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Special Drawing_Eishts~~~ 

This Ministry Paper gives details of the Special Drawing 

Rights Scheme, as approved by the Board of Governors of the 

International Monetary Fund, as a background to the discussion on the 

Bill entitled the "Bretton Woods Agreement (Amendment) Act, 1968," ; 

Mention is also made of other amendments to the Articles of Agreement 

of the Fund. The detailed provisions of the amendments to the Articles 

of Agreement of the Interna tional Nonetary Fund, to establish the 

Special Drawing Rights Facility in the Fund, will be incorporated in 

an Order to be made under Bretton Woods Agreement (Amendment) Act, 1968, 

which is before the House. The Ord e r will be laid on the Table of 

the House as soon as the amendment referred to above is approved by 

both Houses of Parliament and assented to. 

2. Since the late 1950s there has been a growing recognition of 

a s hortage of international liquidity i.e. the means of financing dis-

equilibria in balance of payments of countries. The Fund, in the 10 

years prec ed ing 1959, passed up the opportunity a t its regular 

quinquennial review of increasing members quotas in the Fund on two 

occasions. The judgement at the time was that the level of inter-

national liquidity was adequate and there was no need to increase the 

volume of the Fund r esources to be available to member countries, by 

increasing quotas. By 1958, however, the position changed. The 

Fund before the normal quinquennial review of the quotas, agreed on a 

large quota increase of 50% plus important special increases. This 

was followed in 1965 by a general increase of 25% with special in-

crease s for 16 members, includin g Jamaica. The facts are that in 

relation to t he volume of world trac e, the stock of world res erves 

has b e en declining. The foll owing table illustra tes the point. 
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Bet~een 1960 and 1964, the growth in world reserves averaged 

$2 .1 billion ( US) or about 3.3% p.a., whereas the growth in world 

imports averaged 7.7%. Since 1964 stocks of wo rld reserves have 

remained more or less constant, except for the results of some special 

operations. ~t the end of 1967 the stock was as follows:-

$ us (BILLIQ!:!,l 

Gold 41 (59%) 
Dollars 15 ( 20%) 
Sterling 6 (9%) 
Reserve position in 
IMF 6 (9%) 
Miscellaneous 2 C3%L 

$70 billion. 

An analysis of the composition of world reserves sho~ that -

(n) since the e nd of 1964 there was virtually no 
net a ddition of gold to international monetary 
reserves; in f a ct at the ent of March, 1968, 
gold holdings in world r ese rves declined from 
$40.0 billion to $37.8 bill ion, the lowest in 
a decade; 

(b) the growth in the norma l forei gn exchange com
ponent of reserves has come to a halt; special 
increases under currency swap a rrangements occured 
in the first half of 1968, but some of these are 
temporary; 

(c) the a r ea in which significant growth in reserves 
has been t aking place is nthe Reserve position in 
the IMF 11 • Howe v e r, at present, this is a relatively 
small component of total reserves (about 9%). 

It is a gainst the a bove background of the world reserves position that 

the S .D. R. scheme should b e assessed . 

4. Attache d is an extract from the 1968 Annua l Report of the 

I MF which gives a summary of the S.D.R. scheme and other amendments 

to the Articles of Agreement of the Fund. 

5. If S.D.R's totalling $1 ,000 million p.a. are created over 

the next five years it is estimat e d that, based on present members' 

quotas, the distribution will be as follows:-
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Developing countries as a group 

United :States 

European Common Market countries 

United Kingdom 

Other Developed countries 

$280 M. 

250 M. 

180 M. 

115 M. 

175 M. 
~-----

$1 ,om M. 

Jamaica's quota in the Fund is Oo14% of total, therefore, from each 

$1 ,000million of S.D . R's created, Jamaica would be allocated 

$1.4 million p . a. or slightly less than £600,000. 

Edward Seaga, 
Minister of Finance and ~lanning 

17th December, 1968. 



EXTRACT FROH 1968 ANNUAL REPORT OF 
INTE~NATIONAL MONETARY FUND 

"NEW FACILITY BASED ON SPECIAL 
DRAWING RIGHTS 

The proposed new facility based on special drawing rights 

to meet the need, a s and when it arises, for a su~plement to exist

ing reserve assets reflects the basic principles that were developed 

over the years of study, preparation, and discussion. In this 

effort the Fund also benefit ed from the deliberations conducted in 

various groups and the suggestions made by them. The esta blishment 

of the f acility requires, in addition to the acceptance of the 

Proposed Amendment by the required majorities, the participation of 

members having quotas amounting to a t least 75 per cent of tota l 

Fund quotas. 

Only memb ers of the Fund can become participants in the 

f a cility. Allocations of special drawing rights will be made to 

individual participants in proportion to their quotas in the Fund. 

