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Abstract 
 
 
 

The changes in the international monetary system since about 1970  
put into question the role originally envisaged for the SDR, which was to meet 
a potential global shortage of international reserves. As a consequence, the 
allocation of SDRs to member countries of the International Monetary Fund 
(IMF) have ceased since 1981. There are, however, good reasons to resume 
such allocations as a means of satisfying part  of the growing demand for 
reserves. There would be efficiency gains, as SDRs can be created at zero 
costs, and thus free countries from the need to run current account surpluses or 
engage in expensive borrowing to obtain reserves. And there would also be a 
reduction in systemic risk, as SDRs would substitute to some extent for 
borrowed reserves, which are less reliable as reserves, especially in times of 
crisis. 

 
If one considers refocusing the SDR mechanism on the benefits it can 

convey to countries that do not have assured and inexpensive access to capital 
markets, an important choice to be made is whether resumed allocations 
should go to these countries only, or to the entire membership as envisaged by 
the original design of the SDR mechanism. A more limited, focused, 
allocation would imply a smaller annual increase in the stock of SDRs 
outstanding, and thus less of a risk that in the long run, more SDRs might be 
created than the membership would collectively want to hold. Allocation 
across the board, on the other hand, would be more powerful in reducing the 
systemic risk to the international monetary system that reserves obtained 
through borrowing would be withdrawn in the very circumstances when they 
were most needed. 

 
                                                 
1 Jacques J. Polak was the Director of the Research Department of the International Monetary 
Fund (IMF) from 1958 to 1979; Peter B. Clark is a Senior Advisor in that Department. The 
views expressed in this article are those of its authors and should not be viewed as those of 
the International Monetary Fund. They wish to thank Graham Hacche for helpful comments 
on an earlier draft. A more extensive analysis  of the subject of international liquidity and the 
development of the SDR since its inception in 1970 will be found in an earlier paper by the 
authors (Clark and Polak. 2004). 
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I.   Introduction 

 
Concern that the global stock of assets that could serve as international liquidity—

primarily gold and U.S. dollars—would not increase apace with the secular increase in the 
global demand for international reserves led to vesting a new task with respect to 
international liquidity in the International Monetary Fund (IMF). The 1969 First Amendment 
of its Articles of Agreement created a new facility, the SDR Account, authorized to issue a 
new type of international liquidity to compensate for any shortfall in the availability of the 
traditional reserve assets.  

 
The problem which this facility was intended to meet vanished soon after it had been 

created, and allocations of SDRs ceased more than two decades ago, but the SDR facility can 
be resuscitated if there is a convincing rationale for doing so. The main objective of this 
paper is to show that there is indeed such a rationale, and that there are, accordingly, strong 
reasons to resume regular allocations of SDRs. Our support for the resumption of the regular 
allocation of SDRs follows the advocacy of such allocations by others in recent years, in 
particular in the Zedillo Report (United Nations 2002) and in George Soros’s On 
Globalization (Soros 2002). 

 
In recent years, increasing attention has been focused on the high cost borne by the 

majority of individual members of the Fund—those that have no assured access to the 
world’s capital markets—for holding an adequate and secularly increasing amount of 
reserves. The IMF urges its members—and indeed, in the context of financial arrangements 
requires them—to hold a stock of reserves that can protect them against balance of payments 
shocks without on every occasion having to negotiate a credit from the Fund. Yet for 
countries that have no access to international capital markets, or access only at an interest 
rate far above LIBOR, the cost of acquiring and maintaining such a stock is high, and 
competes with the countries’ need for real capital. The question naturally arises, therefore, of 
whether the Fund can do anything to reduce this cost. 

 
The answer is that the SDR mechanism can lighten these costs for the members 

concerned, and do this without imposing corresponding costs on the rest of the membership. 
The reason why this is possible is that the SDR is a monetary asset issued by the Fund, and 
the creation of money for which there is a demand to hold creates “seignorage.” But the 
amount of seignorage that can be created is limited by the demand (one could say: the 
absorption capacity) for this particular type of money, and this fact constrains the extent to 
which the Fund can use the SDR facility to relieve the reserve cost of its weaker members. 

