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1. SDR - APPROACHES TO INFLUENCING  SHARE I N  MEMBERS' INTERNATIONAL 
RESERVES; AND DEVELOPMENT  OF VOLUNTARY TRANSFERS AMONG PARTICIPANTS 
AND PRESCRIBED HOLDERS 

T h e   E x e c u t i v e   D i r e c t o r s   c o n s i d e r e d   s t a f f   p a p e r s   o n   a l t e r n a t i v e  
a p p r o a c h e s   t o   i n f l u e n c i n g   t h e   s h a r e  of SDRs i n  members' i n t e r n a t i o n a l  
r e se rves   (SM/86 /169 ,   7 /9 /86 )   and   on   t he   deve lopmen t  of v o l u n t a r y   t r a n s f e r s  
of SDRs among p a r t i c i p a n t s   a n d   p r e s c r i b e d   h o l d e r s   ( S M / 8 6 / 1 4 2 ,   5 / 1 8 / 8 6 ) .  
They a l s o  had  before   them as b a c k g r o u n d   i n f o r m a t i o n  a p a p e r   o n   h o l d i n g  
a n d   u s e  of SDRs by Fund  members  (DM/86/48, 7 /28 /86) .  

Mr. Po lak  made t h e   f o l l o w i n g   s t a t e m e n t :  

As p a r t  of our   work   program  on   the  SDR, we are  d e a l i n g   t o d a y  
i n  r e s p o n s e   t o   r e q u e s t s  by t h e   I n t e r i m   C o m m i t t e e ,   w i t h  a v a r i e t y  
of s u g g e s t i o n s   i n t e n d e d   t o   " i n c r e a s e  i t s  ( t h e  SDR's) a t t r a c t i o n  
a n d   u s e f u l n e s s  as  a component of m o n e t a r y   r e s e r v e s .  " The  paper  
o n   v o l u n t a r y   t r a n s f e r s   e x p l o r e s   i n  a modes t   bu t   impor t an t  way 
how t h e   u s a b i l i t y ,   a n d   t h e r e b y   t h e   u s e f u l n e s s ,  of SDR h o l d i n g s  
can.   be   enhanced.   The  other  p a p e r  o n   t o d a y ' s   a g e n d a   s h o u l d   h e l p  
u s  t o   a d d r e s s   t h e   s p e c i f i c   q u e s t i o n   p u t   t o   u s  by t h e   I n t e r i m  
C o m m i t t e e - - v i z .   " t h e   d i f f e r e n t   p o s s i b i l i t i e s   o f   o b t a i n i n g  a more 
balanced  and s ta 'ble  p r o p o r t i o n  of SDRs i n  members '   r e se rves , "  
w h i c h ,   i n c i d e n t a l l y ,  i s  a r a t h e r   n a r r o w e r   s u b j e c t   t h a n   " A l t e r n a -  
t i v e   A p p r o a c h e s   t o   I n f l u e n c i n g   t h e   S h a r e  of SDRs i n  Members' 
I n t e r n a t i o n a l   R e s e r v e s .  " 

I s h a l l  f i r s t   a d d r e s s   t h e  a c t i v i t i e s  of t h e   s t a f f   t o   f a c i l -  
i t a t e   v o l u n t a r y   t r a n s f e r s .  To t h e   e x t e n t   t h a t   t h o s e   a c t i v i t i e s  
have  succeeded i n   c r e a t i n g   a n   a c t i v e   " m a r k e t "   i n  SDRs, where 
members a n d   " o t h e r   h o l d e r s "   c a n   r e a d i l y  buy and  s e l l  SDRs a g a i n s t  
f o r e i g n   e x c h a n g e ,   t h e   a t t r a c t i v e n e s s   o f   t h e  SDR as  a r e s e r v e  
a s s e t  i s  e n h a n c e d .   T a b l e s  5 and 6 of t h e   p a p e r   s h o w   t h a t   t h e  
s t a f f  has made c o n s i d e r a b l e   p r o g r e s s   i n   t h i s   d i r e c t i o n   a n d   t h a t  
t h e   w a i t i n g  time t o  s e l l  SDRs i n  a v o l u n t a r y   t r a n s a c t i o n   h a s  
been   r educed   t o  a f ew  days ,   and   i ndeed   t o   ze ro  i n  t h e   m o s t  
r e c e n t   q u a r t e r .  The  amounts t h a t   c a n   b e   t r a d e d  on t h a t   b a s i s  
have a l s o  i n c r e a s e d   a n d   a r e  now of a n   o r d e r   o f   m a g n i t u d e   t h a t  
would  accommodate t h e   g r e a t   m a j o r i t y  of u s e s .  I c o n g r a t u l a t e  
t h e   s t a f f  on t h e i r  p u r s u i t  of these   improvements  of t h e  SDR, 
which ho:ld c o n s i d e r a b l e   p o t e n t i a l   i n   s m o o t h i n g   t h e   o p e r a t i o n  of 
t h e  SDR mechanism. 

I p a r t i c u l a r l y  welcome t h e   f a c t   t h a t   i n   a d d i t i o n   t o   t h e  
s t a n d i n g   a r r a n g e m e n t s   w i t h  some  members t o  s e l l  SDRs, a n d   s t a n d -  
i n g   a r r a n g e m e n t s   w i t h  some o t h e r  members t o  buy SDKs, t h e  Fund 
now h a s  a s t a n d i n g  two-way a r r angemen t  with one   coun t ry   t o   buy  
and s e l l  SDRs w i t h i n   c e r t a i n  limits. I p a r t i c u l a r l y  welcome t h e  
w i l l i n g n e s s  on the partl of t h i s   c o u n t r y   t o   o f f e r   t h i s   s e r v i c e  t o  
the   Fund,  and I s u g g e s t   t h a t   t h e   s t a f f  explore  w i t h   o t h e r  members 
whether   they  would be willing t o  a s s i s t  t h e  SDR sys t em i n  t h e  
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same way. I u n d e r s t a n d   t h a t  a l i m i t e d  number of v o l u n t e e r s  
would make i t  p o s s i b l e   t o   r e d u c e   c o n s i d e r a b l y   t h e   s c o p e   o f  
d e s i g n a t i o n ,   w h i c h   w o u l d   s i m p l i f y   t h e  SDR mechanism f o r  a l l  
c o n c e r n e d .   I n d e e d ,   i f  some o f   t h e   l a r g e s t   i n d u s t r i a l   c o u n t r i e s ,  
e s p e c i a l l y   t h e   U n i t e d   S t a t e s ,   w h i c h   h a s   r e c e n t l y  s o l d  SDRs i n  
v o l u n t a r y   t r a n s a c t i o n s ,  were f o u n d   p r e p a r e d   t o   s t a n d   r e a d y   t o  
buy  and s e l l  SDRs i n   s u b s t a n t i a l   a m o u n t s ,   d e s i g n a t i o n   m i g h t   b e  
a l lowed  t o  a t r o p h y   a n d   t h e   e x i s t i n g   q u a l m s   a b o u t   t h e   u s a b i l i t y  
of SDRs m i g h t ,   o v e r  time, e v a p o r a t e .  

I c a n   g e n e r a l l y   g o   a l o n g   w i t h   t h e   p r e s e n t a t i o n ,   g i v e n   i n  
S e c t i o n  I of t h e   s t a f f   p a p e r  of t h e  issues t h a t   h a v e  a r i sen  o v e r  
t h e   y e a r s   c o n c e r n i n g   t h e   d i s t r i b u t i o n  of SDRs a n d   t h a t   p r o m p t e d  
t h e  Inter im Committee t o  a s k  t h e   B o a r d   t o   e x p l o r e   c o r r e c t i v e  
m e a s u r e s .   I n   t h i s   s e c t i o n ,  I w o u l d   h i g h l i g h t   o n l y   o n e   v e r y  
u s e f u l   f i n d i n g  by t h e   s t a f f ,   n a m e l y ,   t h a t   t h e   r e g u l a t i o n  of SDR 
h o l d i n g s   i n   r e l a t i o n   t o   t o t a l   ( o r   t o   o t h e r )   r e s e r v e s   ( w h i c h  i s  
w h a t   S e c t i o n   l ( b ) ,   S c h e d u l e  G i s  c o n c e r n e d   w i t h )  i s  less  burden- 
some f o r  members t h a n   r e g u l a t i o n   o f  SDR h o l d i n g s   i n   r e l a t i o n  t o  
a l l o c a t i o n s ,   w h i c h  was t h e   t y p e  of r e g u l a t i o n   p r a c t i c e d  by t h e  
Fund u n d e r   p a r a g r a p h   ( a )  of t h e  same Schedule .   The same p o i n t  
i s  made o n c e   m o r e ,   a n d   f u r t h e r   e x p l a i n e d ,   i n   t h e   m i d d l e   p a r a g r a p h  
on  page 11 of t h e   p a p e r .  

I t  i s  d i s a p p o i n t i n g ,   t h e n ,   t h a t   t h e   s t a f f   d o e s   n o t   s t i c k   t o  
t h i s   f i n d i n g   a n d   d o e s   n o t   e x p l o r e   p r a c t i c a l   s u g g e s t i o n s   f o r  
r e g u l a t i o n . u n d e r   S e c t i o n   l ( b ) .  On t h e   c o n t r a r y ,   o n   t h e   t o p   o f  
page 1 2 ,  a n y   i n h e r e n t   a d v a n t a g e s   o f   t h i s   a p p r o a c h   o v e r   t h e   p a s t  
sys t em of r e g u l a t i o n  a r e  brushed   away  and   the   impress ion  i s  e v e n  
l e f t   t h a t   a n y   s y s t e m   o f   r e g u l a t i o n   i n   r e l a t i o n   t o   r e s e r v e s  i s  more 
burdensome  because i t  i n v o l v e s   t h e  Fund i n   t h e   c o l l e c t i o n   o f  
r e s e r v e   s t a t i s t i c s - - h a r d l y  a new depar ture- -which  a re  a lways  some- 
wha t   l agged   and   wh ich   members   migh t   des i r e   t o   keep   conf iden t i a l .  

T h e   q u e s t i o n   w h e t h e r   t h e   a p p r o a c h   t h a t   t h e   I n t e r i m   C o m m i t t e e  
asked  us t o  e x p l o r e   d o e s   o r   d o e s   n o t   h o l d   p r o m i s e   c o u l d ,  I 
b e l i e v e ,   b e   b r o u g h t   c l o s e r   t o   a n   a n s w e r  by l o o k i n g  a t  a c o n c r e t e  
example o f  w h a t   r e g u l a t i o n  of h o l d i n g s  of SDRs i n   r e l a t i o n   t o  
r e s e r v e s   m i g h t   i n v o l v e .   F o r  t;lat p u r p o s e ,  I h a v e   r e q u e s t e d   t h e  
s t a f f   t o   p r e p a r e   a n   i l l u s t r a t i v e   t a b l e .  1/ I t  c o m p a r e s   f o r   e a c h  
member, a t  t h e   e n d  of 1985,  two  ratios--SDR  holdings t o   n e t  cumu- 
l a t i v e   a l l o c a t i o n s  a n d  SDR h o l d i n g s   t o   n o n - g o l d   r e s e r v e s - - w i t h  
t h e   a v e r a g e   r a t i o s   f o r  a l l  members on t h e  same d a t e ,   w h i c h  were 
85 p e r c e n t  2 /  and '5 p e r c e n t ,   r e s p e c t i v e l y  (SM/86/169, T a b l e  1). 
I t  t h e n   c a l c u l a t e s ,   i n   t h e  l a s t  col.umn, the  amount  of SDRs t h a t  
c e r t a i n  members  would  have  had t o  acquire  on t h e   a s s u m p t i o n   t h a t  
members  would  be  encouraged t o  ho ld  SDRs e q u a l  t o  t h e   a v e r a g e  

- 

I./ Reproduced  in   Annex.  
2 /  The o t h e r  15 p e r c e n t  were h e l d  by t h e  Fund i n  the  General 
- 

Department a n d  "Othe r   Ho lde r s  e " 
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r a t i o   f o r  a l l  members o f  SDR h o l d i n g s  t o  n o n - g o l d   r e s e r v e s ,   b u t  
n o t   b e y o n d   t h e   a v e r a g e   r a t i o  of h o l d i n g s  of SDRs t o  c u m u l a t i v e  
a l l o c a t i o n s .  

T h e   u n d e r l y i n g   i d e a   o f   t h i s   t a b l e  i s  t h a t   i n s o f a r  as members 
f e e l  some p o r t f o l i o   d i s a d v a n t a g e   i n   h o l d i n g  SDRs, g i v e n   t h e i r  
p r e s e n t   u s a b i l i t y   a n d   i n t e r e s t  rates,  r a t h e r   t h a n   f o r e i g n  
e x c h a n g e ,   t h i s   d i s a d v a n t a g e   m i g h t   r e a s o n a b l y   b e   s h a r e d  on t h e  
b a s i s  of reserve h o l d i n g s ,   f o r   t h e   r e a s o n s   s u g g e s t e d  by t h e  
s t a f f  on p a g e s  8 and 11. A t  t h e  same time, r e g u l a t i o n   w o u l d  
have  to  t a k e   a c c o u n t   o f   t h e   f a c t s   t h a t   n o t  a l l  SDRs a re  he ld   by  
members a n d   t h a t   t h e r e  i s  a s e p a r a t e   m e c h a n i s m   a v a i l a b l e - - t h e  
d e s i g n a t i o n  system--by  which  members t h a t  are s u f f i c i e n t l y  
s t r o n g   i n  terms of t h e i r   b a l a n c e  of p a y m e n t s   a n d   r e s e r v e   p o s i t i o n  
a r e  o b l i g e d   t o   a c q u i r e   a d d i t i o n a l   h o l d i n g s  of SDRs. 

The t a b l e   d o e s   n o t   c o n s t i t u t e  a p r o p o s a l   f o r  a new r u l e  more 
o r  less a l o n g   t h e   l i n e c   i m p l i e d  by S e c t i o n   l ( b ) ,   S c h e d u l e  G .  A t  
t h i s   s t a g e ,   t h e   t a b l e  i s ,  r a t h e r ,   i n t e n d e d   t o   s e r v e   t h e   p u r p o s e  
of exp lo r ing   whe the r   any   ru l e   o f   t h i s   k ind   wou ld   be  ( a )  h e l p f u l  
t o   c r e d i t o r s ,  some of whom h a v e   f e l t   t h a t   t h e y  were c a r r y i n g   a n  
undue   pa r t  of w h a t e v e r   o p e r a t i o n a l   d i s a d v a n t a g e s   a t t a c h e d   t o   t h e  
SDR; ( b )   b e a r a b l e  on t h e   p a r t  of n e t   u s e r s   o f  SDRs; a n d  (c )  oper-  
a t i o n a l l y   f e a s i b l e .  

On t h e   f i r s t   p o i n t ,   t h e   t a b l e  shows t h a t   w i t h   t h e   p a r t i c u l a r  
c o e f f i c i e n t s  used--85  percent  and 5 p e r c e n t ,   r e s p e c t i v e l y - - n e t  
u s e r s  of SDRs w o u l d ,   o n   t h e   s p e c i f i c   d a t e   s e l e c t e d   ( D e c e m b e r  31, 
1985), have   t o   ho ld   ove r  SDR 2 b i l l i o n  more t h a n   t h e y   a c t u a l l y  
d i d .   T h e   c o r r e s p o n d i n g   r e d u c t i o n   o f   t h e  SDR h o l d i n g s  of c r e d i t o r s  
would  be i n  excess o f  15 pe rcen t   o f   t he i r   ho ld ings ,   wh ich   wou ld  
b r i n g   t h e s e   h o l d i n g s   f o r  many o f  t h e m   b e l o w   a l l o c a t i o n .  

The i n c r e a s e   i n  SDR h o l d i n g s   f o r   e a c h   n e t   u s e r   w o u l d   b e   o n l y  
a few  percent  of r e s e r v e s ,   w h i c h   p r e s u m a b l y   w o u l d   n o t   c o n s t i t u t e  
a major i n c o n v e n i e n c e   f o r   m o s t  of  them. Any a c q u i s i t i o n   o f  SDRs 
might ,   however ,   be   too  much f o r   c o u n t r i e s   w i t h   v e r y   l o w   r e s e r v e s  
compared   t o   need ,   measu red   fo r   example   i n  terms of  weeks  of 
i m p o r t s ;  a s p e c i a l   d i s p e n s a t i o n  clause could  b e   c o n s i d e r e d   f o r  
members i n  t h a t   s i t u a t i o n .  

When r e c o n s t i t u t i o n  was a p p l i e d   u n d e r   S e c t i o n  l ( a )  of 
Schedu le  G ,  some c o u n t r i e s   m a i n t a i n e d  the i r  h o l d i n g s  of S D R s  a t  
a l e v e l   f a r  b e l o w   t h e   i n d i c a t e d   a v e r a g e   f i g u r e   o f  30 percent - -  
l a t e r ,  15 p e r c e n t - - o f   n e t   c u m u l a t i v e   a l l o c a t i o n .  T h i s  r e a n t  
t h a t   t h e y   w e r e   r e q u i r e d   t o   a c q u i r e   v e r y   l a r g e   a m o u n t s  of S D R s  
toward the  end of t h e   r e c o n s t i t u t i o n   p e r i o d   i n  o rde r  t o  achieve 
t h e   p r e s c r i b e d   a v e r a g e .   I f  members r e a c t e d   i n   t h e  same way t o  a 
r u l e   t h a t   r e l a t e d  SDR h o l d i n g s   t o   r e s e r v e s ,   t h e  same d i f f i c u l t i e s  
wou ld   ensue ,   s ince   such  a ru le  would a l s o   h a v e  to  b e   d e f i n e d   i n  
terms of a v e r a g e s   o v e r   c e r t a i n   p e r i o d s .   I n  t h i s  c o n t e x t ,   h o w e v e r ,  
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C e n t r d   b a n k s  are,  q u i t e   c o r r e c t l y ,   p a r t i c u l a r  as t o  t h e  
assets t h a t   t h e y  are  w i l l i n g   t o   h o l d  as p a r t  of t h e i r  reserves, 
and i f   c e r t a i n  asse ts  a re  n o t   q u i t e   s u i t a b l e  t o  t he   needs   o f  a 
p a r t i c u l a r   c e n t r a l   b a n k ,   n o   r e a s o n a b l e   i n c r e a s e   i n   t h e  r a t e  of 
i n t e r e s t  w i l l  i n d u c e   t h a t   b a n k   v o l u n t a r i l y   t o   h o l d   s u c h  assets. 
The p r e s e n t   i n t e r e s t  r a t e  on t h e  SDR, which i s  e q u a l  to  t h e  sum 
of t h e  i n t e r e s t  on i t s  f ive   componen t s  a t  t h e   s h o r t - t e r m  o f f i c i a l  
asset  l e v e l ,  i s  in p r i n c i p l e   t h e  p r o p e r  one .  I would t h i n k   t h a t  
e v e n  a m o d e s t   i n c r e a s e ,  based o n   u s i n g   E u r o - i n t e r e s t  r a t e s ,  
would   on   ba lance   have  more n e g a t i v e   t h a n   p o s i t i v e   a s p e c t s .  
F u n d a m e n t a l l y ,   a n y   i n a d e q u a c i e s  of t h e  SDR a,s a r e s e r v e  asset  
w i l l  h a v e   t o   b e   c o r r e c t e d  by m e a s u r e s   t h a t   i n c r e a s e   t h e   u s a b i l i t y  
of t h e  SDR--not be compensated by g i v i n g   t h e  SDR t o o   h i g h  a r a t e  
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of i n t e r e s t .   I f  we d o   n o t   s u c c e e d   i n   b r i n g i n g   a b o u t   t h e   n e c e s s a r y  
i m p r o v e m e n t s   i n   t h e   u s a b i l i t y   o f   t h e  SDR,  t h e n   t h e  SDR component 
of reserves w i l l  be doomed t o  s h r i n k  by t h e   c o n t i n u e d   a b s e n c e  r>f 
a l l o c a t i o n s - - u n l e s s   t h o s e  members t h a t   d r a w   t h e   g r e a t e s t   b e n e f i t  
f r o m   a l l o c a t i o n s  are  prepared   to   ho ld   somewhat   l a rger   amounts   o f  
S D R s  t h a n   t h e y   c o n s i d e r   f u l l y   o p t i m a l ,   u n d e r  some s o r t  of rule 
a s   d i s c u s s e d   i n   t h e   p r e v i o u s   s e c t i o n .  