Decisions to allocate will normally be made focfive-yea r periods 

ahead, with alloca tions being made a t yearly int e rvals. A partici

pant may, however, elect not to receive allocations made under a 

decision if it did not vote in f avour of that decision. 

Countries will be ab le to use the special drawing rights 

unconditionally whenever they have a balance of payments or reserve 

need to do so. Correspondingly, participants will be obliged, when

ever designated to do so, to accept special drawing ri ghts a nd in 

exchange to provide currency convertible in fact, a term which is 

defined in the Proposed Amendment. A participant will normally be 

designated for this purpose only when its balance of payments and 

gross re serve position is sufficiently strong. The magnitude of the 

obligation to accept is determined by the total amount of special 

drawing rights allocated to the participant less any part thereof 

that has been canceled. This amount i s termed the net c umulative 

alloca tion, a nd the participant's obligation to accept special 

drawing rights from other participants extends to the point where 

its holdings of special drawing rights equal the amount received as 

its net cumulative allocation, plus twice this amount. As a result 

of these provisions, participants will be able to us e the new sp ecial 

drawing rights in much the same manner as they u s e their holdings of 

traditional reserves. 
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In the elaboration of the provisions for the facility, 

grea t care was taken that any decision to allocate special drawing 

rights should ha ve broad support. Decisions on alloca tion can only 

be macle on a proposa l by the Managing Director of the Fund, con

curred in by the Executive Directors, and approved by the Governors 

by an 85 per cent majority of the total voting power. The Proposed 

Amendment spells out the principles and considera tions applying to any 

such proposal. The first decision to alloca t e special drawing 

rights will have to take into account a collective judgment that 

there is a globa l need to supplement r eserves, and the attainment 

of a better balance of payments equilibrium , as well as the likeli

hood of a better working of the adjustment procEss in the future. 

It has been provided that a participant's net use of its 

special drawing rights must be such that the average of its holdings 

of sp ecia l drawing rights over a five-year period will not be less 

than 30 per cent of the average of its net cumulative allocations 

of special drawing rights over the same period. Participants that 

have, during some part of any five-year p eriod, used more than 70 

per cent of their average net cumulative alloca tion may, therefore, 

have to reconstitute their holdings in order to ensure that their 

average use does not exceed the specified proportion. 

With the establishment of the new faci1ity, the Fuhd will 

maintain and conduct its oper~t ions through two separa te accounts. 

Operations and tra nsactions involving special dra wing rights will 

be conducted through the Special Dra wing Account, a nd the present 

opera tions and transactions of the Fund will b e conducted through 

the Genera l Account. The Fund will meet the cost of conducting the 

business of the Special Drawing Account from the General Account, 

but these costs will b e reimbursed to the General Account from time 

to time by assessments onpArticipnntsto be paid in special drawing 

rights. Special dra wing rights can also be acquired by the Fund in 

the General Account as a result of their use by members, in re

purchases and in the payment of charges. The Fund will be able to 

use the special drawing rights which it holds in the General Account 

to replenish its holdings of currencies and to make special drawing 

rights available, aga inst gold or convertible curr(·nci es, to parti

cipants tha t need to acquire them. 

Each participant's holdings of special drawin rights are 

to be recorded in the Special Drawing Account. The account of each 
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participant will be credit ed with the amount of special dra wing 

rights allocated to it and debited in the event of a decision to 

cancel special dra wing rights. The use by a pa rticipant of its 

special dra wing rights will r e sult in debits to its account and 

equivalent credits to the accounts of one or more other partici

pants. It will b e noted tha. t the functioning of the sp ecial draw

ing rights facility, in contra st to the oper a tions of the present 

Fund, will not b e based on the Fund's holdings of gold and memb er 

curr encies. Special dra wing rights will thus derive their strength 

not from a pool of a ssets h eld by the Fund, but from the acceptance 

obliga tions of pa rticipants to provide exchange from their own 

holding s to othe r pa rticipant s entitled to use their sp ecial drawing 

r i ghts. 

The Special Drawing Account will also r ecord the Fund's 

holdings of special dra wing rights held in the General Account a s 

well as those held by any other holder which the Fund may ha ve 

prescribed. 

Th e value of special dra wing rights is fixed in t erms of 

gold. A participant will ea rn inter est on its holdings of special 

drawing rights, and will pay a charge on the amount of its net 

cumula tive alloca tion. The pa rticipant*s position in the Special 

Drawing Account will de t ermin e wh e ther, on ba l a nc e , it will rec eive 

inter est or pay cha r ges. The r ate of inte r es t a nd the r a t e of 

cha rge will be the s a me ; both will initia lly be 1~ pe r c ent, with 

some room for l a t e r changes. Int er est will be credite d an d charge s 

debited to pa rticipants' a ccount s i n sp ecia l dr awing rights. 