 
The plan of this paper is as follows. Section II will recall the original reasons for the 

adoption of the SDR mechanism at the end of the 1960s and the radical changes in the 
international monetary system since then that have invalidated these reasons. Section III will 
present evidence of the long run increase in the demand for reserves on the part of the great 
majority of the Fund’s members, and provide some indication of the high cost that many 
countries incur by holding a secularly increasing stock of such reserves. 
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Section IV discusses the benefits and feasibility of a resumption of SDR allocations 

motivated by a new purpose, namely, to take advantage of the fact that SDR allocations make 
the acquisition and holding of additional reserves costless for any member country that 
receives an allocation. That Section will then discuss the question whether a number of the 
original features of the SDR mechanism may need to be changed to facilitate the functioning 
of the mechanism with a different objective. In a final Section V, we will present some 
tentative ideas concerning the magnitude of the allocations that could prudently be 
envisioned. 

 
 

II.   The Problem of the “Shortage of International Liquidity,” the Creation of 
the SDR to Meet It, and the Disappearance of the Problem 

 
The creation of the SDR—the end result of a massive intellectual and negotiating 

effort that occupied financial policymakers for most of the 1960s—was designed to bring a 
definitive solution to a problem that had hovered as a threat over the international monetary 
system since the end of World War I. That problem was the potential inadequacy of total 
international liquidity and the fear that this inadequacy might hamper the growth of the world 
economy. If countries collectively did not possess, and could not obtain, reserves sufficient to 
meet the balance of payments deficits that they were likely to encounter from time to time, 
they would feel the need to throttle down the growth of their economies. And if many 
countries adopted precautionary measures of this nature, the world economy might stagnate. 

In recognition of this risk, international negotiations that stretched over a six-year 
period, from 1963 to 1969, resulted in an agreed international answer: the creation of an 
international asset that (unlike gold or reserve currencies) would have no other function than 
to serve the need of the system for an adequate but not excessive quantity of reserves. The 
method chosen to bring this “pure” reserve asset into being was to establish a facility in the 
IMF that was authorized, under strict safeguards against abuse, to create and annul 
(“allocate” and “cancel”) a new form of reserve asset, with the awkward name of “special 
drawing right” (SDR). In accordance with its intended function, the SDR would circulate in 
the official circuit only: it could only be held by governments, central banks, the IMF and a 
narrowly defined group of other “official holders.” 

The creation of the SDR was not accompanied by the abolition of gold and reserve 
currencies as reserve assets (official discussions to this effect surfaced only later). But the 
future incremental role for these traditional reserve assets in official reserves was expected to 
be minor. As far as one could see, newly produced gold was going to be absorbed almost 
entirely in industry and art, and the United States was expected to take any steps necessary to 
prevent foreign official holdings of dollars to increase by more than modest annual amounts 
lest confidence in the dollar be undermined, leading to massive conversions into gold.  

But in fact, a few months after the first allocation of SDRs on January 1, 1970, the 
assumption with respect to the supply of dollars proved to be wrong. In the course of 1970, 
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U.S. Treasury securities held by nonresidents (essentially, foreign central banks) nearly 
doubled, from $10.3 billion to $19.8 billion, and in 1971 they more than doubled, to 
$46.3 billion. Once the United States moved off gold in August 1971, protection of the gold 
stock disappeared as an inducement to prevent an excessive flow of dollars into foreign 
reserves. 

August 1971 also saw the beginning of the end of the par value system and the start 
of a movement toward floating exchange rates. The proposition has often been made that, in 
pure theory, truly floating rates should dispense with the need for reserves, implying that the 
introduction of a regime of floating rates would do away with any problem of a shortage of 
international liquidity from the demand side. Empirical studies of the effect of floating on 
countries' actual reserve policies in the 1970s suggest, however, that its impact was at most 
small, and the spread of floating since then has been accompanied by persistently large 
increases of world reserves2. But the main impact of floating on the problem of international 
liquidity was not that it may have brought for many countries some, at best modest, reduction 
in their demand for reserves. It was that it liberated the United States from concern about the 
magnitude of the claims on its economy held by one particular category of foreign holders, 
namely foreign central banks. 