E x t e n d i n g   h i s   s t a t e m e n t ,  Mr. P o l a k   s t a t e d   t h a t   h e  welcomed A u s t r i a ' s  
w i l l i n g n e s s   t o  become t h e   f i r s t   c o u n t r y   t o   s t a n d   r e a d y   t o  buy  and s e l l  
S D R s .  His N e t h e r l a n d s   a u t h o r i t i e s   w o u l d   c o n s i d e r   e x p l o r i n g   w i t h   t h e  
s t a f f  a similar a r r a n g e m e n t   i f  a s u b s t a n t i a l  number of o t h e r   s t r o n g   c u r -  
r e n c y   c o u n t r i e s  were a l s o   w i l l i n g   t o   p a r t i c i p a t e .  I t  would  be  useful  if 
t h e   s t a f f   c o u l d   e x p l a i n  in mo're d e t a i l   t h e   a d v a n t a g e s  of such  two-way 
a r r angemen t s .  

The t h r e e   t a b l e s   t h a t   h e  had p r e s e n t e d   i n d i c a t e d   t h e   s e r i o u s n e s s  of 
the  problem of imbalances  i n  SDR h o l d i n g s ,  Mr. P o l a k   i n d i c a t e d .  Only two 
c o u n t r i e s ,   I c e l a n d   a n d   I r a q ,   i n   t h e   f i r s t   t a b l e ,   i n c l u d i n g   i n d u s t r i a l   a n d  
c a p i t a l   e x p o r t i n g   d e v e l o p i n g   c o u n t r i e s ,   d i d   n o t   h o l d   a n y  S D R s .  However, 
abou t  70 p e r c e n t  of t h e   c a p i t a l - i m p o r t i n g   d e v e l o p i n g   c o u n t r i e s   w i t h   r e c e n t  
deb t - se rv ic ing   p rob lems   he ld  no S D R s .  Fu r the rmore ,  a l a r g e   p r o p o r t i o n  o f  
c a p i t a l - i m p o r t i n g   d e v e l o p i n g   c o u n t r i e s   w i t h o u t   r e c e n t   d e b t - s e r v i c i n g   p r o b -  
lems a l s o   h e l d  no S D R s .  While members wi th  no S D R s  were n o t   a c t i n g   a g a i n s t  
t h e   r u l e s  of t he   Fund ,   t he   Fund ' s  rules were no t   conduc ive   t o   encourag ing  
a b a l a n c e d   d i s t r i b u t i o n   o f  S D R s .  

Mr. Goos commented t h a t   t h e   s t a f f   p a p e r s  h a d   b e e n   u s e f u l   i n   c l a r i f y -  
i n g  c e r t a i n   i s s u e s   r e l a t e d   t o  t h e  SDR t h a t   h a d   b e e n   r a i s e d   i n   t h e   m o s t  
r e c e n t   I n t e r i m  Committee coamuniqu6. He s h a r e d   t h e   c o n c e r n s   e x p r e s s e d  by 
t h e   s t a f f   a n d  Mr. P o l a k   a b o u t   t h e   u n b a l a n c e d   d , i s t r i b u t i o n   o f  SDR h o l d i n g s ,  
a s  i t  r e f l e c t e d   i n  many cases a p e r m a n e n t   t r a n s f e r   o f   r e s o u r c e s   t h a t  was 
i n c o n s i s t e n t   w i t h   t h e  s p i r i t  of t h e  SDR a n d ,   o f t e n ,   w i t h   t h e   n e e d   f o r  
a d j u s t m e n t .   C l e a r l y ,   t h e   d i s t r i b u t i o n  of S D R s  should  be  improved.  How- 
e v e r ,   t h a t   o b j e c t i v e   s h o u l d   b e   p u r s u e d  on i t s  own merits a n d   n o t ,  as t h e  
s t a f f   p r o p o s e d ,  a s  a n   a v e n u e   t o   o v e r c o m i n g   t h e   r e s i s t a n c e   t o  a f u r t h e r  
a l l o c a t i o n  of S D R s .  The  adequacy  of   the  supply of  g l o b a l   r e s e r v e s  was 
t h e  o n l y  r e l e v a n t   c r i t e r i o n   f o r   d e c i d i n g  on t h e   q u e s t i o n  of  an SDR a l l o -  
c a t i o n .   T h a t   c r i t e r i o n   h a d  no r e l e v a n c e   t o   t h e   q u e s t i o n   w h e t h e r   t h e r e  
s h o u l d  be a m a r g i n a l   i m p r o v e m e n t   i n   t h e   y i e l d  on t h e  SDR o r  an  improvement 
i n   t h e   c h a r a c t e r i s t i c s  of t h e  SDR compared  with  those of o t h e r   r e s e r v e  
assets .  Moreover,  a m o r e   b a l a n c e d   d i s t r i b u t i o n  of SDR h o l d i n g s ,   d e s i r a b l e  
as i t  might   be ,   had  no b e a r i n g  on t h e   a s s e s s m e n t  of a p o s s i b l e   g l o b a l   n e e d .  

H i s  a u t h o r i t i e s '   p r e s e n t   u n w i l l i n g n e s s   t o   s u p p o r t   a n   a l l o c a t i o n  of 
SDRs d i d   n o t   r e f l e c t   a n   u n w i l l i n g n e s s   t o   h o l d  SDR.s, which   migh t   be   r e l a t ed  
t o  t h e  charac te r i s t ics  of t h e  asse t ,  Mr. Goos p o i n t e d   o u t .  On t h e  c o n t r a r y ,  
h i s  a u t h o r i t i e s   c o n s i d e r e d   t h a t   t h e  SDR was s u f f i c ' e n t l y   a t t r a c t i v e   a n d  
c o m p e t i t i v e   c o m p a r e d   w i t h   o t h e r   r e s e r v e   a s s e t s .  I n  f ac t ,   an   improvemen t  
i n  t h e   c h a r a c t e r i s t i c s  of t h e  SDR,  i n c l u d i n g   h i g h e r   l i q u i d i t y ,  would n o t  
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induce  them  to  increase  their  SDR  holdings  within  the  present limits, as 
they  perceived  the SDR to  be  a  reserve  instrument  rather  than  a financial 
asset  that had  to  provide a  certain  yield  and  liquidity.  Accordingly, 
they  would  support an SDR allocation  on  the  basis of  the  existing  charac- 
teristics of  the SDR, provided  that  the  global  need  for  reserves was 
clearly  established. 

While  he  agreed  with  the  staff, at least in theoretical  terms,  that 
there was no simple  relationship  between SDR use and  resource  transfers 
or adjustment  efforts,  it  would be a mistake  to  conclude  that  the  poten- 
tial  repercussions of unconditional  liquidity  creation  on  the  adjustment 
process  could  be  disregarded,  Mr. Goos commented. In the  present  global 
circumstances, an SDR  allocation was likely  to  weaken  the  adjustment 
effort. 

On the  specific  measures f o r  influencing  the  share of SDRs, he could, 
in  principle,  consider  the  reintroduction of  the reconstitution  require- 
ment, Mr. Goos stated.  However, in view of  the  insufficient  support  for 
an  SDR  allocation, it  would  probably  be  unrealistic  to  pursue  that  idea 
any  further,  particularly  as  reconstitution  could  be  expected  eventually 
to  run  into  the  same  difficulties as it  had in the past. Mr. Polak and 
the  staff  had  offered a  number of interesting  suggestions  regarding  the 
regulation of SDR  holdings  in  relation  to  other  reserve  assets.  Neverthe- 
less,  despite Mr.  Polak's  attempt  to  invalidate  the  arguments  put  forward 
by  the  staff  against  that approach, he could  not  support  such  a  regulation 
of SDR  holdings.  Like  the  staff,  his  authorities  feared  that  owing  to 
the  widespread  difficulties  in  obtaining  timely  and  accurate  reserve 
statistics,  any  regulation of SDR/reserve  ratios  would be  prone  to  manip- 
ulation. Further, and  more  important,  the  obligation  to  maintain certain 
minimum  ratios of  SDR holdings  to  reserves  would  establish  a  powerful,  but 
unacceptable,  incentive  to  allocate  SDRs  pari  passu  with  the  increase in 
other  reserve  assets. 

He agreed  with  the  staff  that  the  possibility  for  SDR  holders  to 
engage  in  voluntary  transfers of SDRs enhanced  the  usability  and  liquidity 
of  the SDR and, hence,  its  attractiveness as a  reserve  asset,  which in 
turn  had a  beneficial  effect  on  members'  attitude  toward  the SDR, Mr. Coos 
remarked.  Much  progress  had  already  been  made  in  that  direction,  and he 
joined  Mr. Polak  in  congratulating  the  staff  for  its  efforts  in  that 
respect. The  staff  should  maintain  its  efforts.  However,  it was ques- 
tionable  how  far  the  staff  should go. He had no difficulties  with  the 
proposals  to  continue  assisting  members i n  arranging  voluntary  transfers 
and  facilitating  such  transfers by providing  information  on  the  intentions 
of potential  buyers  and  sellers. As that  kind  of  assistance  had  already 
reached a  stage at which  voluntary  exchanges of SDRs could  be  affected 
without  significant  delays or  other  problems,  there  was no need  for 
additional  specific  measures. However, he  supported Mr.  Polak's sugges- 
tion  that  the  staff  should  explore  with  participants,  and  perhaps also 
with  other  holders,  the  possibility of entering  into  standing  two-way 
arrangements  to  buy  and  sell SDRs. Beyond  that,  there was little  scope 
for promoting  voluntary  transfers  of SDRs by enhancing  the  instrumenr's 
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a t t r a c t i v e n e s s   o r   u s e f u l n e s s .   I n   p a r t i c u l a r ,   t h e   e x i s t i n g   r a n g e  of  autho- 
r i z e d   u s e s  was s u f f i c i e n t l y   w i d e  t o  accommodate v i r t u a l l y  a l l  r e q u i r e m e n t s .  
N e v e r t h e l e s s ,   h e  would  be  prepared t o  c o n s i d e r   a n   e x t e n s i o n  of t h a t   r a n g e  
i f   t h e  n e e d   a r o s e .   B u t   h e   w o u l d   h a v e   d i f f i c u l t i e s   w i t h   r e p l a c i n g   t h e  
e x i s t i n g   p o s i t i v e  l ist  of a u t h o r i z e d   t r a n s f e r s   w i t h  a n e g a t i v e  l i s t .  
I n   c o n s i d e r i n g   t h e   p o s s i b l e   w a y s   o f   e n h a n c i n g   t h e  SDR, t h e   f u n d a m e n t a l  
c h a r a c t e r  of t h e  SDR as a r e s e r v e   i n s t r u m e n t   t o   e n a b l e   t h e   m o n e t a r y  
a u t h o r i t i e s  t o  meet t e m p o r a r y   b a l a n c e   o f   p a y m e n t s   d i f f i c u l t i e s   s h o u l d  
be   kept   in   mind .  He t h e r e f o r e  saw no c o n v i n c i n g  ra t ionale  f o r   p r o m o t i n g  
t h e   p r i v a t e   u s e  of t h e  SDR i n   o r d e r   t o   e n h a n c e   t h e   u s a b i l i t y   o f   t h e  
o f f i c i a l  SDR, p a r t i c u l a r l y  as  t h e r e  was no  need t o  add   ano the r  new i n s t r u -  
m e n t   t o   t h e   a l r e a d y   w o r r y i n g   p r o l i f e r a t i o n   o f   f i n a n c i a l   i n n o v a t i o n s   i n  
t h e   i n t e r n a t i o n a l   f i n a n c i a l   m a r k e t s .  

He was v e r y   c o n c e r n e d   a b o u t   t h e   s t a f f ' s   s u g g e s t i o n   t h a t   t h e   f u r t h e r  
d e v e l o p m e n t   o f   v o l u n t a r y   t r a n s a c t i o n s  woclld r e q u i r e ,   i n t e r  a l i a ,  t h e  
r e sumpt ion  of a n   a l l o c a t i o n  of SDRs, Mr. Goos s t a t e d .  His a u t h o r i t i e s  
were d i s t u r b e d  by t h e   r e p e a t e d  attempts of t h e   s t a f f   t o   p r o m o t e   i r r e l e v a n t  
c r i t e r i a   f o r   a n  SDR a l l o c a t i o n .   S u c h  attempts were bound t o   u n d e r m i n e  
t h e   c r e d i b i l i t y  of t h e   s t a f f ' s   a s s e s s m e n t  of t h e   i n t e r n a t i o n a l   l i q u i d i t y  
s i t u a t i o n  and t o   s t r e n g t h e n  a number of Directors '  r e s e r v a t i o n s   a b o u t  a 
resumpt ion  ?f SDR a l l o c a t i o n s .  

Mr. L u n d s t r o m   c o n g r a t u l a t e d   t h e   s t a f f   o n  i t s  s u c c e s s f u l   e f f o r t s  t o  
e n h a n c e   t h e   u s a b i l i t y  of SDR.s by f a c i l i t a t i n g   v o l u n t a r y   t r a n s f e r s   a n d  
r e l a t e d   a r r a n g e m e n t s .   I n c r e a s i n g   t h e   p o s s i b i l i t y   f o r   v o l u n t a r y   e x c h a n g e s  
of  SDRs w i t h o u t   t h e   n e e d   f o r   r e p r e s e n t a t i o n   o f   b a l a n c e  of payments   need 
o r  u t i l i z a t i o n  of t he   des igna t ion   mechan i sm was bound t o   h a v e   f a v o r a b l e  
e f f e c t s  on the   deve lopmen t  of t h e  SDR a n d ,   p a r t i c u l a r l y ,   o n   t h e   w i l l i n g -  
n e s s   t o   h o l d  SDRs. Consequent ly ,   he   endorsed  a fu r the r   deve lopmen t   o f  
a r r a n g e m e n t s   f o r   t h e   p u r c h a s e   a n d  s a l e  o f  SDRs i n   t r a n s a c t i o n s  by agree- 
ment .   The  s tanding two-way a r r a n g e m e n t   w i t h   A u s t r i a  was of special  
i n t e r e s t   i n   t h a t   r e s p e c t ,   a n d   t h e   p o s s i b i l i t y  of similar a r r a n g e m e n t s  
s h o u l d  be e x p l o r e d   f u r t h e r .  The s t a f f   n o t e d   t h a t  t h e  g rowth   o f   vo lun ta ry  
SDR t r a n s a c t i o n s   h a d   b e e n   l a r g e l y   r e l a t e d   t o  Fund f i n a n c i a l   a c t i v i t y   a n d  
t h a t   s t r e n g t h e n i n g  of t h e  SDR was a p r e c o n d i t i o n   f o r  a s u b s t a n t i a l   i n c r e a s e  
i n  SDR t r a n s a c t i o n s   m o t i v a t e d  by a g e n u i n e   p r e f e r e n c e   t o   h o l d   t h e  asset .  
N e v e r t h e l e s s ,  i t  was s t i l l  i m p o r t a n t   t o   p u r s u e   e f f o r t s   t o   f a c i l i t a t e  
v o l u n t a r y   t r a n s f e r s .  

On t h e  issue of t h e  share of SDRs i n  members' i n t e r n a t i o n a l  reserves, 
Mr. Lundstrom  went   on,   the  SDR s y s t e m  was b e s t   s e r v e d  by b e i n g  as f r e e  
f r o m   r e s t r i c t i o n s  as  p o s s i b l e .  He t h e r e f o r e   s u p p o r t e d   t h e   a b o l i t i o n  of 
t h e   r e c o n s t i t u t i o n   r e q u i r e m e n t   a n d   t h e   w i d e n i n g  of p o s s i b l e   t y p e s  of SDR 
t r a n s a c t i o n s .  The aim s h o u l d  be t o  make t h e  SDR a t t r a c t i v e  enough to  
become  "se l f -conta ined  ." 

T h e  s t a f f   p a p e r   c o n f i r m e d  t h e  e x i s t e n c e  of a n   i m b a l a n c e   i n  t h e  d i s -  
t r i b u t i o n   o f  SDR h o l d i n g s ,  which was h a r m f u l   t o   t h e  sys t em,  Mr. Lundstrorn 
no ted .   Mos t   ne t  users of SDRs r a n  down t h e i r  h o l d i n g s  t o  m i n i m a l   l e v e l s .  
C o n s e q u e n t l y ,   o t h e r   h o l d e r s   e n d e d  u p  wi th  a h i g h e r   s h a r e   o f  SDRs i n  t he i r  
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reserves  than  they  would  prefer. In addition,  the  net  use  of  SDRs was 
proportionately  greater  than  the  net  use of other  reserves, an indication 
that SDRs were  considered  less  attra.ctive  to  hold.  That  situation  had 
several  disadvantages.  The  objective  established  in  the  Articles of  Agree- 
ment  that  the  SDR  should  become  the  principal  reserve  asset in the  interna- 
tional  monetary  system  could be  questioned  if SDRs  flowed  largely  in  one 
direction. In those  circumstances,  the  SDR  assumed  the  character of a 
vehicle  for  the  transfer of real  resources,  which  could be interpreted as 
a de facto  link  between  the  allocation and  the  transfer  of  resources. 
That  perception was harmful  to  the  monetary  role  of the  SDR  and  served as 
an argument  against  any new allocation. It could also be seen as an 
indication  that  such  allocations  would  weaken  adjustment  efforts. 

On the  approaches  to  achieving  a  more  balanced  distribution of SDR 
holdings, Mr. Lundstrom  continued,  his  authorities  favored the combination 
of regulations and  incentives.  Generally,  incentives  seemed  to  be  more 
conducive  to  the  long-term  development of  the SDR system.  But  in  the 
present  situation,  calling  for rapid'results, the  regulation  approach 
should  also be actively  pursued.  He  would  prefer  a  type  of  regulation 
that  aimed  at  maintaining  a  country's  SDR  holdings  above  a  certain  ratio 
to its  total  reserves. A reserve-based  regulation  seemed  more  compatible 
with  the  basic  SDR  concept  than  the  reconstitution  requirement.  Moreover, 
it  did  not run  the  same  risk  of  requiring  large  SDR  acquisitions on the 
part  of  countries  experiencing  balance of payments  difficulties. The 
administrative  problems of such  a  system  should  not be overemphasized  but 
would  have  to  be  studied  before  a  final  choice  of  methods  were  made. The 
question of increasing  the  SDR's attractiveness  concerned  its  liquidity 
and  usability  rather  than  its  yield,  although  there  was  a  close  connection 
between  liquidity  and  yield. 

In a  broader  perspective,  the  general  uncertainties  surrounding  the 
future of  the  SDR  had an obvious  negative  impact on members' willingness 
to  hold S D R s ,  making  It all the more  important  that  the  present  comprehen- 
sive  review of the SDR system  should  lead  to a narrowing of differences 
of views that  still  existed and, finally,  to  proposals  based  on  a  broad 
consensus, Mr. Lundstrom  remarked. 

In his  statement, Mr. Polak had questioned  whether  the  costs  of  a 
reserve-related  SDR  holdings  regulation  might  be  compensated  by  the  pros- 
pects  that  such  a  regulation  would  break  the  deadlock on agreement  on  a 
new  allocation, Mr. Lundstrom  recalled.  Would the type  of  reserve-based 
regulation  outlined by  Mr. Polak make  it  easier  for  those  members  opposed 
t o  an allocation to  agree  to  a new allocation, provided  that  the  condi- 
tions  set  out in the  Articles of Agreement  were  met?  That  question  should 
be  posed  to  the Interim  Committee, as not all Directors would  be able to 
answer it at the  present  discussion,  The  staff  should  explore  that 
approach  further  to  facilitate the Committee's  appraisal  of the suggestion. 

