strict repayment schedule.

The amendment provides detailed arrangements by
which participants are to reconstitute their holdings of
SDR'’s to satisfy the minimum holding requircment. In-
deed, the amendments contain not one, but two, sets of
reconstitution arrangements. Under certain circumstances,
a country with deficient holdings of SDR's may transfer
its foreign exchange holdings to another country in ex-
change for SDR’s, if the latter country agrees to the trans-
fer and if the currency provided is that of the transferor.
However, as alrcady noted, a system of transfers by
agreement might result in a maldistribution of SDR’s which
would leave no margin for acceptance by transferees at a
time when some participants were in difficulties and needed
to use their SDR’s. Thus, the main mechanism for pro-
moting the performance of reconstitution obligations will
be thc designation of participants to acccpt transfers of
SDR’s from other countries. If for any rcason the dcsigna-
tion procedurc fails to ensurc rcconstitution, then the
participant must obtain the necessary SDR's from the
general account of the Fund, by selling at its option g
or convertible currency acceptable to the Fund. If the Fu
does not hold enough SDR’s, then the participant is
obliged to obtain them from other countries specified by
the Fund. In any event, countries are expected to maintain
a balanced relationship between their holdings of SDR’s,
on the onc hand, and their total holdings of gold, foreign
exchange, and reserve positions in the Fund, on the other.
If they fail to do so, the process of reconstitution will
ordinarily result in the use of gold or other reserve asscts
which have not alrcady been used in financing payments
deficits.

ACCEPTANCE LIMITS. As already noted, countries are able
to use SDR’s whenever they have a balance-of-payments
or reserve need to do so. On the other side of the transac-
tion, countrics arc obligatcd, whenever designated by the
Fund, to accept SDR’s in exchange for convertible cur-
rency. Normally, a country will be designated for this
purpose only when its balance-of-payments or reserve
position warrants designation. Once designated, however,
a country must accept drawing rights up to threc times its
cumulative allocation; that is to say, a participant’s obliga-
tion to accept drawing rights ceases at the point at which
its holdings in excess of its nct cumulative allocation reach
twice the amount of its allocation.

The acceptance limits are designed to protect p:uﬂe
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[ ﬁlts from too oncrous an obligation to provide convert-

|

ible currencics. At the same time, however, the limits
appear to be large enough to ensure that, if any partici-
pant finds it necessary to use its SDR’s, there will always
be other countries in a position to accept them without
transcending their obligatory acceptance limits. As al-
rcady noted, the United States has received about $867
million in SDR’s in the initial allocation, and the European
Economic Community (EEC) countries taken as a group
have received approximately $634 million. The potential
acceptance commitments resulting from these allocations
would be twice these amounts, assuming that the United
States and the EEC countries hold and retain all their
initial allocations. Thus, the United States could be re-
quired to provide about $1.7 billion equivalent in convert-
ible currency to other participants—an amount large
enough to accommodatc casily a transfer of all EEC
holdings. Similarly, thc Common Market countries’ accept-
ance undertakings arc large enough to absorb a transfer
of all United States holdings. Although the system is not
expected to work in such a way that these extremes would
be reached, the margin between the amounts created and
the acceptance commitments should prove ample cnough
to ensure full coverage for any likely transfers of SDR’s.

v

CONCLUDING OBSERVATIONS

The Fund’s policics and practices with respect to regular
drawings and repurchases have changed considcrably since
the Bretton Woods Agrecment was ncgotiated more than
twenty-five years ago. And the new facility will un-
doubtedly become more flexible over time as familiarity
with, and confidence in, the new asset grows, Indeed, some
of the possibilities for greater flexibility in the operation
of the system are alrcady built into the facility. The amend-
ment provides, for example, that the Fund must review
the rules for reconstitution at the end of the first and each
of the subsequent basic periods. On any one of these occa-
sions the Fund may modify existing rules, or go so far as
to abrogate the reconstitution requirement altogether, If
the latter action were taken, there would be no obligation
to restore holdings of SDR’s, even to the limited average
level required for the first basic period. And, of course,
it would be possible to reduce the holding requirement if
it were not climinated completely. However, in view of the
importance attached to the rcconstitution provisions, any
modification will rcquirc a majority of 85 percent of the
total voting power. Similarly, the acceptance obligations
may be raised from time to time. Even if they are not

scd, the acceptance limits should not impair the effective

operation of the facility. Indeed, the term ‘‘acccptance
limit” is somewhat of a misnomer. The limit is simply a
country's maximum legal obligation to acccpt SDR’s, but
any participant is free to hold SDR’s in amounts beyond
the obligatory limit, if it chooscs to do so.

Even in its present form, the facility clearly constitutes
a useful mechanism for supplementing existing reserve
asscts through a process of deliberate international con-
trol. It is equally clear, however, that the control applies
only to SDR’s and not to other components of intcrna-
tional liquidity, except indirccily, in the sense that changes
in the amount of other reserve asscts may affcct subse-
quent decisions to increase allocations of SDR's. Morc-
over, the control exercised through the allocations or
rccall of SDR's is intended only to meet long-run needs.
The facility docs not allow for short-term, much less day-
to-day, management of liquidity, nor docs it provide for
specific injections of liquidity where it may be most needed
at a particular time. For these needs, countries will con-
tinue to rely—perhaps to a greater extent thun before—
on their regular drawing rights in thc Fund and on central
bank credit facilities.

The first issue of SDR’s, however important or histori-
cally significant, docs not obviate thc need for a more
balanced pattern of international payments—cspccially
between the United States and Europe—and the activation
of the facility comes at a time when there is still little
agreement on how the burdens of balance-of-payments
adjustment should be distributed between surplus and
dcficit countries. However, the SDR mechanism docs pro-
vide an environment in which mcasures to reduce payments
deficits may become more effective, In recent years it has
become increasingly evident that few countries are pre-
pared to see thcir national reserves decline by significant
amounts, and most countrics wish to raise their level of
reserves by amounts which, in the aggregate, are sub-
stantial and exceed the assets available under the present
system of reserve formation. Consequently, fears of a
decline in national reserves have induced surplus countries
to follow policies which have tended to frustrate the at-
tempts of other countrics to reducec or climinatc their
payments dcficits. In short, the allocation of SDR’s pro-
vidcs a means to reconcile the reserve needs and objectives
of both surplus and deficit countrics. Morc importantly,
the accrual of reserves through the acquisition of SDR’s
may reduce efforts to add to reserves through surpluses
on account of other balance-of-payments transactions. It
is through these alterations of incentives that the alloca-
tion of SDR's may cxert a beneficial influence on the ad-
justment process.

The negotiation, ratification, and activation of the SDR



46 MONTHLY REVIEW, FEBRUARY 1970

facility is a major achievement in the history of interna-
tional financial cooperation. That the agrecment was
reached in spite of divergent national interests indicates
that pational interests can be and have been submerged in
the joint intercst that monetary authorities in all countries

share in the effective performance of the internatio:i
economy and in the further growth of trade and payments.
Indeed, the relative easc with which the amendment was
approved by national legislatures suggests that this joint
interest is generally recognized in a wider circle as well.