As a result of this fundamental change in the international monetary system, the issue 
of “international liquidity” has changed totally from that prevailing at the time the SDR was 
introduced. Two of the three components of international reserves have almost entirely 
ceased to function in that capacity. Gold has become a non-monetary asset; many of even the 
most conservative central banks are in the process of selling their gold holdings in the 
market. The stock of SDRs has become very small compared to total reserves (about 
1 percent) and SDRs have become almost exclusively a vehicle for transactions between the 
Fund and its members. Consequently, Article XVIII of the IMF’s Articles of Agreement, 
which lays down the principle that the allocation of SDRs should “meet the long-term global 
need, as and when it arises, to supplement existing reserve assets...” can no longer serve as a 
guide for allocation in the manner those words were interpreted in 1969. Any case for future 
allocations of SDRs will have to be based on grounds other than the need of the system for 
additional liquidity; instead, “need” will have to be viewed in terms of other benefits to the 
system, in particular the benefit of permitting low-income countries to acquire and hold 
reserves at a much lower interest rate than they would have to pay in the market, and a lesser 
dependence of the system on borrowed reserves that are liable to be recalled when they are 
most needed. 

 
 
III.   The Demand for Reserves and the Cost of Holding Reserves 
 

                                                 
2 See Clark and Polak 2004, Section III (Demand for Reserves After the Demise of the Par 
Value System). 
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In this section we provide evidence on countries’ reserve policies, with particular 
emphasis on the policies of emerging and developing economies. 

 
As international reserves are used primarily to finance external imbalances, the level 

of reserves that countries find it necessary to hold would be expected to bear a fairly close 
relationship to those factors that affect the magnitude of those imbalances. One relevant scale 
variable is the level of trade in goods and services. Figure 1 shows the ratio of reserves to 
imports of goods and services for three groups of countries. That ratio shows an upward trend 
for emerging markets and developing countries. No such trend is evident for advanced 
countries, which are able to rely on their access to world capital markets to attract additional 
financial resources should they need them and which are closer to being pure floaters. 

 

 
Moreover, as painfully brought home by recent crises in a number of emerging 

market economies, countries also need reserves to meet sudden changes in capital 
movements. Accordingly, the ratio of reserves to short-term debt may also be a key indicator 
of reserve adequacy. As shown in Figure 2, this ratio has risen sharply in the early 1990s. 

 
 

 

 

 

 

Figure 1. The Mean Ratio of Nongold Reserves 
 to Imports of Goods and Services, 1985-2000 

(Number of Weeks Import Cover) 

0 

5 

10 

15 

20 

25 

30 

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000

Advanced  Economies

Emerging Market Countries

Developing Countries

  

Sources: IMF, International Financial Statistics and World Economic Outlook. The classification of advanced and 
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Figure 2. The Median Ratio of Nongold Reserves to Short-Term Debt, 1985-2000 
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The secular expansion of trade and the increased exposure to disturbances in the 

capital account that comes with greater financial openness are thus making it necessary for 
the non-industrial countries to add, on average, substantial amounts to their reserves. The 
IMF has encouraged this tendency, urging members to pay greater attention to the need to 
hold adequate stocks of reserves to reduce external vulnerability. 

 
Holding reserves is costly for countries that have to pay high premiums above LIBOR 

to attract funds from the world’s capital markets, and even more costly for countries that 
have no access to these markets and for which the acquisition of $10 million in reserves 
implies sacrificing 10 million dollars of consumption or investment. One can only give a 
general order of magnitude of the costs of the reserves held by the non-industrial countries 
collectively, but it is clear that this cost is very high. Considering the spreads above LIBOR 
paid by emerging market countries, which have averaged around 800 basis points over the 
past decade3, and in the absence of any realistic estimates of the interest costs for countries 
without access to the capital markets, an interest rate of 10 percent per annum (the rate used 
by the OECD to indicate the demarcation between concessional and non-concessional 
lending) would almost certainly underestimate the cost of holding reserves for these 
countries.  

 
It is not easy to select a figure for the amount of reserves to which this cost factor 

should be applied. At the end of 2002, all non-industrial countries together held non-gold 
reserves equal to about $1.5 trillion. Just over half of this amount was, however, held by five 
economies in Asia (China, Taiwan Province of China, Korea, Hong Kong SAR and 
Singapore) whose reserves were probably at least in part a reflection of their “fear of 
floating,” in particular, their fear of an appreciation of their currencies. (In billions of dollars, 
the figures were 291 for China, 162 for Taiwan Province of China, 115 for Hong Kong SAR, 
121 for Korea, and 82 for Singapore).4  

                                                 
3 See  Clark and Polak (2004) Figure 3. 

4 For a recent analysis of the reserve holding behavior of emerging market economies, in 
particular in Asia, see the essay “Are Foreign Exchange Reserves in Asia Too High?” in 
International Monetary Fund 2003, Chapter II.  
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But even the poorest countries—those eligible for PRGF loans from the Fund—

collectively held about SDR 90 billion in reserves at the end of 2002, at an implied cost of 
more than $10 billion a year. These figures, rough as they are, suggest that it would be of 
significant benefit if a mechanism could be designed that would alleviate the cost of holding 
reserves for these countries. Fortunately, there is no need to design such a mechanism: the 
SDR mechanism, introduced in the international monetary system over 30 years ago, is 
available for this task.  
 