Mr. Ismael noted  that  the  premise  underlying  the  staff  paper on 
alternative  approaches t o  influencing t h e  share of SDRs in members' 
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i n t e r n a t i o n a l   r e s e r v e s  was t h e   c o n c e r n   e x p r e s s e d  by  some Directors t h a t  
a l t h o u g h  SDRs had b e e n   a l l o c a t e d   t o   a u g m e n t   m e m b e r s '   r e s e r v e s ,   c e r t a i n  
g r o u p s   o f  members  had  been  unwill ing  to  hold SDRs as p a r t  of t h e i r   r e s e r v e s  
b e c a u s e   t h e  SDR w a s   c o n s i d e r e d   a n   u n a t t r a c t i v e   r e s e r v e  asset ,  as r e f l e c t e d  
i n   t h e   l o w   r a t i o   o f  SDR h o l d i n g s   t o   t o t a l   r e s e r v e s .   C o n t r a r y  t o  t h a t   v i e w ,  
s t a f f   s t u d i e s  and o t h e r   a v a i l a b l e   e v i d e n c e   s u g g e s t e d   t h a t   t h e r e  were more 
i m p o r t a n t   r e a s o n s   e x p l a i n i n g   t h e   l o w  SDR h o l d i n g s   o f   c a p i t a l - i m p o r t i n g  
c o u n t r i e s .  He would c i t e  f i v e   f a c t o r s  to  show t h a t   t h e   d e c l i n e   i n  SDR 
h o l d i n g s   h a d   b e e n   r e l a t e d  t o  t h e   t r a n s a c t i o n   n e e d s  of t h o s e  members 
r a t h e r   t h a n   t o   t h e   l a c k   o f   a t t r a c t i v e n e s s  of t h e  SDR as a r e s e r v e  asset. 
F i r s t ,   t h e   r e d u c t i o n   i n  SDR h o l d i n g s   r e f l e c t e d   t h e   e x t e n s i v e   u s e  of 
r e s e r v e s ,   i n c l u d i n g  SDRs, i n   f i n a n c i n g   l a r g e   c u r r e n t   a c c o u n t   d e f i c i t s .  
S e c o n d ,   e x t e n s i v e  use of  SDRs r e f l e c t e d   s i g n i f i c a n t   t r a n s f e r s   t o   t h e  Fund 
'by c a p i t a l - i m p o r t i n g   c o u n t r i e s  to  d i s c h a r g e   r e p u r c h a s e   o b l i g a t i o n s   a n d   t o  
p a y   c h a r g e s   t h a t  were ve ry   l a rge   compared   w i th   p rev ious   yea r s .  It  was 
a l s o   n o t e w o r t h y   t h a t  i n  1984-85   cap i t a l - impor t ing   coun t r i e s   had   acqu i r ed  
s u b s t a n t i a l   a m o u n t s  o f  SDRs i n   o r d e r   t o   s t a b i l i z e   t h e i r  SDR h o l d i n g s ,  
d e s p i t e   s u b s t a n t i a l   d e b t   s e r v i c e   p a y m e n t s   t o   t h e   F u n d .   T h i r d ,   t h e   b u l k  
of n e t  SDR u s e   i n  1982-85  had  been  concentrated i n  a small number  of 
c o u n t r i e s   t h a t  were marke t   bo r rowers .   Four th ,   mos t   cap i t a l - impor t ing  
c o u n t r i e s  were a l s o   i n d e b t e d   t o   t h e  Fund a n d   t h e r e f o r e   h a d   t o  make u s e  
of SDRs i n   d i s c h a r g i n g   t h e i r   o b l i g a t i o n s   t o   t h e   F u n d .   F i f t h ,  SDR a l l o c a -  
t i o n s   h a d   f a i l e d   t o   k e e p  pace w i t h   t h e   g r o w t h   i n   o t h e r   r e s e r v e  assets ,  a 
f a c t o r   e x p l a i n i n g ,   t o  some e x t e n t ,   t h e   d e c l i n e  i n  t h e  r a t i o  of SDRs to  
t o t a l   r e s e r v e s .  

On t h e   a l t e r n a t i v e   a p p r o a c h e s   t o   i n f l u e n c i n g   t h e   s h a r e  of SDRs, h i s  
a u t h o r i t i e s  were opposed   to   any  form of r e g u l a t i o n   o f  SDR hold ings ,   which  
would  be a s t ep  b a c k w a r d   a n d   w o u l d   a d v e r s e l y   a f f e c t   t h e   m o n e t a r y   c h a r a c t e r  
of t h e  SDR, Mr. Ismael commented. R e g u l a t i o n   w o u l d   i n t r o d u c e   i n f l e x i b i l i t y  
i n   t h e   u s e  of SDRs,  r e d u c e   t h e   a t t r a c t i v e n e s s  of t h e  SDR a s   a n  asse t ,  and 
f o r c e  members t o   h o l d  SDRs i n  amoun t s   t ha t  were d i f f e r e n t   f r o m   t h e   d e s i r e d  
amounts .   Fur thermore ,   any  form o f   r e c o n s t i t u t i o n  was i n a p p r o p r i a t e  as i t  
d i d   n o t   t a k e   i n t o   a c c o u n t   t h e   b a l a n c e  of  payments s i t u a t i o n  of a member. 

W i t h   r e s p e c t   t o   t h e   m o d a l i t y   o f   i m p l e m e n t i n g  a r e c o n s t i t u t i o n   r e q u i r e -  
m e n t ,   t h e   s t a f f   c l e a r l y   i n d i c a t e d   t h e   d i s a d v a n t a g e s  of d e f i n i n g  a minimum 
l e v e l  of SDR h o l d i n g s ,   b o t h   i n   t e r m s  of n e t   c u m u l a t i v e   a l l o c a t i o n s   a n d   i n  
te rms  of t o t a l   r e s e r v e   h o l d i n g s ,  Mr. Ismael obse rved .  Mr. P o l a k   f a v o r e d  
a r e c o n s t i t u t i c n   r u l e   b a s e d   o n   r e s e r v e s   r a t h e r  t h a n  on c u m u l a t i v e   a l l o c a -  
t i o n s .  However, Mr. P o l a k ' s   p r e f e r e n c e   c o u l d   p o s e   s p e c i a l   p r o b l e m s   t o  
some c o u n t r i e s   i n   h i s  own cons t i t uency ,   wh ich  had a p o l i c y  o f  m a i n t a i n i n g  
h l g h   l e v e l s  of r e s e r v e s   i n   o r d e r   t o   g i v e   c o n f i d e n c e   t o   t h e   m a r k e t  par t ic i -  
p a n t s .  I n  o n e   c a s e ,  a member 's   holdings  amounted  to  400 p e r c e n t  of 
c u m u l a t i v e   a l l o c a t i o n s .  If t h e   r e c o n s t i t u t i o n  ru l e  were b a s e d   o n   r e s e r v e s ,  
t h a t  member would be r e q u i r e d   t o   i n c r e a s e  i t s  h o l d i n g s  of SDRs by more 
t h a n  800 p e r c e n t   i n   o r d e r  t o  a c h i e v e  a 5 p e r c e n t   t a r g e t  i n  t h e  r a t i o  o f  
SDRs t o   r e s e r v e s .  He was opposed t o  t h e   a d o p t i o n  of a n y  r e c o n s t i t u t i o n  
t u l e ,   b u t   i f  a r u l e  were t o  be a d o p t e d ,  h e  w o u l d   p r e f e r   t h a t  i t  be based  
o n  b o t h   a l l o c a t i o n s  and t o t a l   r e s e r v e  h o l d i n g s .  
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He d i s a g r e e d   w i t h   t h e   s t a f f   r e g a r d i n g   t h e   i m p r o v e m e n t   i n   i n c e n t i v e s  
t o   h o l d  S D R s ,  Mr. Ismael i n d i c a t e d .  SDR i n t e r e s t  rates were a l r e a d y  a t  
m a r k e t   l e v e l s ,   a n d   t h e  SDR ma in ta ined  a more s t a b l e  value t h a n   o t h e r  
reserve c u r r e n c i e s .  He a g r e e d   w i t h  Mr. P o l a k   t h a t   e v e n  a m o d e s t   i n c r e a s e  
i n   t h e  SDR i n t e r e s t  r a t e  would ,   on   ba lance ,   have  a more n e g a t i v e   t h a n  
p o s i t i v e   e f f e c t .  The   inadequac ies   o f   the  SDR a s  a reserve asset  would 
h a v e   t o   b e   r e c t i f i e d   b y   m e a s u r e s   t h a t   i n c r e a s e d   t h e   u s a b i l i t y   o f   t h e  SDR. 

He h a d   n o   d i f f i c u l t y   w i t h   t h e   s t a f f   p a p e r   o n   v o l u n t a r y   t r a n s f e r s  of 
S D R s  among p a r t i c i p a n t s   a n d   p r e s c r i b e d   h o l d e r s ,  Mr. Ismael remarked.  He 
e n d o r s e d   t h e   o b j e c t i v e  of i m p r o v i n g   t h e   u s a b i l i t y   a n d   l i q u i d i t y   o f  S D R s  
a n d   c o u l d   s u p p o r t   f u r t h e r   a c t i o n   t o   p r o m o t e   t h e   v o l u n t a r y   t r a n s f e r   o f  
S D R s .  The s t a f f   s h o u l d   c o n t i n u e   t o  assist  members i n  a r r a n g i n g   d e s i r e d  
t r a n s a c t i o n s   a n d   t o   d e v e l o p   i n f o r m a t i o n   t h a t   w o u l d   f a c i l i t a t e   t r a n s a c t i o n s  
between  buyers  and sel lers .  He a g r e e d   w i t h   t h e   s t a f f   a n d  Mr. P o l a k   t h a t  
i n d u s t r i a l   c o u n t r i e s ,   p a r t i c u l a r l y   t h e   U n i t e d   S t a t e s ,   s h o u l d   f o l l o w  
A u s t r i a ' s   e x a m p l e  by e n t e r i n g   i n t o  a two-way ar rangement   to   buy   and  s e l l  
S D R s  i n   o r d e r   t o   e n h a n c e   t h e   l i q u i d i t y  of t h e  SDR and make d e s i g n a t i o n  
r e d u n d a n t .   P r o s p e c t s   f o r   t h e   d e v e l o p m e n t  of v o l u n t a r y   t r a n s f e r s   c o u l d   b e  
a d v e r s e l y   a f f e c t e d  by t h e   f a i l u r e   t o  make a f u r t h e r   a l l o c a t i o n   o f  S D R s .  
I f   u s e  of t h e  SDR was t o  become w i d e s p r e a d ,   a n   o b j e c t i v e   l a i d  down i z  t h e  
Articles o f   A g r e e m e n t ,   s e r i o u s   e f f o r t s   c h o u l d   b e  made t o   r e a c h  a c o n s e n s u s  
on a f u r t h e r   a l l o c a t i o n .  

Mr. d e   G r o o t e   o b s e r v e d   t h a t   t h e   s t a f f  papers p r e s e n t e d   c o n c l u s i o n s  
t h a t  were somewhat d i f f e r e n t   f r o m   t h o s e   e x p l i c i t l y   a s s u m e d  by t h e   B o a r d  
d u r i n g  i t s  p r e v i o u s   d i s c u s s i o n s  of t h e  SDR. The  background paper 
(DM/86/48)  read i n   c o n j u n c t i o n   w i t h   t h e   s t a f f   r e p o r t  on   approaches  t o  
i n f l u e n c . t n g   t h e   s h a r e   o f  S D R s  i n  members' i n t e r n a t i o n a l   r e s e r v e s   r e i n -  
f o r c e d   h i s   c o n v i c t i o n   t h a t   t h e  SDR had s a t i s f a c t o r i l y   f u l f i l l e d  i t s  r o l e  
as  a n   i n t e r n a t i o n a l   r e s e r v e  asset  a n d   h i s   o p p o s i t i o n   t o   t h e   n o t i o n   t h a t  
t h e   p e r m a n e n t   r e t e n t i o n  of S D R s  in c o u n t r i e s '  reserves w o u l d   b e   e s s e n t i a l  
t o   t h e   n a t u r e  of t h a t  asse t .  The   ownersh ip   and   spending   of   reserves  
s h o u l d  be  viewed as two d i f f e r e n t   a s p e c t s  of t h e   u s e  o f   any   r e se rve  asset .  
Why were r e s e r v e s   a c c u m u l a t e d ,   i f   n o t   t o   b e   u s e d   i n  times of  c r i s i s  o r  
t o   f i n a n c e   d e f i c i t s ?  S D R s  were n o t   i s s u e d   t o   b e   p e r m a n e n t l y .   r e g i s t e r e d  
i n   t h e  books of members' c en t r a l  banks   bu t   to   be   used  as i n s t r u m e n t s   t o  
smooth   ba lance  of p a y m e n t s   m i s a l i g n m e n t s   a n d   t o   i m p r o v e   t h e   l i q u i d i t y   a n d  
s t a b i l i t y  of t h e   i n t e r n a t i o n a l   m o n e t a r y   s y s t e m  as  a whole.  Most  of t h e  
1 2   c o u n t r i e s   t h a t   a c c o u n t e d   f o r  7 0  p e r c e n t   o f   t o t a l   n e t  SDR u s e  by c a p i t a l  
i m p o r t e r s   i n  1982-85  had  experienced  important  payments  imbalances  and 
g r a v e   l i q u i d i t y   p r o b l e m s   d u r i n g   t h e   p e r i o d .  I t  was encourag ing  t h a t  
t h o s e   c o u n t r i e s   h a d   u s e d   t h e i r  SDR h o l d i n g s   t o   f i n a n c e   t h e i r   a d j u s t m e n t  
p r o c e s s .  It was a l s o  s a t i s f y i n g   t h a t   t h o s e   c o u n t r i e s  had u s e d   t h e i r  SDR 
r e s e r v e s  more i n t e n s i v e l y   t h a n   o t h e r   r e s e r v e s ,  a f a c t   t h a t   i n d i c a t e d   t h e  
great u t i l i t y  a n d   l i q u i d i t y   o f  t h e  SDR i n  t h e  ad jus tmen t   p rocess   and  
r e i n f o r c e d   t h e   c e n t r a l   r o l e  of the   Fund.   Indeed ,  8 of t h o s e  1 2  c o u n t r i e s  
had o u t s t a n d i n g  Fund c r e d i t ,   a n d  2 o t h e r s  had been t h e  b e n e f i c i a r i e s   o f  
r e s o u r c e s   a v a i l a b l e   u n d e r  t h e  Fund's  s p e c i a l  f a c i l i t i e s .  I t  would  have 
been   somewhat   paradoxica l   i f   those   count r ies ,   which  had r e c e i v e d  SDRs 
f rom t h e  General   Account  as p a r t  of t h e i r   f i n a n c i n g   a r r a n g e m e n t ,  had n o t  
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u s e d   t h e  SDRs  t h e y   h a d   i n   t h e i r  own accoun t .   Those   coun t r i e s   had   been  
u n a b l e   t o   r e c o n s t i t u t e   t h e i r  SDR reserves because   t hey  s t i l l  faced  impor-  
t a n t   r e p a y m e n t   o b l i g a t i o n s  t o  t h e  Fund.  However, t h e y   h a d  shown some 
w i l l i n g n e s s  t o  s t a b i l i z e   t h e i r  SDR h o l d i n g s   i n  1984-85  and t h e   o t h e r  
c a p i t a l - i m p o r t i n g   c o u n t r i e s   h a d   s u b s t a n t i a l l y   i n c r e a s e d   t h e i r  SDR holi"l.lngs 
d u r i n g   t h e  same p e r i o d .   T h a t   t r e n d   i n d i c a t e d  a g e n e r a l   a g r e e m e n t   t h a t  
t h e  SDR was a t r u l y   e f f e c t i v e   r e s e r v e  asset ,  t o  b e   u s e d   d u r i n g   a c u t e  
payments crises and i n   s u p p o r t  of i m p o r t a n t   a d j u s t m e n t   e f f o r t s ,   a n d   t o   b e  
r e a c c u m u l a t e d   t h e r e a f t e r .  As s t r e s s e d  by Mr. Ismael, t h e  more o r  less 
p ro longed   u se  of S D R s  r e f l e c t e d   t h e   r e l a t i v e   d e g r e e  of reserve needs  and 
t h e   s e r i o u s n e s s  of payments   imbalances,  as  cou ld   be   expec ted   f rom  r e se rve  
u s e   i n   g e n e r a l .  

A s e c o n d   i m p o r t a n t   c o n c l u s i o n   r e a c h e d  by t h e   s t a f f  was t h a t   i n c r e a s e d  
use  of t h e  SDR depended i n   t h e   f i r s t   i n s t a n c e  on t h e   F u n d ' s  own a c t i v i t i e s ,  
Mr. de   Groo te   no ted .   Even   t he   deve lopmen t   o f   vo lun ta ry   t r ans fe r s  was a 
c o r o l l a r y  of t h e   F u n d ' s   a c t i v i t i e s .   H e n c e ,   a n   i n c r e a s e   i n   t h e   u s e   o f   t h e  
SDR would   bes t   be   se rved  by a g e n e r a l   e x p a n s i o n   o f   t h e   F u n d ' s   a c t i v i t i e s ,  
w h i c h   c o u l d   b e   e f f e c t i v e l y   a c h i e v e d   i n   t h r e e   w a y s :   a n   i n c r e a s e   i n   t h e  
Fund ' s   quo ta s ,  a new SDR a l l o c a t i o n   u s e d   t o   f i n a n c e   t h e   F u n d ' s   o p e r a t i o n s ,  
and  the  development  of a set  of f l e x i b l e   a n d   m a r k e t - o r i e n t e d   o p e r a t i o n s  
and  mechanisms i n  SDRs. An increase i n  the   Fund ' s   quotas   would   enhance  
the   impor t ance  of t h e  SDR i n  t h e   i n t e r n a t i o n a l   m o n e t a r y   s y s t e m ,   e v e n   i f  
t h e   q u a n t i t y  of SDRs r e m a i n s   c o n s t a n t .  A new SDR a l l o c a t i o n   w o u l d  not  
o n l y   i n c r e a s e   t h e   s h a r e  of S D R s  i n   t o t a l   i n t e r n a t i o n a l   r e s e r v e s ,   b u t  
a l s o ,   i f   a c h i e v e d   a c c o r d i n g   t o  some p r o p o s i t i o n s   p r e v i o u s l y   d i s c u s s e d  by 
t h e   B o a r d ,   g r e a t l y   f o s t e r   t h e   u s e  of t h e  SDR i n  t h e   a d j u s t m e n t  of t h e  
i n t e r n a t i o n a l   f i n a n c i a l   m a r k e t s .   A d d i t i o n a l  two-way a r r angemen t s   be tween  
t h e  Fund and i t s  members,  such as  t h a t   b e t w e e n   t h e  Fund a n d   A u s t r i a ,  t o  
buy  and s e l l  SDRs would s t r e n g t h e n   c o n s i d e r a b l y   t h e   u s e   o f   t h e  SDR. The 
f l e x i b l e  form  of t hose   a r r angemen t s   and   t he   impor t ance  of t h e   t r a n s a c t i o n  
r ange ,   wh ich   cou ld   even tua l ly   be   i nc reased   above  25 p e r c e n t   o f   t h e   n e t  
c u m u l a t i v e   a l l o c a t i o n - - t h e  limit e s t a b l i s h e d   b e t w e e n   A u s t r i a   a n d   t h e  
Fund--could  lead t o  a s i t u a t i o n   w h e r e   t h e  Fund  would ac t  as a c l e a r i n g  
h o u s e   f o r   t h e   b u y i n g   a n d   s e l l i n g  SDR o p e r a t i o n s  of c e n t r a l   b a n k s .   T h o s e  
f i r s t  s t eps  toward more marke t -o r i en ted  SDR o p e r a t i o n s   c o u l d   h e l p   t o  per- 
s u a d e   t h e   i n t e r n a t i o n a l   f i n a n c i a l   c o m m u n i t y  of t h e   a d v a n t a g e s   o f   h o l d i n g  
t h e  SDR f o r   p o r t f o l i o   d i v e r s i f i c a t i o n   a n d  of t h e   p o s s i b i l i t i e s   f o r   f o r e i g n  
exchange market s t a b i l i z a t i o n .  He was c o n f i d e n t   t h a t   o t h e r  members of 
h i s   c o n s t i t u e n c y   w o u l d   c o n s i d e r   e n t e r i n g   i n t o  two-way a r r a n g e m e n t s   w i t h  
t h e  Fund i n   t h e  near f u t u r e   i f   t h e r e  was b road   accep tance  of t h a t   a p p r o a c h  
by a number of c o u n t r i e s .  He welcomed Mr. P o l a k ' s   i r d i c a t i o n   t h a t   h i s  
N e t h e r l a n d s   a u t h o r i t i e s   s h a r e d  t h a t  view.   The  second  s tep  toward more 
marke t -o r i en ted  SDR ope ra t ions   cou ld   be   comple t ed  by o p e n i n g   t h e   o f f i c i a l  
SDR t o  t h e  i n t e r n a t i o n a l   p r i v a t e   m a r k e t s ,  f o r  example,  by i s s u i n g  some 
k ind  of c e r t i f i c a t e   r e p r e s e n t i n g  SDR h o l d i n g s   w i t h  t h e  Fund o r  w i t l :  
d e s i g n a t e d   o f f i c i a l   h o l d e r s  t h a t  cou ld   be   o f f e red   and   t r aded  on t h e  
markets.   Such a sys t em would  ltot r e q u i r e  a change i n  t h e  Articles of 
Agre emen t e 
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The  deve lopment   o f   those   marke t   mechanisms  would   c lear ly   re inforce  
t h e   u s e  of t h e  SDP. on t h e   b a s i s  of e c o n o m i c   i n c e n t i v e s   r a t h e r   t h a n   o f  
r e g u l a t i o n s ,  Mr. d e   G r o o t e   c o n s i d e r e d .  He a g r e e d   w i t h   t h e   s t a f f   t h a t  
r e g u l a t i o n s   o n   t h e   n e t   u s e  of SDRs would  tend t o  r e d u c e   t h e   a t t r a c t i v e n e s s  
of h o l d i n g  SDRs, o t h e r   t h i n g s   b e i n g   e q u a l .   T h e   u s e  of t h e  SDR was a l r e a d y  
r e g u l a t e d   t o   s u c h   a n   e x t e n t   t h a t   a n y   e f f o r t  t o  i n c r e a s e  i t s  u s e   s h o u l d   b e  
d i r e c t e d   t o   o p e n i n g   a n d   b r o a d e n i n g   t h e  rea l  m a r k e t   a n d   e l i m i n a t i n g   a n y  
new r e g u l a t i o n s .   I n   t h a t   c o n t e x t ,  Mr. P o l a k ' s   p r o p o s a l   t o   i n c r e a s e   t h e  
u s e   o f  SDRs by f o r c i n g   c o u n t r i e s   t o   h o l d  them d i d   n o t  seem to  b e   u s e f u l .  
W h i l e   h i s   p r o p o s a l   w o u l d   r e q u i r e   t h a t  some c o u n t r i e s   r e c o n s t i t u t e d   t h e i r  
SDR r e s e r v e s ,  i t  would   no t   enhance   the   use   o f   the  SDR as  a real  reserve 
asset or  t h e   w i l l i n g n e s s   t o   h o l d   t h e  SDR. Mr. P o l a k   e v e n   e n t e r t a i n e d  
some h e s i t a t i o n   a b o u t   t h e   v a l i d i t y   o f  a r e g u l a t i o n   a p p r o a c h  by p ropos ing  
a somewhat c o n t r a d i c t o r y   s y s t e m :   t h e   r e p a t r i a t i o n   r u l e ,   w h i c h   h e   n 0 t e . d  
would  be r e l a t i v e l y   c o n s t r a i n i n g ,   b u t   h e   c o n s i d e r e d   t h a t   t h e   w i l l i n g n e s s  
t o   p u r c h a s e  SDRs o n   t h e   b a s i s  of t h a t   r u l e   w o u l d   b e   s u f f i c i e n t   t o  meet t h a t  
c o n s t r a i n t .   I n   o r d e r   t o  make t h e  SDR t h e   p r i n c i p a l   r e s e r v e  asse t  of t h e  
i n t e r n a t i o n a l   m o n e t a r y   s y s t e m ,   t h e   B o a r d   s h o u l d   a b a n d o n   t h e   p u r s u i t   o f   t h a t  
s o r t  of hybr id   r egu la to ry   sys t em  and   devo te  i t s  a t t e n t i o n   t o   t h e   f u r t h e r  
e l a b o r a t i o n  of market   mechanisms  based  on  sound  economic  incent ives .  