CHA NGES I N FUND RULES AND PRACTICES 

Th e change s in the rules and pr actic es of th e Fund pro

pose d in the form of cer ta in a mendment s to the existing 20 Article s 

of the Fund Agr eement cover n numb er of provisions. First, there 

a r e cha nge s in the ma jorities requir ed for certain important Fund 

decisions. Cha nges in quotas, insofa r as t hey are the r esult of a 

gener a l r evi ew of quot as, will require a ma jority of 85 per cent 

of the total voting power, a nd the same majority will apply in 

r espect of decisions on certa in questions clos ely rela ted to general 

quota inc r ea ses, s uch a s the question whethEr a memb er will be per

mitt ed to pa y l ess than the sta nda rd 25 per c ent of its additional 

subscription in gold. An 85 per c ent majority will also be required 

for decisions adopted by the Fund under the provi s ions in the 

Articles tha t r e l at e to a uniform proportiona t e cha nge i n pa r va lues. 
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Decisions requiring an 85 pe r cent majority under the 

Proposed Amendment, whe ther with r espect to the General Account or 

the Special Drawing Account, ar e to be taken by the Board of 

Governors. 

The r e are a numb er of proposed changes r e l a ting to the 

formal status of the memb er's entitlement to buy the curr ency o£ other 

members from the Fund. Gold tranche purchases, which are now 

practically automa tic, will become l egally automatic under the new 

provisions. At the same time, the Articles will b e amende d to 

make explicit what had been implicit before : that use of the Fund's 

r e sources must be temporary in cha racter and that the Fund must 

adopt polbies to this end. Under the new provis ions, the Fund will 

no longer have the l egal power to make the use of Fund resources 

outside of t he gold tranche quasi-automatic and quasi-unconditional, 

in vi ew of the ava ila bility of the new special dra wing rights 

f a cility to take care of any need for additions to existing un

conditiona l r eserve asse ts. On th e other hand, these proposed 

changes in the legal sta tus of a me mb er's entitlement to buy 

currency from the Fund in a transaction conducte d through the General 

Account are not intended to ma ke th e rule s with r espect to us e of the 

Fundts r 2sources morerestrictive than they a r e now. 

The Proposed Ame ndment a lso provi des for the payment of 

r e muner a tion to members tha t hold wha t has become known as a super 

gold tranche position in the Fund . (That i s , th e a mount by which 

75 per cent of a member's quota exc eeds t he Fund 's holdings of its 

curr ency.) The r a t e of r emuneration will be 1~ per cent per annum, 

but the Executive Dir ectors would b e authorized to ma ke changes in 

this rate. 

In addition, the Articles as a mended will permit the Fund 

to r educe or eliminate th e servic e charge (pr es ently at ~per cent) 

on gold tranche purchases. 

Th e Propos ed Amendment ca lls for substa ntial changes in 

repurchases governe d by Articl e V, Section 7. The se chang es 

involve, inter alia , the transition fro m a concept of monet a ry 

r e · erves ne t of currency liabilities to a gross concept. The ch ange s 

ca n a ffect th e amounts to be repurchased and also the media in which 

r epurcha ses are to b e ma de. 

Finally, the Proposed Amendment envisages a change in the 

proc edure to deal with questions of interpre t a tion. Essentially, 
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this change involves the creation of a Standing Committee on Inter

pretation of the Board of Governors, which will have to consider any 

question of interpretation r eferred to the Board of Governors at the 

request of a member. The decision of this Committee will be final 

unless the Board of Governors decides otherwise by an 85 per cent 

rrajority of the total voting power. Each membor of the Committee on 

Interpretation will have one vote. 

The Proposed Amendment will require changes and additions 

in the By-Laws and in the Rules a nd Regulations as well as in some 

of the pr evious decisions of the Fund. In the course of the coming 

months, the Executive Directors intend to make appropriate communica

tions on these matters to the Governors. 

CONCLUSION 

The broad impact of the new facility will be that it will 

permit the Fund to assure an appropriate level of international 

r~serves in the light of the needs of the world economy, by supple

menting the existing r eserve assets in the form of gold and reserve 

currencies. For the first time, therefore, the total stock of 

reserves and its rate of growth will reflect delib erate international 

decisions rather than being determined solely by the availability of 

gold for official reserves and the accumulation of balances in r eserve 

curr encies. At the same time the present mechanism of the Fund, 

which provides memb ers primarily with liquidity of a conditional 

character, will continue to ope rate as in the past. Thus the Fund 

will become a major source for the supply of both unconditional and 

conditional liquidity." 
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