When SDRs are allocated to the Fund membership, each participating member 
receives an addition to its reserves on which it pays the SDR interest rate (currently about 
2.75 percent). If it keeps the SDRs in its reserves, it also earns interest on them, at the same 
rate. Thus, the cost to the member of holding SDRs in an amount equal to the addition to its 
reserves originating in an SDR allocation is zero. If the member uses the SDRs received to 
acquire reserve assets that have a somewhat higher yield than the SDR—for example, 
because they have a somewhat longer maturity—then the member may be able to hold this 
part of its reserve portfolio at a modest net profit. 
  

But although the SDR mechanism is available and in good working order, no 
allocations have been made for over two decades and as things stand, there is no indication 
that a sufficient majority of the membership in favor of an allocation (85 percent of the total 
voting power in the Board of Governors) will be found in the foreseeable future. This is not 
surprising in view of the facts that the problem of a potential global shortage of international 
liquidity, which was the motive for the introduction of the SDR, no longer prevails and that 
countries with high credit ratings can easily and cheaply obtain credit from the world’s 
capital markets. (A “one-time special allocation”—as distinguished from the “general 
allocations” envisioned in the Articles of Agreement—that was agreed by the Board of 
Governors in 1997 and that requires an amendment of the Articles because it contained 
certain provisions at variance with the present Articles, still lacks ratification by the United 
States).  
  
 Thus, the development of the world monetary system since the SDR was introduced 
in 1970 has put the grand design of that innovation—“making the SDR the principle reserve 
asset in the international monetary system” (Article VIII, Section 7)—out of reach, at least 
for the time being. But while the industrial countries no longer have a direct financial interest 
in allocations, there remains a strong case for them to use the SDR mechanism in order to 
help the less wealthy part of the membership of the Fund hold an adequate stock of reserves. 
The industrial countries spend some $50 billion dollars a year on aid to developing countries, 
a good part of that designed to increase these countries’ real capital assets. But an adequate 
stock of international reserves, which helps to insulate countries from the damaging effect of 
balance of payments disturbances, is just as important to development as are roads and 
factories. And while assisting countries in the acquisition of physical assets is expensive and 
competes with pressing domestic needs in the donor countries, assisting countries to build up 
their reserves by means of the existing SDR mechanism can, if properly managed, be 
costless. As noted above, the holding of allocated SDRs involves  no cost to the holder since 



 - 8 - 

 

it earns the same rate of interest on its holdings as it pays on its allocation. At the same time, 
to the extent that it pays less for its reserves, or increases them because they have become 
cheaper as a result of the allocation, the country reduces the credit risk of its commercial and 
official lenders. But this satisfactory outcome is predicated on the assumption that resumed 
allocations do not increase the total stock of SDRs  beyond the point where it is willingly 
held at the SDR interest rate (the weighted average of the interest rates on short-term liquid 
claims in the four reserve currencies). In that respect our proposal differs from those made 
from time to time to use SDR allocations to bring about massive transfers of real resources 
(development assistance as proposed by Soros (2002) , or debt relief as proposed by then 
French President Mitterrand (Boughton, 2001, p.949)). 
 

 IV.   A Fresh Look at the SDR Mechanism 
 
If there is an interest in the international community to use the SDR mechanism to 

facilitate the acquisition of sufficient reserves by low-income countries—an objective barely 
considered when this mechanism was created—it will be necessary to reconsider all aspects 
of that mechanism from the point of view of this new objective. Here, this reconsideration 
does not address the question of whether any changes that appear desirable would require 
amendment of the Articles of Agreement. In due course, that may become an important 
consideration; indeed, the decision to proceed with a refocusing of the mechanism may well 
depend on it. But for now, we limit our discussion to identifying any features of the 
mechanism that may be candidates for change, relegating to footnotes any comments on the 
possible implications with respect to the Articles of Agreement. 

 
One question relating to the Articles of Agreement, however, needs to be mentioned . 