Mr. Z e c c h i n i  s t a t e d  t h a t   h e  welcomed t h e   a n a l y s i s  of t h e   s t a f f ,   w h i c h  
had   been   appropr ia te ly   supplemented  by t h e   t a b l e s   r e q u e s t e d  by Mr. PoLak. 
The l a t t e r  r e p r e s e n t e d   q u a n t i t a t i v e   s i m u l a t i o n s  of t h e   c u r r e n t   i m p a c t   o f  
a l t e r n a t i v e   p r o p o s a l s   a n d ,  a s  they  were e s s e n t i a l  for t h e   B o a r d ' s  assess- 
m e n t ,   s h o u l d   h a v e   b e e n   i n c l u d e d   i n   t h e   s t a f f   p a p e r s .  I n  g e n e r a l ,   t h e  
s t a f f   s h o u l d   b e   e n c o u r a g e d   t o   p r e s e n t  a m o r e   d e t a i l e d   a n a l y s i s ,   w i t h  
n u m e r i c a l   p r o j e c t i o n s  of t h e   l i k e l y   e f f e c t s  of any   p roposa l s .  

The re  were two r e a s o n s   f o r   i n f l u e n c i n g  members' a t t i t u d e   w i t h  
respect t o  SDR h o l d i n g s ,  Mr. Z e c c h i n i   c o n s i d e r e d .   F i r s t ,   t h e   p r e s e n t  
d i s t r i b u t i o n  of SDR h o l d i n g s  among g roups  of c o u n t r i e s  was very   uneven .  
I n  1982-85, t h e   g r o u p  of c a p i t a l - i m p o r t i n g   c o u n t r i e s   t e n d e d   t o   u s e  SDRs 
m o r e   i n t e n s i v e l y   t h a n   o t h e r   r e s e r v e  assets ,  compared   w i th   o the r   g roups  of 
c o u n t r i e s .   X i t h i n   t h a t   g r o u p ,   t h e   m a r k e t   b o r r o w e r s   h a d   a l s o   b e e n   r e s p o n -  
s i b l e   f o r   t h e   l a r g e s t   u s e  of SDRs, p e r h a p s   i n d i c a t i n g   t h e   c m v e n i e n c e  of 
r e s o r t i n g   f i r s t   t o   t h o s e  assets when in   need .   However ,   t he   g roup   o f  
l a r g e   n e t   h o l d e r s  of SDRs d i d   n o t  a t  t h e  same time b u i l d   u p   t h e i r  SDR 
s t o c k  t o  a n   e q u i v a l e n t   a m o u n t ,   t h e r e b y   i n d i c a t i n g  some u n w i l l i n g n e s s   t o  
a c c u m u l a t e   t h o s e   a s s e t s .   S e c o n d ,  some m a j o r   c o u n t r i e s   c l e a r l y   o p p o s e d  
i n c r e a s i n g   t h e   e x i s t i n g   s t o c k   o f  SDRs on t h e   g r o u n d s   t h a t   t h e   u n e v e n  
d i s t r i b u t i o n  of   those  assets a n d   t h e   u n i d i r e c t i o n a l   f l o w  of SDRs i m p l i e d  
a p e r m a n e n t   r e s o u r c e   t r a n s f e r ,   a n d   i n d i c a t e d  a weakening of the   economic  
a d j u s t m e n t   e f f o r t  of t h e  users. 

I t  was t o o   e a r l y   t o  assert t h a t   t h e   p r e s e o t   u n e v e n   d i s t r i b u t i o n  of 
SDRs was e i t h e r  permanent   o r   long  term, Mr. Z e c c h i n i  noted. However, there 
were s i g n s  of a r e v e r s a l  of t h e   p o s i t i o n s   o u t l i n e d  i n  t h e  background  paper  
(DM/&6/48), where i t  was s t a t e d   t h a t  i n  1984-85 SDR a c q u i s i t i o n s   i n c r e a s e d  
t.o some e x t e n t ,  owing t o  members' e f f o r t s   t o   r e b u i l d  SDR s t o c k s  from 
p r e v i o u s  low l e v e l s ,   t h e r e b y   i n d i c a t i n g  swne s p o n t a n e o u s   r e c o n s t i t u t i o n .  
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The q u e s t i o n  of ar. SDR a l l o c a t i o n   c o u l d   n o t   b e   s o l v e d   p o s i t i v e l y  
u n l e s s   t h e   d i v e r g e n t   p r e f e r e n c e s   o f .   t h e  two  groups- -ne t   ho lders   and  n e t  
users--were  harmonized  and made c o n s i s t e n t   w i t h   t h e   i n t e r e s t  of s t a b i l i t y  
i n  t h e   i n t e r n a t i o n a l   m e y e t a r y   s y s t e m ,  Mr. Zecch in i   r emarked .  

G i v e n   t h e   p r e s e n t   d i f f e r e n c e s   o f   v i e w ,   a n y   a l l o c a t i o n   b a s e d   s o l e l y  
on q u o t a s   c o u l d   n o t   a v o i d   t h e   e m e r g e n c e  of e x c e s s  SDR s u p p l y   f o r  some 
c o u n t r i e s   o r   p e r m a n e n t  excess demand f o r   o t h e r s ,  Mr. Z e c c h i n i   c o n s i d e r e d .  
Excess s u p p l y  was n o t   r e l a t e d   e x c l u s . i v e l y   t o  members' p e r c e p t i o n   o f  a 
c o n s e q u e n t   w e a k e n i n g   o f   t h e   a d j u s t m e n t   e f f o r t ,   l e a d i n g  t o  t h e   u n d e s i r a b l e  
r e s u l t  of a more   uneven   d i s t r ibu t ion   o f  SDRs. Excess s u p p l y  also r e f l e c t e d  
the   i nadequa te   deve lopmen t   o f  demand f o r  SDRs by  some c o u n t r i e s .  Demand 
weakness was r e l a t e d   l a r g e l y   t o   t h e   c h a r a c t e r i s t i c s   o f   t h e  SDR compared 
w i t h   t h o s e   o f   o t h e r   m a j o r  reserve assets. I n   s p i t e  o f   r e c e n t   p r o g r e s s   i n  
i n c r e a s i n g   v o l u n t a r y   t r a n s f e r s ,  i t  c o u l d   n o t   b e   d e n i e d   t h a t   t h e  market 
f o r  SDRs was s t i l l  t h i n ,   t h a t  i t s  u s a b i l i t y   f o r   t h e   p u r p o s e s   r e q u i r e d  by 
c e n t r a l   b a n k s  was s t i l l  c o n s t r a i n e d ,   t h a t  i t s  y i e l d  was n o t   f u l l y   c o m p e t i -  
t i v e   w i t h   t h a t  of o t h e r  assets ,  a n d   t h a t  i t s  l i q u i d i t y  was less t h a n  
d e s i r a b l e .   T h o s e   f a c t o r s ,  whi1-2 d i s c o u r a g i n g  n e t  h o l d e r s   f r o m   b u i l d i n g  
up t h e i r   s t o c k s  of S D R s ,  e n c o u r a g e d   n e t   u s e r s   t o   s p e n d   t h e i r  SDRs b e f o r e  
o t h e r   r e s e r v e  assets. T h e   l o w e r   c o s t   i n v o l v e d   i n  SDR use   compared   wi th  
t h a t   f o r   o t h e r   a s s e t s   o r   f o r   b o r r o w i n g   i n   t h e   c a p i t a l   m a r k e t s   r e p r e s e n t e d  
a p a r t i c u l a r   i n d u c e m e n t  t o  spend SDRs. 

However, as  t h e   s t a f f   r i g h t l y   p o i n t e d   o u t ,   t h e r e  was no s i m p l e  
r e l a t i o n s h i p   b e t w e e n  net SDR u s e   a n d   t h e   a d j u s t m e n t   e f f o r t ,  Mr. Z e c c h i n i  
commented. I t  a l l  depended on t h e   s p e c i f i c   p u r p o s e s   t o   w h i c h   t h o s e  
r e s o u r c e s  were d e v o t e d .   L i m i t i n g   t h e   e x t e n d e d   u s e  of SDRs n e i t h e r  
n e u t r a l i z e d   t h e   i m p a c t  of a l l o c a t i o n s  on t h e   a d j u s t m e n t   e f f o r t   n o r   a s s u r e d  
t h a t   t h e   i m p a c t   w o u l d   b e   f a v o r a b l e   f r o m   t h e   p o i n t   o f   v i e w   o f   t h e   i n t e r n a -  
t ional   economic  system.  However ,  i n  t h e   a b s e n c e   o f  an  a l l o c a t i o n  i t  was 
p o s s i b l e   t h a t   r i g i d i t i e s  w o u l d   b e   i n t r o d u c e d   i n   t h e   i n t e r n a t i o n a l   m o n e t a r y  
s y s t e m ,   l e a d i n g   t o  i t s  d e s t a b i l i z a t i o n .  T h e   o n l y   v i a b l e   s o l u t i o n  was t o  
r e a c h   m i d d l e   p o i n t   b e t w e e n   s a t i s f y i n g  some c o u n t r i e s '  excess demand f o r  
S D R s  a n d   r e d u c i n g   o t h e r   c o u n t r i e s '   e x c e s s   s u p p l y   w i t h o u t   a l t e r i n g   t h e  
methods  of  .:uota-based a l l o c a t i o n s   a n d  of d e s i g n a t i o n s .  He was w i l l i n g   t o  
d i s c u s s   t h e  two approaches   p roposed  by t h e   s t a f f   o n l y  as a way t o   r e a c h  
t h e   b r o a d   c o n s e n s u s   n e c e s s a r y   f o r  a new SDR a l l o c a t i o n .  In g e n e r a l ,   t h e  
t w o   a p p r o a c h e s   o f   r e g u l a t i o n s   a n d   i n c e n t i v e s  were b o t h   v a l i d   a n d   r e l e v a n t  
f o r   t h e   s o l u t i o n  of t h a t   p r o b l e m .  

On t h e   r e g u l a t i o n   a p p r o a c h ,   h i s   I t a l i a n   a u t h o r i t i e s   c o u l d   f a v o r  a 
r e c o n s t i t u t i o n   p r o v i s i o n  based on t h e  ma in tenance   ove r  a s p e c i f i e d   p e r i o d  
of a minimum r e q u i r e d   a v e r a g e   s h a r e  of S D R s  i n   t o t a l  non-gold r e s e r v e s ,  
Mr. Z e c c h i n i   i n d i c a t e d .   T h a t   a p p r o a c h   h a d   s e v e r a l   a d v a n t a g e s   o v e r   t h e  
c u m u l a t i v e   a l l . o c a t i o n   a p p r o a c h .  I n  p a r t i c u l a r ,  i t  allowed a c o u n t r y   t o  
m a i n t a i n  i t s  l e v e l  of SDR h o l - d i n g s   i n   l i n e   w i t h   t h e   e v o l u t i o n  of i t s  
bal .ance of p a y m e n t s   s i t u a t i o n  and i t s  r e s e r v e  buildup. In a d d i t i o n ,  i t  
would  avoid t h e  actual freezing of SDR use i n  t h e   r e c o n s t i t u t i o n  process. 
Moreover,  t h e  d i f f i c u l t i e s   i n   o b t a i n i n g   t i m e l y  and  comprehensive  informa- 
t i o n  on reserves were surmountable  w i t h   s p e c i f i c  procedures f o r  e x  p o s t  
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m o n i t o r i n g   a n d   r e c o n s t i t u t i o n   a d j u s t m e n t s .  I t  s h o u l d   a l s o   b e   r e c a l l e d  
t h a t   t h e  minimum r e q u i r e d  SDR s h a r e   s h o u l d   b e   a d j u s t e d   f o r   t h e   c h a n g e   i n  
t h e   r e l a t i o n s h i p   b e t w e e n   t o t a l  SDR a l l o c a t i o n s   a n d   t h e   g r o w t h  of t h e  
supp ly   o f   o the r   non-go ld   r e se rves .  

The   economic   i ncen t ive   approach  a l s o  had i t s  merits, Mr. Z e c c h i n i  
c o n s i d e r e d .  The r a t e  of r e t u r n  on t h e  SDR h a d   a n   e f f e c t   o n   t h e  demand f o r  
SDRs, a n d   a n y   i n c r e a s e   i n   t h a t  r a t e  was l i k e l y   t o   i n c r e a s e   t h e   d e s i r e d  SDR 
h o l d i n g s ,   t h e r e b y   r e d u c i n g  excess supply   and   encouraging   members  t o  h o l d  
t h a t  asset .  However, n e i t h e r   t h e   r e g u l a t i o n   a p p r o a c h   n o r   t h e   e c o n o m i c  
i n c e n t i v e   a p p r o a c h   a l o n e   c o u l d   a f f e c t   t h e   d i s t r i b u t i o n   o f  SDRs among 
members.  More r e g u l a t i o n s   c o n t r o l l i n g   t h e   u s e  of SDRs w o u l d   r e d u c e   t h e  
a t t r a c t i v e n e s s   o f   a n y   f u r t h e r   a l l o c a t i o n s   f o r   m o s t   g r o u p s  of c o u n t r i e s ,  
w h i l e   i n c r e a s i n g   t h e  r a t e  o f   r emunera t ion  on t h e  SDR would   reduce  i t s  
a t t r a c t i v e n e s s   f o r  some g r o u p s .   T h e r e f o r e ,   a ' v i a b l e   s o l u t i o n  was t o  com- 
b i n e   t h e  two approaches   and   add  a new e l e m e n t ,  a c o s t   d i s i n c e n t i v e .   S u c h  
a n   a p p r o a c h   w o u l d   i n v o l v e   s e t t i n g   u p  a minimum a v e r a g e   s h a r e   o f  SDRs i n  
n o n - g o l d   r e s e r v e s   f o r  a s p e c i f i e d   p e r i o d .   I f  a me:..:ber's s h a r e   d r o p p e d  
b e l ~ w   t h a t   l e v e l ,   t h e   c o u n t r y   w o u l d   h a v e  t o  p a y   i n t e r e s t   o n   t h e  SDR u s e  
ar a p e n a l t y  r a t e ,  w h i c h   c o u l d ,   f o r   i n s t a n c e ,   b e   t h e   f i v e - y e a r  SDR r a t e .  
I f ,   i n   t h e   s u b s e q u e n t   p e r i o d ,   t h e   s h a r e   o f  SDRs i n  non-go ld   r e se rves  
remained  below  the minimum, t h e   r e m u n e r a t i o n  r a t e  wou ld   be   i nc reased  
a b o v e   t h e   f i v e - y e a r  SDR ra te .  

T h e   m a i n   a d v a n t a g e   o f   t h a t   a p p r o a c h   l a y   i n   t h e   f a c t   t h a t  i t  p e n a l i z e d  
t h e   e x t e n s i v e   u s e r   o f  SDRe th rough  t h e  c o s t  of t h e   r e s o u r c e s   r a t h e r   t h a n  
by c o n s t r a i n i n g  SDR u s a b i l i t y   o r ,   d e   f a c t o ,   a v a i l a b i l i t y ,  Mr. Z e c c h i n i  
p o i n t e d   o u t .   T h e   l a t t e r   c o n s t r a i n t s   r a n  somewhat a g a i n s t   t h e   o b j e c t i v e  
of making   the  SDR as l i q u i d   a n d   u n c o n d i t i o n a l  as  t h e   o t h e r   m a j o r   r e s e r v e  
assets.  The p e n a l t y  ra tes  would aim, f i r s t ,  a t  e l i m i n a t i n g   a n y   e x i s t i n g  
e l e m e n t   o f   c o n c e s s i o n a l i t y   i n   t h e  SDR r a t e  a n d ,   i n  a l a t e r  p e r i o d ,   i f  
p r o l o n g e d   n e t  use p e r s i s t e d ,  a t  r a i s i n g   t h e   c o s t  of SDR u s e   a b o v e   t h a t   o f  
a l t e r n a t i v e   r e s e r v e  assets.  C l e a r l y ,   t h e   p e r i o d   o f   m o n i t o r i n g   t h e  minimum 
s h a r e ,   t h e   s u b s e q u e n t   p e r i o d s ,   a n d   t h e   p e n a l t y  r a t e s ,  s h o u l d   b e   d e s i g n e d  
i n   s u c h  a way as  t o   p r o m o t e   t h e   d e s i r e d   d e g r e e   a n d   s p e e d  of r e c o n s t i t u t i o n  
of t h e  SDR p o s i t i o n .   T h a t   a p p r o a c h   w o u l d   a l s o   g r e a t l y   e n h a n c e   t h e   w i l l i n g -  
ness of n e t  h o l d e r s  t o  add to their S D R  holdings. The success of that 
system depended on i t s  i n t r i n s i c   r a t i o n a l e   a n d  also on t h e  f a c t  t h a t  i t  was 
p a r t  of a l a r g e r  package, which should be a commitment t o   a l l o c a t e  a sig- 
n i f i c a n t  amount of SDRs over  a number of y e a r s   i n   o r d e r  t o  s t a b i l i z e   t h e  
SDR s h a r e  i n  g l o b a l   n o n - g o l d   r e s e r v e s   a n d   t o   i m p r o v e   t h e   l i q u i d i t y  of t h e  
SDR th rough  measures   a imed a t  expanding  t h e  SDR market   and i t s  u s a b i l i t y .  
Wi thou t   t hose  two  components,   even a mere r e c o n s t i t u t i o n   p r o v i s i o n   c o u l d  
n o t   s a v e  t he  SDR f r o m   t h e   m e a g e r   e x i s t e n c e  f o r  which i t  was h e a d i n g .  

Mr. K a f k a   s t a t e d   t h a t :   t h e   s t a f f   s h o u l d   b e   c o n g r a t u l a t e d   f o r  i t s  
success i n   c r e a t i n g  a m a r k e t   i n  SDRs. P a r t i c u l a r l y  commendable was i t s  
s u c c e s s   i n   c o n c l u d i n g   s t a n d i n g   a r r a n g e m e n t s   t o   b u y ,  t o  s e l l ,  a n d ,  most 
i m p o r t a n t ,   t o  buy  and s e l l  SDRs. He e n c o u r a g e d   t h e   s t a f f   t o   i n t e n s i f y  
i t s  e f f o r t s  in a l l  t h o s e  areas and t o   i n c r e a s e   t h e  number and s i z e  of 
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t h e  two-way agreements .  H e  s t r o n g l y   s u p p o r t e d   t h e   i d e a  of r e p l a c i n g   t h e  
p o s i t i v e  l i s t  of p r e s c r i b e d   o p e r a t i o n s   w i t h  a n e g a t i v e   o n e .  

The o f f i c i a l  SDR was a p p a r e n t l y   n o t  a s  a t t r a c t i v e  as o t h e r   n o n - g o l d  
r e s e r v e  assets,  Mr. Kafka   obse rved .   Consequen t ly ,   t he re  was a d e s i r e   o n  
t h e   p a r t   o f   t h o s e  members t h a t   e x p e c t e d   t o   b e  on a v e r a g e   h o l d e r s   o f  S D R s  
i n   e x c e s s   o f   t h e i r   c u m u l a t i v e   a l l o c a t i o n s   t o   p r o m o t e  a more  balanced 
d i s t r i b u t i o n  of SDRs i n  o r d e r   t o   e q u a l i z e   a n y   n e t   d i s a d v a n t a g e .  He a g r e e d  
w i t h   t h e   s t a f f ' s   d i s c u s s i o n   o n   t h e   n a t u r e   a n d  causes of t h o s e   a d v a n t a g e s  
a n d   d i s a d v a n t a g e s ,   a l t h o u g h   t h e   p o l i t i c a l   i m m u n i t y   o f   t h e  SDR was n o t  
a b s o l u t e .  

T h e   e c o n o m i c   i n c e n t i v e   a p p r o a c h   f o r   e l i m i n a t i n g   a n y   n e t   d i s a d v a n t a g e s  
f o r   t h e   a v e r a g e   h o l d e r  of S D R s  was p r e f e r a b l e   o v e r   t h e   r e g u l a t i o n   a p p r o a c h ,  
Mr. K a f k a   c o n s i d e r e d .  He a g r e e d   w i t h  Mr. P o l a k   t h a t   t h e   a t t r a c t i v e n e s s  
of t h e  SDR s h o u l d   n o t   b e   s t r e n g t h e n e d  by c h a n g i n g   t h e  SDR i n t e r e s t  ra te .  
The re  were o t h e r  ways i n   w h i c h   t h e  SDR cou ld   be  made  more a t t r a c t i v e .  
C o n s i d e r a b l e   p r o g r e s s   h a d   b e e n  made i n   t h a t  respect, b u t  much remained  t o  
be  done. He a g r e e d   t h a t   t h e r e  were c o n s i d e r a b l e   a d v a n t a g e s   i n   m a k i n g   t h e  
SDR u s a b l e   i n   m a r k e t   i n t e r v e n t i o n .  Mr. Sangs te r   had  made a s u g g e s t i o n   o n  
t h a t   p o i n t  a t  a r e c e n t   m e e t i n g  of the   Group of Twenty. 

The r e g u l a t i o n   a p p r o a c h  was m o r e   q u e s t i o n a b l e ,  as i t  w o u l d   r e d u c e   t h e  
a t t r a c t i v e n e s s  of t h e  SDR c o m p a r e d   w i t h   o t h e r   r e s e r v e  asse ts  by res t r ic t -  
i n g   t h e   f r e e d o m   n o t   t o   h o l d  SDRs, Mr. K a f k a   n o t e d .   N e v e r t h e l e s s ,   i n  an 
e f f o r t   t o   r e a c h   c o n s e n s u s   o n   a n   a l l o c a t i o n ,  i t  might  I?..: w o r t h w h i l e   e x p l o r -  
i n g   r e g u l a t o r y   t e c h n i q u e s .  T h e   d r a w b a c k s   o f   t h e   r e c m s t i t u t i o n   a p p r o a c h  
h a d   b e e n   a p p r o p r i a t e l y   d e s c r i b e d  by t h e   s t a f f   a n d  Mr. P o l a k .   N o n e t h e l e s s ,  
a c h i e v i n g   b a l a n c e   i n   r e l a t i o n   t o   c u m u l a t i v e   a l l o c a t i o n s   s e e m e d ,  a t  f i r s t  
s i g h t ,  a n a t u r a l   o b j e c t i v e   i f   t h e  aim was t o   a l l a y   t h e   f e a r s  of t h o s e  
members who w i s h e d   t o   a v o i d   b e c o m i n g   c o n s i s t e n t l y   s a d d l e d   w i t h   t h e  SDRs 
t h a t   h a d   b e e n   a l l o c a t e d   t o   o t h e r  members. While t h e   a d v a n t a g e s  of b a l a n c -  
i n g  SDRs i n   r e l a t i o n   t o   o t h e r  reserves c o u l d   n o t   b e   d e n i e d ,   t h o s e  who 
c h o s e   t o   h o l d   l a r g e   r e s e r v e s ,   i n   b o t h   a b s o l u t e  terns and i n   r e l a t i o n   t o  
o t h e r   e c o n o m i c   i n d i c a t o r s  such as  GDP, c o u l d   p e r h a p s   o b j e c t  t o  t h a t  
method  of   ba lanc ing   ho ld ings .  Mr. I s m a e l ' s   i d e a  of u s i n g  a combined 
a p p r o a c h   m e r i t e d   f u r t h e r   e x p l o r a t i o n .  Any r e g u l a t o r y   c h a n g e s   s h o u l d   b e  
i n t r o d u c e d   s i m u l t a n e o u s l y   w i t h   t h e   n e x t   a l l o c a t i o n  of S D R s .  However, 
e v e r y   e f f o r t   s h o u l d   b e   s p e n t ,   i r r e s p e c t i v e   o f   a n   a l l o c a t i o n ,   t o   i n c r e a s e  
t h e   a t t r a c t i v e n e s s  of t h e  SDR o t h e r   t h a n  by chang ing  i t s  i n t e r e s t  ra te .  
An a l l o c a t i o n  of SDRs was long   ove rdue .  I t  w o u l d   p r e s e n t   o n l y   a d v a n t a g e s  
and   pose   no   t h rea t   t o   t he   Fund .  

Mr. Yao commented t h a t   t h e   s t a f f   p a p e r s   i l l u s t r a t e d   t h e   c o n c e r n  
e x p r e s s e d  by many D i r e c t o r s   a b o u t   t h e   u n e v e n   d i s t r i b u t i o n  of SDR h o l d i n g s .  
On t h e   o n e   h a n d ,   t h e r e  was a g roup  of c o u n t r i e s   t h a t  were n e t   u s e r s  of 
SDRs a n d ,   o n   t h e   o t h e r   h a n d ,   t h e r e  was a g r o u p   o f   c o u n t r i e s   t h a t   d i d   n o t  
want t o  h o l d  SDRs i n   e x c e s s  of t h e i r  c u m u l a t i v e   a l l o c a t i o n .  As a r e s u l t ,  
t h e  Fund had  become a l a r g e   h o l d e r  of SDRs a n d   t h e   r o l e  of t h e  SDR i n  t h e  
i n t e r n a t i o n a l   m o n e t a r y   s y s t e m   h a d  become less  i m p o r t a n t .  Th2 s t a f f   a l s o  
p o i n t e d   o u t   t h a t   a l t h o u g h   t h e r e   h a d   b e e n  an i n c r e a s e   i n  SDR-denominated 
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t r a n s a c t i o n s   i n   r e c e n t   y e a r s ,   t h o s e   t r a n s a c t i o n s  h a d   b e e n   l a r g e l y  Fund 
re la ted.  The o v e r a l l   i m p r e s s i o n   g i v e n  by t h e   s t a f f  was t h a t   t h e  SDR was 
n o t   p e r c e i v e d  as a v e r y   a t t r a c t i v e   r e s e r v e  asset .  

L i k e   o t h e r   s p e a k e r s ,   h e  was c o n c e r n e d   t h a t   t h e  SDR h a d   n o t   f i l l e d   t h e  
r o l e  of a r e s e r v e  asset  as  i n t e n d e d   i n   t h e  Articles of   Agreement ,  Mr. Yao 
s t a t e d .   T h e   u n w i l l i n g n e s s  of  some c o u n t r i e s  to  h o l d  S D R s  wou ld   no t   on ly  
a d v e r s e l y   a f f e c t  i t s  u s e   b u t   m i g h t   a l s o   a f f e c t   t h e   s m o o t h   f u n c t i o n i n g  of 
t h e   i n t e r n a t i o n a l   m o n e t a r y   s y s t e m .   T h e   s t a f f  h a d   s u g g e s t e d   t h a t   t h e  
r e l u c t a n c e  of  some  members t o  ho ld  S D R s  b e   d e a l t   w i t h   t h r o u g h   r e g u l a t i o n s  
a n d / o r   e c o n o m i c   i n c e n t i v e s .  He f a v o r e d  a c o m b i n a t i o n   o f   t h o s e   a p p r o a c h e s .  
I n   a d d i t i o n   t o   r e g u l a t i o n s ,   t h e   p r o v i s i o n   o f   e c o n o m i c   o r   f i n a n c i a l   i n c e n -  
t i ves  t o   p o t e n t i a l   h o l d e r s   m i g h t   h e l p   t o   i m p r o v e   t h e   r a n g e   a n d   u s a b i l i t y  
o f   t h e  SDR. 

On e c o n o m i c   i n c e n t i v e s ,   h e   a g r e e d   t h a t   t h e   m o n e t a r y   c h a r a c t e r i s t i c  
of t h e  SDR needed t o  be  improved, Mr. Yao i n d i c a t e d .  I ts  s t a b l e   v a l u e  
and low d e f a u l t   . r i s k  were i m p o r t a n t   c h a r a c t e r i s t i c s ,   b u t   t h e y   n e e d e d  t o  
b e   e n h a n c e d   b y   i n c r e a s i n g   t h e   l i q u i d i t y   a n d   u s a b i l i t y  of t h e  SDR. The 
s t a f f  had made  some i n t e r e s t i n g   s u g g e s t i o n s ,   w h i c h   s h o u l d   b e   e x p l o r e d  
f u r t h e r ,   p a r t i c u l a r l y   t h e   p r o p o s a l s   r e g a r d i n g  a m a r k e t   f o r   t h e  SDR. The 
c r e a t i o n  of f i n a n c i a l   i n s t r u m e n t s   d e n o m i n a t e d   i n  SDRs a n d   t h e   u s e  of S D R s  
f o r   f o r e i g n   e x c h a n g e   m a r k e t   i n t e r v e n t i o n  were a l s o  w o r t h y   o f   f u r t h e r  
s t u d y .  But r e g u l a t i o n s   a n d   e c o n o m i c   i n c e n t i v e s   c o u l d   n o t   s u c c e e d   u n l e s s  
t h e r e  was a l a r g e r   a n d  more r e g u l a r   a l l o c a t i o n   o f  S D R s .  The  market 
n e e d e d   t o  be a s s u r e d  of t h e   a v a i l a b i l i t y   o f  S D R s  i n   o r d e r  t o  d e v e l o p   t h e  
c o n f i d e n c e   n e c e s s a r y   t o   e n c o u r a g e  i t s  u s e .   I n   t h e   a b s e n c e   o f   s u c h  a 
development ,  a l l  o t h e r   a c t i o n s   m i g h t   b e   i n a d e q u a t e .   I n   t h e   m e a n t i m e ,   t h e  
s t a f f  s h o u l d  c o n t i n u e  i t s  e f f o r t s  t o  p romote   t he   u se   o f  S D R s  by  members. 

'Mr. S u g i t a   n o t e d   t h a t   t h e   s t a f f   c o n c l u d e d   t h a t   t h e   r a p i d   g r o w t h   o f  
v o l u n t a r y   t r a n s f e r s   h a d   b e e n   b a s e d   l a r g e l y  on demand f o r  S D R s  a r i s i n g  
f rom  members '   ob l iga t ions   to  make payments   to   the   Fund.   There  was l i t t l e  
e v i d e n c e  o f  a n   a c t i v e  demand f o r  SDRs t h a t  was  motivated by p r e f e r e n c e  
t o   h o l d   t h e  asse t  w i t h o u t   r e f e r e n c e   t o  t h e  need t o  u s e  i t  i n   t r a n s a c t i o n s  
w i t h  t h e  Fund.  The l a c k   o f   m o t i v a t i o n   t o   h o l d  SDRs,  t o g e t h e r   w i t h   t h e  
more   ev iden t   p rob lem  o f   p ro longed   ne t  use of  SDRs, was t h e   c e n t r a l  con- 
c e r n  of t h e   p r e s e n t   d i s c u s s i o n .   W h i l e   h i s   a u t h o r i t i e s  were i n t e r e s t e d  
i n   i m p r o v i n g   t h e   a t t r a c t i v e n e s s   o f   t h e  SDR, t h e y   f e l t  tha t  t h e   p r e s e n t  
d i s c u s s i o n   w o u l d   n o t  be r e l e v a n t   t o  a c o n s i d e r a t i o n  of a new a l l o c a t i o n  
of SDRs, as  t h e   l o n g - t e r m   g l o b a l   n e e d  f o r  reserves  had not  been e s t a b -  
l i s h e d .  F u r t h e r m o r e ,   t h e   a b r o g a t i o n  of t h e   r e c o n s t i t u t i o n   r e q u i r e m e n t  i n  
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1981  had  been  agreed  upon as  a p a c k a g e ,   w h i c h   a l s o   i n c l u d e d   a n   i n c r e a s e  
i n   t h e  SDR i n t e r e s t  r a t e  t o   t h e   f u l l   m a r k e t  rate.  They t h e r e f o r e   w o n d e r e d  
i f   u n d e r   t h e   p r e s e n t   c i r c u m s t a n c e s   t h e r e  was s u f f i c i e n t   s c o p e   f o r   r e i n s t a t -  
i n g   t h e   r e c o n s t i t u t i o n   r e q u i r e m e n t   o r   i n c r e a s i n g   f u r t h e r   t h e  SDR i n t e r e s t  
ra te ,  o r  a c o m b i n a t i o n   o f   t h o s e   f a c t o r s ,   w i t h o u t   o t h e r   c o n c e s s i o n s .  

He would limit h i m s e l f   t o  a f e w   g e n e r a l   o b s e r v a t i o n s   o n   t h e   s t a f f  
p a p e r ,  Mr. S u g i t a   i n d i c a t e d .   W h i l e   t h e   r e c o n s t i t u t i o n   r e q u i r e m e n t   m i g h t  
e n s u r e  a b a l a n c e d   d i s t r i b u t i o n  of S D R s  among members, t h e  s t r i c t e r  t h e  
r e q u i r e m e n t ,   t h e  less a t t r a c t i v e  t h e  SDR would  be as  a r e s e r v e  asset .  
R e g u l a t i o n s  on t h e   n e t   u s e  of SDRs r e l a t i v e   t o   t h e  n e t  u s e  of t o t a l  
r e s e r v e s   d i d   n o t   r e d u c e   t h e   d i f f i c u l t i e s .  Mr. P o l a k ' s   s u g g e s t i o n  was 
i n t e r e s t i n g ,   a l t h o u g h   h e  was u n c l e a r   a b o u t   t h e   e x t e n t   t o   w h i c h   t h a t   p r o -  
p o s a l   w o u l d   c o n t r i b u t e  t o  a m o r e   b a l a n c e d   d i s t r i b u t i o n   o f  SDRs. 

On t h e   e c o n o m i c   i n c e n t i v e   a p p r o a c h ,  i t  c o u l d   b e   a r g u e d   t h a t   t h e  
pro longed  n e t  u s e  of SDRs a n d ,   m o r e   s p e c i f i c a l l y ,   t h e   d i s p r o p o r t i o n a t e l y  
g r e a t e r   u s e   o f  S D R s  t h a n   o t h e r   r e s e r v e s   m i g h t   i n d i c a t e   t h a t   t h e  i n t e re s t  
r a t e  on   t he  SDR was low, Mr. S u g i t a   c o n s i d e r e d .   T h e r e f o r e ,   t h e r e   m i g h t  
be some  room f o r   a n   i n c r e a s e   i n   t h e   i n t e r e s t  r a t e  on t h e  SDR. Broadening  
a n d   s i m p l i f y i n g   t h e   u s e  of t h e  SDR by p a r t i c i p a n t s   a n d   p r e s c r i b e d   h o l d e r s  
might   enhance  i t s  a t t r a c t i v e n e s s ,   h e l p i n g   t o   e n s u r e  m o r e   e q u a l   d i s t r i b u -  
t i o n   o f  SDRs. N e v e r t h e l e s s ,   t h a t   i s s u e   h a d   n o   d i r e c t   b e a r i n g  on t h e  
g l o b a l   n e e d  f o r  r e se rve   supp lemen ta t ion ,   on   wh ich  a new a l l o c a t i o n   h i n g e d  
a n d   w h i c h   s h o u l d   b e   d i s c u s s e d   s e p a r a t e l y .  

Mr. Sengupta  commented t h a t   t h e   s t a f f   p a p e r s   b e i n g   d i s c u s s e d  were 
p a r t   o f  a series of s t u d i e s   b e i n g   c o n d u c t e d  by t h e  Fund on t h e   f u t u r e   r o l e  
of t h e  SDR. T h e   B o a r d   h a d   r e c e n t l y   c o n s i d e r e d   v a r i o u s   p r o p o s a l s   r e l a t i n g  
t o  t h e   d i s t r i b u t i o n  of a l l o c a t e d  SDRs and t o  mechanisms t h a t  would   ensure  
t h a t   a l l o c a t e d  SDRs were r e c o n s t i t u t e d   i n  some  form. U n f o r t u n a t e l y ,  
t h o s e   d i s c u s s i o n s   h a d   b e e n   i n c o n c l u s i v e .   T h e   r e c o n s t i t u t i o n   a p p r o a c h ,  
a s s o c i a t e d   w i t h   t h e   i d e a   t h a t  SDRs c o u l d  be a n   o v e r d r a f t   f a c i l i t y ,  was con- 
d i t i o n a l  upon a n  a d d i t i o n a l   a l l o c a t i o n   o f  S D R s .  Such a requi rement   would  
d e t r a c t   f r o m   t h e   l i q u i d i t y   a n d   r e s e r v e   c h a r a c t e r  of t h e  SDR. However, i t  
h a d   b e e n   a c c e p t a b l e  as a t r a d e - o f f   t o   e n s u r e   t h a t   a l l o c a t e d  SDRs were h e l d  
as  reserves   and   could   be   d rawn  upon  to  meet c o n t i n g e n c i e s   r a t h e r   t h a n  
s p e n t  on g o o d s   a n d   s e r v i c e s .  