Article XVIII requires that allocations of SDRs “meet the long-term global need to 
supplement existing reserve assets.” If the membership of the Fund accepts the desirability of 
resuming the regular allocation of SDRs, it will have to decide whether “long-term global 
need” can be read as including the need of a large part of the Fund membership to increase 
their reserves as the scale of their international transactions increases or, alternatively, 
whether such action would require an amendment of Article XVIII. The Fund staff has 
generally favored the former approach. The case for the Fourth Amendment, on the other 
hand, was based in part on the opinion of some members that “long-term global need” in the 
sense of Article XVIII no longer existed. 

 
Our analysis begins with the observation that two of the original features of the 

SDR mechanism that were once considered extremely important are no longer operative. 
“Reconstitution”—the obligation for each member to hold on average over time a certain 
proportion of the SDRs allocated to it—was abolished by a decision of the Fund in 1980. 
And “designation”—the process by which the Fund directed SDRs that some members 
wanted to sell to other members that had a sufficiently strong external positions and 
relatively low holdings of SDRs—survives on a contingency basis only, since there is a 
sufficiently large group of members willing to buy on a voluntary basis the moderate 
amounts of SDRs on offer. 
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 A result of these two changes is that the SDR mechanism has shed a large part of the 
dirigiste character of its original design. Contrary to the intentions of the drafters of the First 
Amendment, each country is now, in practice, free to decide on the amount of SDRs it wants 
to hold in its reserves. Also, while it was expected that the 20 or so industrial, high-income, 
countries would hold SDRs in excess of 100 percent of their allocations, only 7 of them do so 
at present. Other industrial countries, whose payments positions are also sufficiently strong to 
have their currencies used in Fund transactions (including Australia, Italy, New Zealand and 
the United Kingdom), nevertheless hold less than 25 percent of the SDRs allocated to them. 
The largest holders of SDRs in proportion to their allocations are all to be found outside of 
the industrial world; they are, with the percentages of allocations in brackets: Singapore 
(803%), Libya (770%), Botswana (754%), Paraguay (611%), Lebanon (461%), Kuwait 
(376%), and China (315%).5 
 

Not contrary to expectations, many developing countries hold only a small part of the 
SDRs they received in allocation, but the reason for this, in most cases, is not that they have 
“spent” their allocations on additional imports. This is clear from the fact that their total 
reserves have increased well in excess of the amounts of their allocations. Substitution of 
other reserve assets for SDRs must therefore be seen as a portfolio choice which may have 
been induced by the fact that reserve currencies, unlike SDRs, can be used directly for 
intervention in the exchange markets.6  

 
The low interest rate that countries have to pay on SDR allocations reduces their cost 

of holding reserves, whether these reserves are held in SDRs or in other assets. To the 
(modest) extent that this makes these countries better off, they will be able to afford 
additional imports or to borrow on better terms in world capital markets. 
 

If one considers refocusing the SDR mechanism on the benefits it can convey to non-
industrial countries, the most important issue to be decided is whether allocations should go 
to these countries only, or to the entire membership as envisaged under the present Articles 
of Agreement. A paper entitled “A Focused SDR Allocation,” presented at a 1996 IMF 
                                                 
5 The figures are as of March 31, 2003 (IMF, International Financial Statistics) 

6 Of course, there will always be some countries for which the opportunity cost of holding 
reserves is so high that even modest SDR allocations will exceed the secular increase in their 
demand for reserves (which may be close to zero), inducing them to spend most or all of any  
allocations they receive. For example, of all members that received allocations in the  
1969–71 period, 10 held smaller total reserves in 1989 than in 1969. (IMF, International 
Financial Statistics). Six of these were among the 11 countries that were in arrears to the 
Fund in 1989 (IMF, Annual Report for 1989); countries with overdue obligations to the Fund 
will not receive their allocations under the special one-time allocation agreed by the Board of 
Governors in 1997. (By 2003, the number of members in arrears to the Fund had been 
reduced to 6). 
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conference on The Future of the SDR(Yaqub et al. 1996), argues that it is clearly suboptimal 
to create SDRs for countries that would not benefit from them and that have shown their lack 
of interest by consistently opposing the resumption of general allocations. Moreover, the 
reduction in the total size of allocations that would result from leaving out, roughly speaking, 
the industrial or high-income countries would mitigate any potential long-term risk of 
creating more SDRs than the membership would collectively want to hold. 