The s t a f f  paper on v o l u n t a r y   t r a n s f e r s  of SDRs i n c l u d e d  a u s e f u l  
r ev iew of t h e   e x p e r i e n c e  of deve lopments  i n  t h e  use of SDRs i n   t r a n s a c t i o n s  
a n d   o p e r a t i o n s  among p a r t i c i p a n t s   a n d   p r e s c r i b e d   h o l d e r s ,  Mr. Sengupta  
c o n s i d e r e d .  His main  concern was how t o   i m p r o v e  t h e  u s a b i l i t y  of t h e  SDR 
by improving  i t s  q u a l i t y   a n d   r e d u c i n g   t h e   r i g i d i t i e s  i n  t h e  p r e s e n t   s y s t e m ,  
e s p e c i a l l y   t h e   r e g u l a t o r y   d e s i g n a t i o n   m e c h a n i s m .  The s t a f f  h a d   r i g h t l y  
obse rved  t h a t  i n c r e a s e d   s c o p e   f o r   v o l u n t a r y   t r a n s f e r s   o f  SDRs u n d e r   t h e  
c o n t i n u o u s   p r e s e n c e   o f   b u y e r s   a n d   s e l l e r s  of SDRs c o u l d   e n h a n c e   t h e   l i q u i d -  
i t y  of t h e  a s se t ,  t h u s  r e d u c i n g  t h e  n e e d   f o r   r e l i a n c e  on t h e   " i n v o l u n t a r y "  
des igna t ion   mechanism i n  a s s u r i n g  i t s  l iqu id i ty .   Such   deve lopmen t s   wou ld  
a l s o  h e l p   p a r t i c i p a n t s   a n d   p r e s c r i b e d   h o l d e r s .  He commended t h e   s t a f f  f o r  
i t s  e f f o r t s  i n  e n c o u r a g i n g  t h e  i n c r e a s e   i n   v o l u n t a r y   t r a n s f e r s  i n  r e c e n t  
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y e a r s ,   w h i c h   h a d   b e e n   d u e   i n   p a r t   t o   t h e   c o m p l e t i o n   o f   s t a n d i n g   a r r a n g e -  
m e n t s   w i t h  members t o  buy  and s e l l  S D R s  a n d   t o   t h e   r e d u c t i o n  i n  t h e  time 
t a k e n   t o  s e l l  SDRs. H o w e v e r ,   v o l u n t a r y   t r a n s f e r s   h a d   i n c r e a s e d   l a r g e l y  
because   o f   the  r ise i n  demand from  members  that   had t o  make p a y m e n t s   t o  
t h e  Fund and was n o t   d u e   t o  a p r e f e r e n c e   b y   c o u n t r i e s   a n d   i n s t i t u t i o n s  t o  
h o l d   t h e  asset b e c a u s e  of i t s  a t t r a c t i v e n e s s .   A l t h o u g h   i m p r o v e m e n t s   i n  
v o l u n t a r y   t r a n s f e r s   o f   t h e   o f f i c i a l  S D R ,  i n c l u d i n g   t h e   c o m p l e t i o n  of 
two-way a r r a n g e m e n t s  by  more c o u n t r i e s ,   c o u l d   i m p r o v e  i t s  a t t r a c t i v e n e s s ,  
t h e r e  was a need t o   s t u d y   t h e  more   fundamen ta l   i s sue   o f  how t o  make t h e  
SDR a f u l l y   l i q u i d  asset  s o  t h a t  i t  c o u l d   p l a y  a u s e f u l   p a r t   i n   t h e  
i n t e r n a t i o n a l   m o n e t a r y   r e s e r v e   s y s t e m .  

He a g r e e d  w i t h  Mr. P o l a k   t h a t   t h e   p r e s e n t   i n a d e q c a c i e s   o f   t h e  S D R  as  
a r e s e r v e  asset  d i d   n o t  stem f r o m   t h e   i n a d e q u a t e  i n t e r e s t  r a t e   p a y a b l e   o n  
t h e  SDR b u t   f r o m   t h e   r e s t r i c t e d   u s a b i l i t y   o f   t h e  asset ,  Mr. Sengup ta  wellt 
on. Any f u r t h e r   i n c r e a s e s   i n   t h e  SDR i n t e r e s t  r a t e  migh t   have  a n e g a t i v e  
impact .  He d i s a g r e e d   t h a t   d e v e l o p i n g   c o u n t r i e s   g e n e r a l l y   s p e n t ,   r a t h e r  
t h a n   h e l d ,   t h e i r  S D R s .  Some c o u n t r i e s ,   p a r t i c u l a r l y   t h e   h i g h l y   i n d e b t e d  
c o u n t r i e s ,   h a d   u s e d  S D R s  t o  meet t h e i r   l i q u i d i t y   n e e d s   i n   p e r i o d s   o f  
a d j u s t m e n t   t o   u n d e r l y i n g   c h a n g e s - - o n e   o f   t h e   p u r p o s e s   o f   a n   a l l o c a t i o n .  
It was f o r   t h a t   r e a s o n   t h a t   o n e  of t h e   i m p o r t a n t  c r i t e r i a  f o r  an SDR 
a l l o c a t i o n  was t h e   l o n g - t e r m   g l o b a l   n e e d   f o r   r e s e r v e s .   H o w e v e r ,   t h e  
r e s e r v e   p o s i t i o n s  of   groups of c o u n t r i e s   d i d   n o t   a p p e a r   t o   b e   a l a r m i n g  
even a f t e r   t h e   r e c o n s t i t u t i o n   p r o v i s i o n   h a d   b e e n   a b r o g a t e d .   T h e   s t a f f  
p a p e r   i n d i c a t e d   t h a t   t h e   c a p i t a l - i m p o r t i n g   d e v e l o p i n g   c o u n t r i e s  as  a 
g r o u p   h a d   r e t a i n e d ,  on ave rage ,   more   t han  30 p e r c e n t   o f   t h e   c u m u l a t i v e  
a l l o c a t i o n  of S D R s  s i n c e   1 9 8 1 ,  a l e v e l   t h a t  was a b o v e   t h a t   p r e s c r i b e d   i n  
t h e  e a r l i e r  r e c o n s t i t u t i o n   p r o v i s i o n .   H o w e v e r ,   d i s a g g r e g a t i n g   t h a t   d a t a ,  
t h e   g r o u p  of c o u n t r i e s   w i t h   r e c e n t   d e b t   s e r v i c i n g   p r o b l e m s   h a d   b e e n   a b l e  
t o   r e t a i n  SDR h o l d i n g s   o n l y  a t  abou t   15 -20   pe rcen t   o f   t he   cumula t ive  
a l l o c a t i o n   d u r i n g   t h e   m o s t   d i f f i c u l t   p e r i o d ,   1 9 8 2 - 8 5 .  A l l  t h e   o t h e r   d e v e l -  
o p i n g   c o u n t r i e s   h a d   r e t a i n e d ,  on a v e r a g e ,   o v e r  50 p e r c e n t  of a l l o c a t e d  
S D R s .  I n   o t h e r   w o r d s ,   t h e   p r o b l e m  was l i m i t e d  t o  a c o m p a r a t i v e l y  small 
group of d e b t - r i d d e n   c o u n t r i e s   a n d  was o n l y   t e m p o r a r y   i n   n a t u r e ,   h a v i n g  
a r i s e n   f r o m   t h e  recent  d e b t  crisis.  

The s u g g e s t i o n s  of Mr. P o l a k   r e g a r d i n g   t h e   a p p l i c a t i o n   o f   S c h e d u l e  G ,  
S e c t i o n   l ( b )  of t h e  Articles of  Agreement,  were i n t e r e s t i n g ,  Mr. Sengup ta  
c o n s i d e r e d .  T h e  ma in tenance  of a n   a g r e e d   p r o p o r t i o n  of S D R s  i n   t o t a l  
r e s e r v e s  was a m o r e   r e a s o n a b l e   a n d   r a t i o n a l   p r o p o s a l   t h a n   t h e   p r e s e n t  
r econs t i ru t ion   me thod .   However ,  a s  t h e   s t a f f  h a d   i n d i c a t e d ,   t h e r e   m i g h t  
be d i f f i c u l t i e s  i n  p u t t i n g   t h a t   p r i n c i p l e   i n t o  practice.  The e x a c t  
mechanism c o u l d  always be d i s c u s s e d   a f t e r   t h e   p r a c t i c a b i l i t y  of a sugges-  
t i o n  was  examined. I t  m i g h t   b e   n e c e s s a r y   t o   i n t r o d u c e   c o n t i n g e n c y   c l a u s e s  
t o   t a k e   c a r e  of s p e c i a l   c a s e s   w i t h   s e v e r e   b a l a n c e  of  payments  problems. 
T h e   p r o p o s a l   h a d   t h e   d i s a d v a n t a g e   o f   r e s t r i c t i n g   t h e   l i q u i d i t y  of t h e  SDR, 
as  had  been t h e  c a s e  w i t h  t h e   r e c o n s t i t u t i o n  mechanism. 

One of t h e   c e n t r a l   o b j e c t i o n s   t o  a f u r t h e r   a l l o c a t i o n  was t h e  f ea r  
chat SDR a l l o c a t i o n s   c o u l d   l e a d   t o  a p e r m a n e n t   t r a n s f e r  of r e s o u r c e s ,  a 
cons ide ra t ion  t h a t  di.d n o t  appear t o  be t h e  case,  Mr. Sengup ta   no ted .  
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What c o n s t i t u t e d  a p e r m a n e n t   t r a n s f e r   o f   r e s o u r c e s  w i t h  r e g a r d   t o  SDR 
a l l o c a t i o n s ?   D i d   t h e   l e n d i n g   o f   f i n a n c i a l   r e s o u r c e s ,   w h i c h  were r e p a i d  
w i t h   i n t e r e s t ,   c o n s t i t u t e   s u c h  a t r a n s f e r  of r e s o u r c e s ?  Or d i d   g r a n t s  or  
c o n c e s s i o n a l   l e n d i n g   a l o n e   c o n s t i t u t e   s u c h   t r a n s f e r s ?   T h e   i s s u e   n e e d e d  
t o   b e   e x a m i n e d   f u r t h e r ,   p a r t i c u l a r l y  as t h e   I n t e r i m   C o m m i t t e e   i n   A p r i l  
1986  had s t r e s s e d   t h e   m o n e t a r y   c h a r a c t e r  of t h e  SDR, which i t  c o n s i d e r e d  
s h o u l d   n o t   b e  a means  of t r a n s f e r r i n g   r e s o u r c e s .   F u t u r e   d e c i s i o n s   o n   t h e  
SDR cou ld  be i n f l u e n c e d   p r o f o u n d l y  by t h e   B o a r d ' s   u n d e r s t a n d i n g   o f   t h a t  
concep t .  He f u l l y   a g r e e d   w i t h   t h e   s t a f f   t h a t   f o r   c o u n t r i e s   w i t h   l i m i t e d  
access t o  i n t e r n a t i o n a l   c a p i t a l   m a r k e t s ,   t h e   f a i l u r e   t o   a l l o c a t e  SDRs i n  
t h e   f a c e  o f   g rowth   i n   r e se rve  demand o r  t o  a l l o c a t e   s u f f i c i e n t  SDRs i n  
t h e   f a c e  of a s h o r t f a l l  of r e s e r v e s   i n   r e l a t i o n   t o  demand,  would r e s u l t  
i n   b a l a n c e  of payments a d j u s t m e n t ,   l e a d i n g   t o   a n   o u t w a r d   t r a n s f e r  of real  
r e s o u r c e s .   S i m i l a r l y ,   a l l o c a t i o n s   t o   s u c h   c o u n t r i e s   i n  excess o f   t h e  
growth in r e s e r v e  demand w o u l d   h a v e   t h e   o p p o s i t e   e f f e c t ,   l e a d i n g   t o   a n  
inward rea l  r e s o u r c e   t r a n s f e r .  He hoped   t ha t  a l l  D i r e c t o r s   c o u l d   a g r e e  
on t h a t   p o i n t .  

In sum, t h e r e   d i d   n o t   a p p e a r   t o   b e   a n y   c l e a r   e v i d e n c e   t h a t   t h e   n e t  
use  of  SDRs r e p r e s e n t e d  a t r a n s f e r  of r e s o u r c e s ,  Mr. S e n g u p t a   s t a t e d .  
The t r a c k   r e c o r d  of t h e  d e v e l o p i n g   c o u n t r i e s   i n d i c a t e d   t h a t   t h e y   h a d   b e e n  
h o l d i n g  SDRs, e v e n   a f t e r   t h e   a b r o g a t i o n  of t h e   r e c o n s t i t u t i o n   p r o v i s i o n ,  
a t  a l e v e l   t h a t  was on a v e r a g e   h i g h e r   t h a n   t h a t   p r e s c r i b e d  by t h e   r e c o n -  
s t i t u t i o n   r e q u i r e m e n t .   T h e r e  was no  need a t  p r e s e n t   t o   i n c r e a s e   t h e  SDR 
ra te  of i n t e r e s t ,  as  i t  was u n l i k e l y   t o   h a v e   a n y   p o s i t i v e   i m p a c t   o n   t h e  
use of t h e  asset .  Regu la t ion   o f   ne t   u se   o f  SDRs would   no t   improve   the  
mone ta ry   cha rac t e r   o f   t he  SDR. I n   t h e   s h o r t   r u n ,   t h e  Fund  might  have t o  
t a k e  a number  of s t e p s   t o   p r o m o t e   t h e  SDR, inc luding   an   immedia te   resump-  
t i o n  o f   a n   a l l o c a t i o n ,  a b roaden ing  of i t s  u s e s  by the  Fund,   and  promoting 
i t s  u s e   a s  a u n i t  o f   accoun t .   However ,   i n   t he   l ong   run ,   i f   t he  SDR were 
t o  become a t t r a c t i v e   i n  i t s  own r i g h t ,  i t  s h o u l d  become a f u l l y   i n d e p e n -  
d e n t   m o n e t a r y   r e s e r v e  asset. F o r   t h a t   p u r p o s e ,   t h e  SDR n e e d e d   t h e   f u l l  
b a c k i n g   o f   t h e   i n t e r n a t i o n a l   c o m m u n i t y ,   p a r t i c u l a r l y  of t h e   m a j o r   c u r r e n c y  
c o u n t r i e s .  The l o g i c a l   e n d   t o   s u c h  a s i t u a t i o n  w o u l d   b e   t o   c o n v e r t   t h e  
Fund i n t o  a c l e a r i n g   h o u s e   a n d   t o   p r o m o t e   t h e  SDR as  t h e   p r i n c i p a l   r e s e r v e  
a s s e t  i n  t h e  i n t e r n a t i o n a l   r e s e r v e   s y s t e m .  

Mr. Foot   remarked   tha t   he   agreed   wi th   mos t  of t h e   p o i n t s  made  by 
Mr. Goos. H i s  a u t h o r i t i e s  h a d   r e s e r v a t i o n s   a b o u t   t h e   g r o u p   o f   p r o p o s a l s  
r e g a r d i n g   r e c o n s t i t u t i o n .  A s  t h e   s t a f f  made c l e a r ,   t h o s e   s c h e m e s   h a d  con- 
s ide rab le   d i sadvan tages .   A l though   t he   na tu re   o f   t he   p rob lems   wou ld   depend  
u p o n   t h e   e x a c t   d e t a i l s  of the  scheme,  t h e  proposa ls   would  a l l  impose 
c o n s t r a i n t s  on t h e  use of SDRs a n d ,  in t h a t   s e n s e ,   r e d u c e   t h e   l i q u i d i t y  
of t h e  SDR. The s t a f f  made  some i n t e r e s t i n g   s u g g e s t i o n s  on  ways i n   w h i c h  
those  problems  could  be  minimized  by  imposing t h e  r e c o n s t i t u t i o n   p r i n c i p l e ,  
r e q u i r i n g   t h a t  t h e  n e t  u s e  of SDR o v e r  some p e r i o d   s h o u l d  not be  more  than 
p r o p o r t i o n a l   t o  t h e  u s e  of t o t a l   r e s e r v e s .  Even so ,  a scheme of t h a t  
n a t u r e  would s t i l l  have a number of d i s a d v a n t a g e s ;   i n   p a r t i c u l a r ,  i t  would 
e n c o u r a g e   c o u n t r i e s   t o   h o l d   r e s e r v e s  i n  a f o r m   t h a t  was n o t   o f f i c i a l l y  
c l a s s i f i e d  a s  r e s e r v e s ,   c r e a t i n g   d i f f i c u l t i e s  of   moni tor ing .  More gener -  
a l l y ,  a n y  s u c h  scheme  went a g a i n s t   t h e   g e n e r a l   o b j e c t i v e  of i m p r o v i n g   t h e  
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a t t r a c t i v e n e s s  of t h e  S D R . .  H i s  a u t h o r i t i e s   c o n s i d e r e d   t h a t   t h e   b e s t  way 
t o   c h a n g e   t h e   d i s t r i b u t i o n  of S D R s  was t o   c o n c e n t r a t e  on   improving   the  
a t t r a c t i v e n e s s   o f   t h e  SDR. To t h a t   e n d ,  two f a c t o r s   s h o u l d   b e   c o n s i d e r e d :  
t h e   a p p r o p r i a t e n e s s  of t h e   y i e l d  of SDR in s t rumen t s   and   t he   deg ree   o f  
l i q u i d i t y  of t h e  SDR as a r e s e r v e  asset. 

I t  was d i f f i c u l t ,  a p r i o r i ,   t o   s a y   w h e t h e r   t h e   c u r r e n t   y i e l d   o n  SDRs 
was above o r  b e l o w   t h e   e q u i l i b r i u m  r a t e  i n   t h e   a b s e n c e  of a n   o f f i c i a l  mar- 
k e t   f o r  S D R s ,  Mr. Foot   observed .  I t  was t h u s   d i f f i c u l t   t o   j u d g e   w h e t h e r  
i t  was a p p r o p r i a t e   t o  move f rom  an  SDR i n t e r e s t  r a t e  based   on   y i e lds   on  
o f f i c i a l   i n s t r u m e n t s . t o   o n e   u s i n g   E u r o m a r k e t  rates.  W i t h   r e s p e c t   t o  
l i q u i d i t y ,   t h e   m a j o r   d i f f i c u l t y   f o r   h i s   a u t h o r i t i e s   i n   h o l d i n g  S D R s  a t  
p r e s e n t  a s  p a r t  of t h e i r   r e s e r v e s  was t h a t   t h e i r   r e l a t i v e   y i e l d   c o u l d   b e  
j u s t i f i e d   o n l y ,   i f  a t  a l l ,  by a h i g h   d e g r e e   o f   l i q u i d i t y ,   w h i c h   t h e  SDR 
d i d   n o t   c u r r e n t l y   p o s s e s s .  It was c e n t r a l   t o   t h e   f u n c t i o n  o f  r e s e r v e s  
t h a t   t h e y   c o u l d   b e   r e a l i z a b l e  a t  s h o r t   n o t i c e  when r e q u i r e d .   W h i l e   t h e r e  
had  been some c h a n g e s   o n   t h a t   f r o n t   i n   r e c e n t   y e a r s ,  much r e m a i n e d   t o   b e  
d o n e   f o r   t h e  SDR so t h a t  i t  c o u l d   b e , s a i d   t o   b e  a s  l i q u i d  as o t h e r   k e y  
c u r r e n c i e s .  The   Board   wou ld   be   cons ide r ing   t ha t   ques t ion   i n   t he   nea r  
f u t u r e  when i t  d i s c u s s e d   t h e   p o s s i b i l i t y  of a l l o w i n g  S D R s  t o   b e   u s e d   i n  
i n t e r v e n t i o n .  His a u t h o r i t i e s  were a l s o   i n t e r e s t e d   i n   t h e   s t a f f ' s   s u g g e s -  
t i o n   t h a t  i t  m i g h t   b e   p o s s i b l e   t o   c o n s i d e r   e x p a n d i n g   t h e   u s e   o f   t h e  SDR 
t o   c o v e r  a l l  t r a n s a c t i o n s   n o t   s p e c i f i c a l l y   p r o h i b i t e d  by t h e  Articles of 
Agreement. 

He welcomed t h e   s t e p s   t a k e n  by t h e   s t a f f   i n   r e c e n t  years, which  had 
c o n t r i b u t e d   t o   t h e   s i g n i f i c a n t   g r o w t h   i n   t h e   v o l u m e  of v o l u n t a r y   t r a n s f e r s  
of S D R s  between members a n d ,   t h u s ,   h a d   i n c r e a s e d   t h e   l i q u i d i t y   o f   t h e  SDR 
and i t s  a t t r a c t i v e n e s s   f o r  a l l  h o l d e r s ,  Mr. Foot   commented.   Nevertheless ,  
c o n s t r a i n t s  on t h e   l i q u i d i t y   o f   t h e  SDR remained,   and some f u r t h e r   w o r k  
by t h e   s t a f f  on   ways   o f   improving   the   l iqu id i ty  of t h e  SDR would   be   in te r -  
e s t i n g .  However, g i v e n   t h e   c o n s i d e r a b l e   a m o u n t  of  work b e i n g   c a r r i e d   o u t  
by t h e  s t a f f  on   t he  SDR,  no  f u r t h e r   s t u d i e s   s h o u l d   b e   u n d e r t a k e n   u n l e s s  
t h e r e   a p p e a r e d   t o   b e  good  chance  of   securing  consensus  on a f u r t h e r  
a l l o c a t i o n . .  

Mr. L e o n a r d   s t a t e d   t h a t   i n   a p p r o a c h i n g   t h e   p r e s e n t   s u b j e c t ,   h e   h a d  
t r i e d   t o   p u t   a s i d e   i n   h i s  mind t h e   i s s u e  of f u r t h e r   a l l o c a t i o n s  of S D R s .  
He h a d   t a k e n   t h e   v i e w   t h a t   t h e  asset  e x i s t e d ,   t h a t   a l l o c a t i o n s   h a d   b e e n  
made,  and t h a t   t h e   q u e s t i o n   t o   b e   a d d r e s s e d  was whe the r   t he  SDR a s  a 
r e s e r v e   a s s e t   h a d   s h o r t c o m i n g s  t h a t  needed  to   be  overcome  and,  if s o ,  
how. The s t a f f   p a p e r  on v o l u n t a r y   t r a n s f e r s  s e t  o u t   s e v e r a l   p o s i t i v e  
deve lopments  i n  t h e   u s e  of SDRs t h a t   w e r e   e n c o u r a g i n g   f o r   t h o s e  members 
who s e t  s t o r e  by t h e   e x i s t e n c e   o f  t h e  SDR and i t s  v a l u e  as  a r e s e r v e  
Bsset. P a r t i c u l a r l y  welcome  were  the  growth i n   t h e  number  and  volume of 
t r a n s a c t i o n s   u n d e r   s t a n d i n g   a r r a n g e m e n t s   t o   s e l l  SDRs,  t h e  somewhat less  
striking r i s e   i n   s t a n d i n g   a r r a n g e m e n t s   t o   b u y ,   a n d   t h e   r e c e n t   a g r e e m e n t  
on a two-way s t a n d i n g   a r r a n g e m e n t .   S t a f f   e f f o r t s  t o  a s s i s t  members i n  
a r r a n g i n g   d e s i r e d   t r a n s a c t i o n s   a n d   t o   p r o v i d e   i n f o r m a t i o n  on t h e  needs of 
p o t e n t i a l  buyers   and s e l l e r s  t o  f a c i l i t a t e . t r a n s a c t i o n s   s h o u l d   t h e r e f o r e  
c o n t i n u e .   N e v e r t h e l e s s ,  t h e  m a j o r i t y  of v o l u n t a r y  t r a n s a c t i o n s  i n  SDRs 
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h a d   b e e n   r e l a t e d   d i r e c t l y   o r   i n d i r e c t l y   t o   t r a n s a c t i o n s   w i t h   t h e   F u n d ,   a n d  
t h e   i n c r e a s e  in members' o b l i g a t i o n s   p a y a b l e   t o   t h e   F u n d ,   w h i l e   n o t   t h e  
o n l y   f a c t o r ,   h a d   b e e n   t h e   m o s t   i m p o r t a n t   f a c t o r   b e h i n d   t h e  r ise i n  volun- 
t a r y   t r a n s a c t i o n s .   T h o s e   f a c t s   d e m o n s t r a t e d   t h e   l i n g e r i n g   a r t i f i c i a l i t y  
o f   t h e  asse t .  That  s o  many members h e l d   f e w   o r   n o  SDRs was a l s o   d i s q u i e t -  
i ng .  A conv inc ing  case h a d   y e t   t o   b e  made t h a t   a p a r t   f r o m   t h e   b o o s t   t h a t  
SDR a l l o c a t i o n s   g a v e   t o   t h e   r e s e r v e s   o f  members e x p e r i e n c i n g   d i f f i c u l t y   i n  
a c q u i r i n g   o t h e r   f o r m s  of r e s e r v e  asse t ,  t h e  asse t  h a d   q u a l i t i e s   t h a t  made 
i t  e q u a l   o r   s u p e r i o r   t o   o t h e r   f o r m s   o f   r e s e r v e s .  

On ways t o   i n f l u e n c e   t h e   s h a r e   o f  SDRs i n   i n t e r n a t i o n a l   r e s e r v e s ,   h e  
a g r e e d   t h a t   m e a n s   f o r   i m p r o v i n g   t h e   m o n e t a r y   c h a r a c t e r i s t i c s   o f   t h e  SDR 
s h o u l d   b e   e x p l o r e d   b u t   w o u l d   p r e f e r   t h a t   a n y   s t e p s   t o   i n f l u e n c e   t h e   s h a r e  
i n  members' reserves should   be  by way o f   e c o n o m i c   i n c e n t i v e   r a t h e r   t h a n  
r e g u l a t i o n ,  Mr. Leonard   i nd ica t ed .   The  l a t t e r  approach  would  be  compli-  
c a t e d   a n d   u n a t t r a c t i v e ,  as  was e v i d e n t   f r o m   e x p e r i e n c e   w i t h   t h e   p r e v i o u s  
r e c o n s t i t u t i o n   o b l i g a t i o n  as well  a s  f r o m   t h e   a l t e r n a t i v e   s c h e m e s  se t  o u t  
i n  t h e   s t a f f   p a p e r .  From a long- t e rm  v i ewpo in t ,   t he re  was less chance  of 
t h e  SDR becoming a m a j o r   r e s e r v e  asset  i f  i t  were r e s t r i c t e d   w i t h   c o m p l i -  
c a t e d   r e g u l a t i o n s .  

It was u n c l e a r   w h e t h e r   a n   i n c r e a s e   i n   t h e   i n t e r e s t  r a t e  on t h e  SDR 
would  have a s i g n i f i c a n t   i m p a c t  on t h e   d e s i r e   t o   h o l d  SDRs, Mr. Leonard 
r e m a r k e d .   T h a t   r e l a t i o n s h i p   c o u l d   b e   e s t a b l i s h e d  by e x p e r i m e n t a t i o n .  
However, i n i t i a l l y ,  i t  m i g h t   b e   b e t t e r   t o   t r y   t o   i d e n t i f y   t h e   f a c t o r s  
t h a t   i n f l u e n c e d   c o u n t r i e s   i n   d e t e r m i n i n g   w h e t h e r   t o   h o l d  SDRs i n  t h e i r  
r e s e r v e s .   E m p i r i c a l   i n v e s t i g a t i o n s   m i g h t  show  which   aspec ts   o f   the  SDR 
were u n a t t r a c t i v e   t o   h o l d e r s   a n d   w h a t   a c t i o n   w o u l d   b e   d e s i r a b l e   t o   i m p r o v e  
t h o s e   a s p e c t s .  

He suppor t ed  a broadening  of t h e   r a n g e   o f   u s e s  of t h e  SDR i f   ' s u i t a b l e  
areas  c o u l d   b e   i d e n t i f i e d ,  Mr. L e o n a r d   i n d i c a t e d .   O f f i c i a l   e f f o r t s   t o  
b r o a d e n   t h e   p r i v a t e   u s e  of t h e  SDR as a u n i t  of a c c o u n t   o r   o t h e r w i s e  
m i g h t   n o t   h e l p   t o   i m p r o v e   t h e   r e s e r v e  asse t  f u n c t i o n   o f   t h e   o f f i c i a l  SDR. 
The r o l e  of t h e   p r i v a t e  SDR. should  grow of i t s  own accord ,   based  on per- 
c e i v e d   p r i v a t e   s e c t o r   n e e d s ,   n o t  on t h e   b a s i s   o f   o f f i c i a l   e n c o u r a g e m e n t .  

He d i d   n o t   a g r e e   w i t h  Mr. P o l a k   t h a t  a c h a n g e   i n   t h e   i n t e r e s t  ra te  on 
t h e  SDR s h o u l d   b e   a g r e e d   w i t h o u t   q u e s t i o n ,  Mr. L e o n a r d   s t a t e d .  A change 
i n   t h e   r a t e   s h o u l d   n o t   b e   u s e d   t o   o f f s e t   u n d e s i r a b l e   c h a r a c t e r i s t i c s ,  
w h i c h   s h o u l d ,   r a t h e r ,   b e   d e a l t   w i t h   d i r e c t l y .   T h e   i n t e r e s t  r a t e  was j u s t  
one of s e v e r a l   c h a r a c t e r i s t i c s  of t h e  SDR. M a r g i n a l   c h a n g e s   i n   t h a t  
c h a r a c t e r i s t i c   c o u l d   b e   d e s i r a b l e   i n   t h e i r  own r i g h t ,   a n d   t h e  way s h o u l d  
be l e f t  open t o   e x p l o r e   t h a t   p o s s i b i l i t y .  

Mr. d e  Fo rges   commented   t ha t   t he   po in t s  ra ised by Mr. P o l a k  were 
u s e f u l .  The B o a r d ' s   r e c e n t   d i s c u s s i o n  on t h e   p o s t - a l l o c a t i o n   a d j u s t m e n t  
in the d i s t r i b u t i o n  of SDRs provided  a convenient   background f o r  cons ide r -  
a t i o n  o f  t h e   p r e s e n t   i s s u e s .  The s t a f f  had c l e a r l y   d e m o n s t r a t e d   t h e  
d i f f i c u l t y   e x p e r i e n c e d  by a number of c o u n t r i e s   i n   a c q u i r i n g  o r  ma in ta in -  
f n g  a s i g n i f i c a n t ,  o r  even minimum, l e v e l  of r e s e r v e s .  For  t h e  SDK t o  
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s e r v e  i t s  o r i g i n a l   o b j e c t i v e ,   a l l o w i n g   t h e   h a r m o n i o u s   f u n c t i o n i n g   o f   t h e  
i n t e r n a t i o n a l   m o n e t a r y   s y s t e m   w i t h o u t   e x c e s s i v e   r e l i a n c e  on borrowed 
r e s o u r c e s ,  i t  was n e c e s s a r y   t o   e n c o u r a g e  members t o   m a i n t a i n  a c e r t a i n  
l e v e l  of S D R s  i n   t h e i r   r e s e r v e s .  He had no  d i f f i c u l t i e s   w i t h   t h e  two 
approaches   p roposed  by t h e   s t a f f .  The r e g u l a t i o n   t e c h n i q u e   c a l l e d   f o r   t h e  
u s e  of a mechanism t o   r e q u i r e  members t o  ho ld  S D R s  and was, by i t s  n a t u r e ,  
a r e s t r i c t i v e   a n d   d e f e n s i v e  mechanism. He t h u s  had t h e  same r e s e r v a t i o n s  
as  Mr. Lunds t rom,   a l though h e  c o u l d  go a l o n g   w i t h   t h e   a r g u m e n t   p u t   f o r w a r d  
by Mr. Po lak .  The s t a f f   s h o u l d   e x p l o r e   p r a c t i c a l   s u g g e s t i o n s   f o r   r e g u l a -  
t i o n   u n d e r   S e c t i o n  l ( b )  of Schedu le  G of t h e  Articles of  Agreement.  Such 
an   approach  was m o r e   a p p r o p r i a t e   t h a n   o n e   t h a t   w o u l d   r e q u i r e  a r e i n f o r c e -  
ment of t h e  rule  a l o n g   t h e   l i n e s  of Schedu le  G ,  S e c t i o n  l ( a ) .  

The i n c e n t i v e   a p p r o a c h  was more p o s i t i v e  as  i t  encouraged  members t o  
ho ld  SDRs, Mr. d e   F o r g e s   n o t e d .  He s u p p o r t e d  a l l  e f f o r t s  t o  f a c i l i t a t e  
t h e   t r a n s f e r  of S D R s  a n d   p a r t i c u l a r l y  welcomed t h e   d e c i s i o n   t a k e n  by t h e  
A u s t r i a n   a u t h o r i t i e s   t o   e n t e r   i n t o  a two-way a r r angemen t   w i th   t he   Fund .  
The   vo luntary   ho ld ing   of  S D R s  was only  p o s s i b l e   i f   t h e y   c o u l d   b e   t r a n s -  
f e r r e d   e a s i l y .   T h e r e f o r e ,   t h e  Fund shou ld  make e f f o r t s   t o   p r o m o t e   t h e  
SDR. He l o o k e d   f o r w a r d   t o   r e a d i n g   f u r t h e r   s t a f f   s t u d i e s   d e t a i l i n g   t h e  
p r e c i s e  s teps  r e q u i r e d   t o  make p r o g r e s s   i n   t h a t   d i r e c t i o n .  The e x p a n s i o n  
of   the   use   o f  SDRs a n d   a n   i n c r e a s e   i n   t h e  number   o f   ho lders   would   he lp   to  
i m p r o v e   t h e   a t t r a c t i v e n e s s  of t h a t  asse t .  

G i v e n   t h e   e x i s t i n g   r e g u l a t i o n s   a n d   t h e   f a c t   t h a t   t h e r e  was no open 
m a r k e t   f o r   t h e  SDR, i t  was i m p o s s i b l e   t o   i d e n t i f y   a n   i n t e r e s t  r a t e  t h a t  
would  encourage members t o   h o l d  SDRs w i t h o u t   i n t r o d u c i n g   s t r u c t u r a l  
problems,  Mr. d e  F o r g e s   c o n s i d e r e d .  He a g r e e d   w i t h  H r .  P o l a k   t h a t   t h e  
c u r r e n t  interest r a t e  was, i n   p r i n c i p l e ,   a p p r o p r i a t e .   N e v e r t h e l e s s ,   h e  
would  welcome s t a f f   e s t i m a t e s  of t h e   f i n a n c i a l   b u r d e n   r e l a t e d   t o   t h e  
hold ing   of  SDRs. The s t a f f  h a d   n o t e d   t h a t   t h e   c o m p o s i t i o n   o f  reserves 
t h a t   c o u n t r i e s   c h o s e   t o   h o l d   d e p e n d e d ,   i n   p a r t ,  on t h e   r e l a t i v e   y i e l d s  of 
a l t e r n a t i v e   r e s e r v e   a s s e t s ,   a n d   n o t  on t h e   y i e l d s   i n   r e l a t i o n   t o   b o r r o w i n g  
c o s t s .  T h ( 3 t   o b s e r v a t i o n   w a s   p a r t i c u l a r l y   p e r t i n e n t   a n d   m e r i t e d   f u r t h e r  
a n a l y s i s .   C l e a r l y ,   t h e   i n c e n t i v e   a p p r o a c h   a n d   t h e   r e g u l a t i o n   a p p r o a c h  
were n o t  mu tua1I .y   exc lus ive .   The   Fund   advoca ted   t he   l i be ra l i za t ion  of 
money m a r k e t s   i n   e v e r y   c o u n t r y .  I t  t h e r e f o r e  seemed  odd t h a t   t h e  SDR,  
t h e  asset  a l l o c a t e d  by the   Fund,   was   the   mos t   regula ted   o f  a l l  monetary  
i n s t r u m e n t s .  Some d e r e g u l a t i o n  of t h e  u s e  of t h e  SDR wou ld   be   des i r ab le .  

Mr. Templeman  commented t h a t  t h e   d i s c u s s i o n   o f   t h e  two p a p e r s   b e f o r e  
the  Board  should  be seen i n   t h e   c o n t e x t  of t h e   b r o a d e r   d i s c u s s i o n  of t h e  
r o l e  of t h e  SDR tha t   the   Board   had   embarked  on ea r l i e r  i n   t h e   y e a r .   I n  
a s s e s s i n g   t h e   f u t u r e   r o l e  of t h e  SDR, h i s   a u t h o r i t i e s  had s t r e s s e d  some 
f u n d a m e n t a l   p o i n t s ,   i n c l u d i n g  the i r  b e l i e f   t h a t   t h e r e  was no  p r a c t i c a l   o r  
f e a s i b l e   a l t e r n a t i v e   t o   t h e   m u l t i p l e   c u r r e n c y  system t h a t  had  evolved 
s i n c e   t h e   c r e a t i o n  of t h e  S D R ,  t h a t  t h e  n e e d   f o r   c o u n t r i e s   s e e k i n g   f i n a n -  
c i a l  r e s o u r c e s   t o   s t a n d   t h e  t e s t  of t he   marke t  was b a s i c a l l y  a good 
po l i cy ,   and  t h a t  t h e  SDR s h o u l d   m a i n t a i n  i t s  m o n e t a r y   c h a r a c t e r  a n d  
shou ld   no t  become a means f o r  t h e   t r a n s f e r  of r e a l  resources. O f  c o u r s e ,  
t h e   i n t e r n a t i o n a l  community shou ld   be   p repa red  t o  h e l p  c o u n t r i e s  w i t h  
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deb t   p rob lems ,   and   t he  Fund c o u l d   p l a y  a key ro le  w i t h   p o i i c y   a d v i c e   a n d  
f i n a n c i a l   a s s i s t a n c e .  He was w i l l i n g   t o   e x p l o r e  ways t o   e n c o u r a g e  a 
b e t t e r   d i s t r i b u t i o n   o f  SDR hold ings   and   usage   and  t o  c o n s i d e r  ways t o  
i m p r o v e   t h e   a t t r a c t i v e n e s s  of t h e  SDR w i t h i n   t h e   c o n t e x t  of i t s  p r e s e n t  
r o l e   i n   t h e   s y s t e m .   B u t   t h a t   d i d   n o t  mean t h a t   a n y   s u c h   m o d i f i c a t i o n s   i n  
t h e  SDR should  be  presumed t o   b e   s t e p s  on t h e  way t o  a fundamenta l   change  
i n   t h e   r o l e   o f   t h e  SDR, o r  as a means of o v e r c o m i n g   r e s i s t a n c e   t o  a new 
SDR a l l o c a t i o n   t h a t   d i d   n o t  meet t h e   c u r r e n t  c r i t e r i a  s p e l l e d   o u t   i n   t h e  
Articles of  Agreement. 

The s t a f f   p a p e r   c o n t a i n e d  a c lear  a n d   f r a n k   a n a l y s i s   o f  some  of t h e  
conce rns   t ha t   had  arisen a b o u t   t h e  SDR: t h e   p r o l o n g e d  n e t  use of S D R s  by 
some members, t h e   c o n s e q u e n t   t r a n s f e r   o f  r ea l  r e s o u r c e s ,   t h e   b u r d e n   o n  
SDR h o l d e r s  of a m a l d i s t r i b u t i o n   i n   t h e   p a t t e r n  of SDR h o l d i n g s   a n d   u s a g e ,  
a n d   t h e   q u e s t i o n  of a p o s s i b l e   u n d e r c u t t i n g  o'f t h e   a d j u s t m e n t   e f f o r t  aris- 
ing   f rom  pro longed   ne t   use   o f  S D R s ,  Mr. Templeman n o t e d .   P r o l o n g e d   n e t  
use  of  S D R s  was i n c o n s i s t e n t   w i t h   t h e   m o n e t a r y   c h a r a c t e r   o f   t h e  SDR.  Tha t  
view was a n a l o g o u s   w i t h   t h e   p r i n c i p l e   t h a t   t h e   r e v o l v i n g   u s e  of t h e   F u n d ' s  
g e n e r a l   r e s o u r c e s  was n e c e s s a r y   t o   m a i n t a i n   t h e   m o n e t a r y   c h a r a c t e r   o f   t h e  
i n s t i t u t i o n .   T h a t  some c o u n t r i e s   h a d  made pro longed   use   o f  S D R s  s u g g e s t e d  
t h a t  t h e  SDR, as  a r e a d i l y   u s a b l e   a n d   u n c o n d i t i o n a l   i n t e r n a t i o n a l   r e s e r v e  
asset ,  had  been  perceived by  them t o   b e  a p e r m a n e n t l y   a v a i l a b l e   s o u r c e  of 
f i n a n c i n g   t o   a c q u i r e  r ea l  r e s o u r c e s .  He r e c o g n i z e d   t h a t   t h e   u s e   o f  SDRs 
n e e d   n o t   u n d e r c u t   e c o n o m i c   a d j u s t m e n t   e f f o r t s   i f   t h e y  were used  temporar-  
i l y  i n  s u p p o r t  of sound  economic po l ic ies .  But he  was c o n c e r n e d   a b o u t   t h e  
dange r   t ha t   p ro longed   u se   cou ld  well lead t o  a d e l a y   i n   e c o n o m i c   a d j u s t -  
ment. A number  of  prolonged  users of S D R s  were c o u n t r i e s   w i t h   d o u b t f u l  
c r e d i t w o r t h i n e s s   a n d   w i t h   l i m i t e d   a c c e s s   t o   t h e   i n t e r n a t i o n a l   f . : . . a n c i a l  
m a r k e t s .   F o r   s u c h   c o u n t r i e s ,   t h e   m a r g i n a l   c o s t  of u s i n g  SDRs was low  and 
might  seem t o  b e   a n   a t t r a c t i v e   a l t e r n a t i v e   t o   e i t h e r   r u n n i n g   b a l a n c e  of 
p a y m e n t s   s u r p l u s e s   t o   e a r n   r e s e r v e s   o r   t a k i n g   m e a s u r e s   t h a t  were a d e q u a t e  
t o   r e s t o r e   t h e i r   i n t e r n a t i o n a l   c r e d i t w o r t h i n e s s .  