 
Allocation to the membership as a whole, on the other hand, would be in line with the 

original conception of the SDR mechanism. It would be more powerful in reducing the 
systemic risk to the international monetary system because SDRs are a permanent addition to 
the world’s stock of reserves (except in the unlikely event of a decision to cancel outstanding 
SDRs), while reserves obtained via borrowing in the capital market may be withdrawn in the 
very circumstances when they are most needed. 

 
Not much weight should be given to the argument that parallel allocations to 

industrial countries are necessary to create additional “acceptance obligations” to ensure that 
members wanting to sell their newly acquired SDRs would be able to find buyers. Given the 
fact that, as noted, “designation” has become inoperative and members have become used to 
determining for themselves what proportion of their reserves they want to hold in the form of 
SDRs, it seems unlikely that there would be broad support for the resumption of general 
allocations if that included a strong likelihood of the reactivation of the designation 
provisions.  

 
A narrower allocation would in any event make the need for designation more 

remote. But one could envisage additional measures that would not only promote, but 
actually ensure, balance between the supply and demand for SDRs. These could include (i) 
arrangements under which commercial banks might (in effect) hold SDRs and (ii) the choice 
of a market rate of interest for the SDR that would balance supply and demand.7 

 
If the decision were to proceed to a “focused” allocation, there remains the question 

of how to select the countries that are to receive SDRs. In the paper cited above, this issue is 
                                                 
7 It would seem that both of these modifications of the present SDR regime could be 
introduced without amendment. (i) Commercial banks cannot, under the present Articles, be 
accepted as “other holders.” Neither can the Special Disbursement Account of the Fund, but 
the Fund found a way around this prohibition: the B.I.S., which is a prescribed “other 
holder,” holds SDRs “on behalf of the Fund” (IMF Annual Report, 1994, p. 145). 
Commercial banks should have no difficulty constructing a similar arrangement if they were 
interested. (ii) As regards the SDR interest rate, the Fund currently sets it as a weighted 
average of the market interest rates for short term paper in the four currencies that make up 
the SDR. It could presumably also set it at a market-determined rate for the SDR itself. If 
commercial banks held balances of  SDR deposits with the BIS, an interbank market in these 
deposits could be developed, and hence an SDR LIBOR rate. 
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approached by introducing three eligibility criteria that a member would have to meet to 
qualify for an allocation. It would (i) have to be eligible for ESAF (now PRGF) and IDA 
assistance or (ii) have a credit rating below investment grade (or no rating at all), and (iii) 
have reserves below 50 percent of annual imports. The authors estimate that countries 
eligible by these criteria would account for only 16 percent of total IMF quotas. They also 
suggest that some members eligible by these criteria might choose to “opt out” from 
allocations, perhaps in the belief that this would enhance their credit standing. 

 
Any set of criteria of this general nature would have the drawback that it would 

exclude, for no persuasive reason, some countries that believed they would benefit from an 
allocation. While one can see a possible advantage in narrowing the issuance of SDRs from 
all members countries to a set of countries accounting for, say, 25 percent of quotas, it does 
not seem likely that a further narrowing to a set of countries accounting for 20 or 15 percent 
of quotas would be worth pursuing. Accordingly, if the judgment were that the benefits of an 
allocation concentrated on part of the membership outweighed its disadvantages, the simplest 
criterion would be most likely to carry the day: each member would choose whether to be 
included in allocations or not. This choice should presumably  be made for a “basic period” 
of three or five years. 

 
In form, therefore, the wording used for the special one-time allocation in paragraphs 

1 and 4 of Schedule M of the Fourth Amendment might well suffice: 
 
“1. Subject to 4 below, each…participant…shall receive an allocation of SDRs…” 
 
“ 4. The Fund shall not allocate SDRs under this Schedule to those participants that 

have notified the Fund in writing prior to the date of the allocation of their desire not to 
receive the allocation.” 

 
In substance however, an allocation intended to be restricted to the less affluent of the 

Fund’s membership would require an understanding among the richer members that each of 
them would use the opting-out notification. Various definitions of the “richer members” 
could be considered, based for example on per capita income, participation in the NAB, or 
membership of the OECD.8  

 
 This is also the place to note a provision of the Fourth Amendment that differs from 
the existing Articles but indicates a prevailing view of the membership and that should 
probably become part of any decision to resume allocations, namely, that an allocation for 
the benefit of a member that has overdue obligations in any of its accounts with the Fund will 
                                                 
8 Under Article XVIII, Section (2)(e)(i), though not under paragraph 4 of Schedule M, a 
member cannot opt out unless it had also voted against the allocation. Unless this latter 
condition were removed, a proposal to allocate could not be adopted if members holding 
more than 15 percent of total quotas intended to opt out. 
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be kept in escrow until its arrears in all Fund accounts have been cleared. This provision 
deviates from the principle of separation between the two Accounts of the Fund, the General 
Resources Account and the SDR Account, in the current Articles of Agreement which 
permits an allocation being credited to a member even though it has accumulated arrears to 
the Fund. 

 
 

 V.   Some Observations on the Size of Resumed Allocations of SDRs 
 
The size of the first round of SDR allocations (1970-72) was based on a forecast of 

the desired growth of global reserves, in conjunction with an estimate of the amount of gold 
becoming available for reserves and what was believed to be an acceptable growth of 
reserves in the form of U.S. dollars. Any such approach to estimating the need for 
SDR allocations would no longer make sense, given the fundamental changes in the 
international monetary system that have taken place in the intervening period. 

 
In the present situation, the primary focus of the calculations will have to be, not the 

total amount to be allocated, but the degree to which the rising demand for reserves of the 
non-industrial world should be met by SDR allocations. The Articles of Agreement specify 
that allocations should be the same percentage of quotas for all members that participate in 
the allocation. This provision reflects the basic principle that the size of a member’s 
allocation should not be based on the strength or weakness of its payments position at the 
time of the allocation, and that principle deserves to be preserved. By contrast, the IMF’s 
conditional credit mechanism is available to assist individual members when they require 
assistance tailored to their actual situation. 

 
No simple formula could serve to select that common percentage of quota for all non-

industrial members. (The same percentage would of course apply to the industrial countries if 
they shared in the allocation, but because the benefit of an allocation to most of these 
countries is likely to be marginal, the percentage chosen is of less importance to them).  
It would be useful to compare for each non-industrial country alternative percentages of 
quota, for example 5, 10 and 15 percent, with the expected medium-term future trend of their 
demand for reserves, calculated, for example, on the basis of projections of trade and either 
historical or normative figures for reserves as a percentage of annual imports. 
 
 A dataset of this nature could help in the selection of a common percentage-of-quota 
for allocations. That percentage should not be set so low as to make the exercise irrelevant, 
nor so high as to provide to a significant part of the membership allocations much in excess 
of what they are prepared to hold as additions to their reserves. 
 
 Other factors too would enter into the choice of the allocation percentage. The Fund 
would want to feel confident that the annual allocations would not undermine the 
conditionality that it applies in granting conditional credit. The scale on which that credit is 
measured is also a percentage of quota per year, with the current maximum for most forms of 
Fund credit set at 100 percent of quota per year. The percentages just mentioned as 
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hypothetical choices for annual SDR allocations would appear to be far enough below that 
maximum to avoid any serious threat to the conditionality of Fund credits. 
 
 With so many considerations entering into the choice of an allocation percentage, not 
to mention the even more basic choice whether to resume regular allocations at all, the 
selection of the percentage of quota to be allocated will inevitably contain a large political 
component. To be aware of that in advance may serve as a useful antidote against 
disappointment with the decision later. 
 
     ---------- 
 
 In conclusion, the resumption of regular allocations of SDRs—an important creation 
of a global public good-- would make a significant contribution to both the equity and the 
efficiency of the international monetary system. Equity will be served because such 
allocations will enable developing countries to acquire much needed reserves at a lower cost 
than they have to pay at present.. As noted in Section III above, that cost for the poorest 
countries might well amount to $10 billion a year—one-fifth of  total annual ODA. Under 
present arrangements, the proportionate cost of holding an adequate stock of reserves is much 
higher for the poorest countries than for the advanced countries with assured access to cheap 
credit from the world capital markets. 
 
 At the same time, regular allocations contribute to the efficiency of the system  by 
making it more robust against financial crisis, because reserves in the form of SDRs, unlike 
reserves originating in borrowing from the world’s capital markets, will not risk withdrawal 
whenever a wave of anxiety hits the system. Accordingly, the assurance of a crisis-proof 
supply of reserves will strengthen the system and thereby promote both growth and 
development, for the benefit of advanced and developing countries alike. 
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