H e  was no t   pe r suaded  by t h e   a r g u m e n t   t h a t   t h e   l a c k  of SDR a l l o c a t i o n s  
f o r c e d   c o u n t r i e s   t o   e a r n   b a l a n c e  o f   paymen t s   su rp luses   t h rough   excess ive ly  
r e s t r i c t i v e   d o m e s t i c   p o l i c i e s ,   l e a d i n g   t o  a d e f l a t i o n a r y   b i a s   i n   w o r l d  
growth.  Such a view  seemed t o   r e f l e c t  a more g e n e r a l   o u t l o o k ,   w h i c h   h e  
d i d   n o t   s h a r e ,   t h a t   s t r o n g   m a c r o e c o n o m i c   a n d   s t r u c t u r a l   r e f o r m s   w o u l d   h a v e  
a d v e r s e   e f f e c t s  on   economic   g rowth .   Indeed ,   t he   Bake r   deb t   i n i t i a t ive   had  
b e e n   s p e c i f i c a l l y   d e s i g n e d   t o   e m p h a s i z e   t h e   n e e d   f o r   s u c h   e c o n o m i c   g r o w t h  
a s   a n   e s s e n t i a l   c o r o l l a r y  o f   economic   ad jus tmen t   and   s t ruc tu ra l   r e fo rm.  
F o r   q u a l i f i e d   c o u n t r i e s ,  Fund f i n a n c i n g   s h o u l d   b e   a v a i l a b l e   i n   s u p p o r t  of 
ad jus tment   p rograms,   and  t h e  Fund c o u l d   a l s o   h e l p   t o   m o b i l i z e   c o m p l e m e n t a r y  
f i n a n c i n g  from o t h e r   s o u r c e s .  

The s t a f f   r e p o r t   t e n d e d   t o   u n d e r s t a t e   t h e   e x t e n t   t o   w h i c h   s u b s i d i e s  
were  involved i n  t h e  u s e  of S D R s ,  Mr. Templeman c o n s i d e r e d .   W h i l e   t h e  
cos t  of u s i n g  SDRs needed t o  be  compared,   to  some e x t e n t ,   w i t h   t h e   f o r e g o n e  
y i e l d  f r o m   u s i n g  o t h e r   r e s e r v e   a s s s e t s ,  many c o u n t r i e s '   r e s e r v e s   w e r e  s o  
low t h a t  use of non-SDR a s s e t s  was n o t  a m a j o r   o p t i o n   a n d   r e s e r v e s   m i g h t  
need t o  be borrowed.  For an u n c r e d i t w o r t h y   c o u n t r y ,   a c c e s s   t o   a n   i n t e r e s t  
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rate t h a t  was o t h e r w i s e   a v a i l a b l e   o n l y   t o   m a j o r   i n d u s t r i a l   c o u n t r i e s  
s u r e l y   r e p r e s e n t e d  a s u b s t a n t i a l   s u b s i d y   c o m p a r e d   w i t h   t h e   c o s t   o f   f u n d s  
i n   t h e   i n t e r n a t i o n a l   m a r k e t s ,   i f   c r e d i t  were a v a i l a b l e  a t  a l l .  A l t e r n a -  
t i v e l y ,   t h e  cost  t o  t h e   c o u n t r y  i n  terms of economic   ad jus tmen t   shou ld ,  
i n  some cases a t  l e a s t ,  b e   c o n s i d e r e d   t o   b e   h i g h e r   t h a n   t h e  cost  o f   u s ing  
S D R s .  I n   a d d i t i o n ,   c o u n t r i e s   t h a t   d r e w  on p r i v a t e   c a p i t a l   m a r k e t s   m u s t  
c o n c e r n   t h e m s e l v e s   n o t   o n l y   w i t h   i n t e r e s t   p a y m e n t s   b u t   a l s o   w i t h   r e p a y m e n t  
o r   r e f i n a n c i n g   o f   p r i n c i p a l ,   w h e r e a s  SDR u s e r s   n e e d e d   o n l y   t o   p a y   c h a r g e s .  
Moreover ,   p ro longed   users  of SDRs, a l t h o u g h   p a y i n g   a n   i n t e r e s t  r a t e  t i e d  
t o   s h o r t - t e r m   f u n d s   i n   p r i v a t e   m a r k e t s ,   i n   e f f e c t  had a c c e s s   t o   l o n g e r -  
term f u n d s ,   w h i c h   m i g h t   g e n e r a l l y   b e   e x p e c t e d  t o  command h i g h e r  ra tes  i n  
p r i v a t e   m a r k e t s .  

F o r   e v e r y   s u b s i d y   t h e r e  was a c o r r e s p o n d i n g   f i n a n c i a l   b u r d e n ,  
Mr. Templeman p o i n t e d   o u t .  When a u s e r  of SDRs s o l d  S D R s  t o   a n o t h e r  
h o l d e r ,   t h e   f i n a n c i n g   b u r d e n  was s h i f t e d   t o   t h e   d e s i g n a t e d   r e c i p i e n t .   F o r  
example,  U . S .  purchases   o f  S D R s  were f i n a n c e d   w i t h   d o l l a r s ,   w h i c h   e n t e r e d  
i n t o   t h e   T r e a s u r y ' s   f i n a n c i n g   n e e d s   a n d   h a d   a n   e f f e c t   o n  U.S. f i n a n c i a l  
m a r k e t s .   I f   o n l y  a r e l a t i v e l y  small g r o u p   o f   c o u n t r i e s   h e l d   s u b s t a n t i a l  
amounts oE SDRs, w h i l e  many c o u n t r i e s  were r e l u c t a n t   t o   i n c r e a s e   t h e i r  
e x p o s u r e   f u r t h e r ,  i t  was q u e s t i o n a b l e   w h e t h e r  a m a j o r   h o l d e r   c o u l d   d i s p o s e  
of a l a r g e   q u a n t i t y  of S D R s  i n   c a s e  of need.  I n  a d d i t i o n ,  a c o s t   t h a t  
was n o t   p u r e l y   f i n a n c i a l   c o u l d  a r i se  i f   t h e   F u n d - c r e a t e d   r e s o u r c e s  were, 
de  f z  to, u s e d   f o r   l o n g - t e r m   r e s o u r c e   t r a n s f e r   p u r p o s e s ,   u n d e r m i n i n g   t h e  
s u p p o r t   f o r   t h e  Fund as a m o n e t a r y   i n s t i t u t i o n .  

Although a m o r e   b a l a n c e d   d i s t r i b u t i o n   o f  SDR h o l d i n g s  was w a r r a n t e d  
and  would be c o n s i s t e n t   w i t h   t h e   m o n e t a r y   c h a r a c t e r  of t h e   i n s t r u m e n t ,  i t  
was d i f f i c u l t   t o   d e t e r m i n e  how b e s t  t o  a c h i e v e   t h a t   o b j e c t i v e ,  Mr. Templeman 
remarked. He would Le c a u t i o u s   a b o u t   f o r m a l  new r e g u l a t i o n s  f o r  a c h i e v i n g  a 
b e t t e r   d i s t r i b u t i o n .   R e c o n s t i t u t i o n   h a d   n o t   p r o v e n   t o   b e  a v e r y   e f f e c t i v e  
v e h i c l e   i n   c r e a t i n g  a more   ba lanced   pa t te rn   o f  SDR holdings.   However ,  some 
o ther   form of repayment   might   be   wor th   explor ing .  He d i d   n o t   f a v o r   t h e  
s p e c i f i c a t i o n  of t he   fo rma l   ba l ance   be tween   ho ld ings   o f  SDRs a n d   o t h e r  
r e s e r v e s ,   a n   a p p r o a c h   m e n t i o n e d  by t h e   s t a f f   a n d   s p e l l e d   o u t   i n  more 
d e t a i l  by Mr. Polak.   The  adopt ion  of   such a scheme  would n o t   b e   j u s t i f i c a -  
t i o n   f o r   t u r n i n g   a r o u n d   h i s   a u t h o r i t i e s '   o p p o s i t i o n   t o  a new SDR a l l o c a t i o n  
i n  t h e  a b s e n c e   o f   c o n d i t i o n s   t h a t  met t h e   b a s i c   a l l o c a t i o n   c r i t e r i a   l a i d  
o u t   i n   t h e   A r t i c l e s  of   Agreement .   Fur thermore ,   mos t   count r ies ,   inc luding  
t h e   U n i t e d   S t a t e s ,   v a l u e d   t h e   f r e e d o m   t o   c o n t r o l   t h e   c o m p o s i t i o n  of t h e i r  
r e s e r v e s .   E v e n   i f  Mr. P o l a k ' s   p r o p o s a l   t h a t  some c o u n t r i e s   b e   r e q u i r e d  
t o   p u r c h a s e  SDRs i n   o r d e r   t o   d i s t r i b u t e  them were a c c e p t e d ,  h i s  l i m i t  on 
t h e   p u r c h a s e   r e q u i r e m e n t s   t o   n o   m o r e   t h a n   t h e   a v e r a g e   r a t i o   o f  SDRs t o  
SDR a l l o c a r i o n s  would n o t   p e r m i t  a s i g n i f i c a n t   r e d u c t i o n   i n   t h e   v e r y   h i g h  
SDR h o l d i n g   r a t i o s  of some c o u n t r i e s ,  s u c h  as  t h e   I J n i t e d   S t a t e s .  In 
a d d i t i o n ,  h e  d i d   n o t  welcome t h e   i m p l i c a t i o n s   t h a t  a s p e c i f i e d   S D R / r e s e r v e  
r a t i o ,   i n   t h e   c o n t e x t  of a g r o w t h   i n   t h e  demand f o r   t o t a l   r e s e r v e s ,   m i g h t  
f o r c e  a new SDR a l l o c a t i o n .  

p r i n c i p l e ,  Mr. Templeman  went on ,  he h a d  some sympathy f o r  t h e  
economic i n c e n t i v e s   a p p r o a c h ,   w i t h i n   e x i s t i n g   p a r a m e t e r s   s e t  f o r  t h e  SDR 
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i n   t h e  Art ic les  of Agreement  and i n   t h e   E x e c u t i v e   B o a r d .   H o w e v e r ,   t h e  
i d e a  o f   exchange   marke t   i n t e rven t ion  was r a t h e r   v i s i o n a r y .  He a l s o  
wondered  about   the extent t o   w h i c h   t h e  SDR c o u l d   p l a y  a g r e a t e r   r o l e   i n  
t he   denomina t ion  of i n t e r n a t i o n a l  t r a d e   c o n t r a c t s ,  a s  t h e  SDR b a s k e t ,  
un l ike   t he   European   Cur rency  Ucit, was n o t   v e r y   r e p r e s e n t a t i v e  of t h e  
t r a d e   p a t t e r n  of p a r t i c u l a r   c o u n t r i e s .   T h e r e   m i g h t   b e  some o t h e r  pos- 
s i b i l i t i e s   w o r t h y  of f u r t h e r   e x p l o r a t i o n .   W i t h o u t   c r e a t i n g  a f o r m a l  
r e q u i r e m e n t ,   t h e   B o a r d   m i g h t   c o n s i d e r   e s t a b l i s h i n g  a r u l e  of thumb t o  
l i m i t  p ro longed   u se  of S D R s ,  w i t h   p e r i o d i c   r e v i e w s  of t h e   p a t t e r n   o f  
h o l d i n g s   b a s e d  on some consensus  limits. Some form of making  the SDR 
f i n a n c i a l l y  more a t t r a c t i v e   c o u l d   a l s o   b e   e x p l o r e d .   F o r   e x a m p l e ,   t h e  SDR 
b a s k e t   c o u l d   b e   m o d i f i e d   t o   p r o d u c e  a somewhat h i g h e r   y i e l d ,   s u c h  a s  by 
r e - e x a m i n i n g   t h e   m a t u r i t y   o f   s e c u r i t i e s   i n c l u d e d   i n   t h e   b a s k e t .  He n o t e d  
t h a t   r e l u c t a n c e   t o   h o l d  S D R s  m i g h t   a l s o   e x t e n d   t o  SDR-denominated assets  
i n   g e n e r a l .  The p o s s i b i l i t y  of d e s i g n a t i n g   p r o l o n g e d   u s e r s   t o   h o l d  S D R s  
migh t   be   cons ide red ,   w i th  l ess  a t t e n t i o n   g i v e n   t o   t h e   r e l a t i v e   s t r e n g t h  
of t h o s e   c o u n t r i e s '   b a l a n c e  o f   paymen t s   and   r e se rve   pos i t i ons .   Coun t r i e s  
w i t h   h o l d i n g s  .well i n   e x c e s s  of common h o l d i n g s   r a t i o s   c o u l d ,   p e r h a p s ,   b e  
g i v e n   p r e f e r e n t i a l   t r e a t m e n t   i n  terms of v o l u n t a r y   t r a n s a c t i o n s   i f   t h e y  
s o  d e s i r e d ,  in o r d e r   t o   r e d u c e   m o r e   q u i c k l y   t h e i r  SDR h o l d i n g s   t o w a r d   t h e  
common r a t i o .  The  Fund c o u l d   a l s o   c o n s i d e r   p u r c h a s i n g  SDRs f rom such 
c o u n t r i e s .  

There  might  be  modest  ways t o   a c h i e v e  a more   ba lanced   pa t te rn   o f  SDR 
h o l d i n g s  s o  as t o   h e l p   p r e s e r v e   t h e   m o n e t a r y   c h a r a c t e r  of t h e  asset  and 
s u p p o r t  i t s  c o n t i n u e d   r o l e  in t he   mone ta ry   sys t em,  Mr. Templeman  commented. 
He was w i l l i n g   t o   c o n t i n u e   e x p l o r i n g   t h a t   q u e s t i o n ,   b u t   w o u l d   a g a i n s t   a n y  
m o d i f i c a t i o n s   t h a t  would r e s u l t  in a f u n d a m e n t a l   c h a n g e   i n   t h e   r o l e   o f  
t h e  SDR o r   t h a t  was aimed a t  b y p a s s i n g   t h e  c r i t e r i a  t h a t   s h o u l d  be met 
b e f o r e  a new a l l o c a t i o n  was j u s t i f i e d .  

The s t a f f  p a p e r  on the   deve lopmen t   o f   vo lun ta ry  SDR t r a n s f e r s   p r e -  
s e n t e d  a u s e f u l   a c c o u n t  of t h e   e v o l u t i o n  of t h e   u s e  of S D R s  and  comments 
o n   t h e   p r o s p e c t s   f o r   f u r t h e r   g r o w t h   o f   , v o l u n t a r y   a n d   t o t a l   t r a n s f e r s ,  
Mr. Templeman c o n s i d e r e d .  He s u p p o r t e d   t h e   s t a f f ' s   c o n t i n u i n g   e f f o r t s   t o  
f a c i l i t a t e   v o l u n t a r y   t r a n s f e r s   a l o n g  t h e  l i n e s  d e s c r i b e d   i n   t h e   r e p o r t  
a n d   h a d   n o   d i f f i c u l t y   w i t h   t h e  two-way a r r angemen t s  w i t h  i nd iv idua l   coun-  
t r i e s  i n  o r d e r   t o   i m p r o v e   t h e   l i q u i d i t y  of t h e  SDR. Exp lo ra t ion   o f  some 
of t h e   i d e a s   h e  had  mentioned i n  c o n n e c t i o n  w i t h  i n c e n t i v e s   a n d   r u l e s  of 
thumb t o   i n f l u e n c e   t h e   s h a r e  of SDRs i n  members' r e s e r v e   h o l d i n g s   c o u l d  
b e   h e l p f u l   i n   i n c r e a s i n g   v o l u n t a r y   t r a n s f e r s  i n  t h e  f u t u r e .  

Mr. Weitz  n o t e d   t h a t   v o l u n t a r y   t r a n s f e r s   p r o v i d e d   a n   o p p o r t u n i t y  f o r  
h o l d e r s  of SDRs t o   u s e  t h e i r  SDRs w i t h o u t   h a v i n g   t o   d e m o n s t r a t e  a b a l a n c e  
of paymen t s   need   and   he lped   t o   d imin i sh   t he   r e l i ance  on t h e   d e s i g n a t i o n  
mechan i sm.   Vo lun ta ry   t r ans fe r s  of SDRs had i n c r e a s e d   s u b s t a n t i a l l y   a n d  
h a d  e x c e e d e d   d e s i g n a t e d   t r a n s a c t i o n s   i n   r e c e n t   y e a r s .  The a t t r a c t i v e n e s s  
of t h e  SDR as  a r e s e r v e   a s s e t  was enhanced i f  there  was a n   a c t i v e   m a r k e t  
i n  SDRs, a l l o w i n g  members  and o t h e r   h o l d e r s   t o  buy  and s e l l  SDRs a g a i n s t  
f o r e i g n   e x c h a n g e .  I t  was e n c o u r a g i n g   t o   n o t e   t h a t   t h e   w a i t i n g  time t o  
seJ.l SDRs i n  v o l u n t a r y   t r a n s a c t i o n s  had been reduced t o  a few days .  T h e  
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s t a f f   s h o u l d   c o n t i n u e  i t s  e f f o r t s   t o  assist members i n   a r r a n g i n g   v o l u n t a r y  
t r a n s a c t i o n s   a n d   t o   p r o v i d e   i n f o r m a t i o n   o n   t h e   d e s i r e s   o f   p o t e n t i a l  
buye r s   and  sellers w i t h   t h e   o b j e c t i v e   o f   f a c i l i t a t i n g   s u c h   t r a n s a c t i o n s .  

There  was no  s i m p l e   r e l a t i o n s h i p   b e t w e e n  SDR u s e . a n d  resource t r a n s -  
f e r s   o r   a d j u s t m e n t . e f f o r t s ,  Mr. Weitz cons idered .   The  ne t  use   o f  SDRs on 
t h e   p a r t   o f  a member d i d   n o t   n e c e s s a r i l y   i m p l y  a t r a n s f e r   o f   r e s o u r c e s   o r  
a r e l a x a t i o n  o f   a d j u s t m e n t   e f f o r t s ;  i t  c o u l d  merely i n d i c a t e   t h e   u s e  of 
S D R s  t o   r e p a y   b o r r o w e d   r e s e r v e s   o r   t o   e x c h a n g e  S D R s  f o r   o t h e r   r e s e r v e  
assets t h a t  were p r e f e r r e d  by a member.  However, h e   a g r e e d   w i t h   t h e   s t a f f  
t h a t   t h e   n e t   u s e  of S D R s  i n   r e c e n t   y e a r s ,   f o l l o w i n g   t h e   r e d u c t i o n   a n d  
a b o l i t i o n  of t h e   r e c o n s t i t u t i o n   r e q u i r e m e n t ,   h a d   r e f l e c t e d  extreme s t r a i n s  
on members' e x t e r n a l   p o s i t i o n s ,   i n c l u d i n g   t h e i r   r e s e r v e   h o l d i n g s   a n d   h a d  
b e e n   a s s o c i a t e d   w i t h   a n   i n c r e a s e   i n   t h e   u s e   o f  S D R s  t o  s e t t l e  members' 
o b l i g a t i o n s   t o   t h e  Fund.  Although i t  m i g h t   b e   h e l p f u l   t o   p r o m o t e  a more 
b a l a n c e d   d i s t r i b u t i o n  of SDR h o l d i n g s   i n   o r d e r   t o   r e d u c e   t h e   b u r d e n   o n  
c o u n t r i e s   t h a t   h e l d  S D R s  i n  excess o f   t h e i r   c u m u l a t i v e   a l l o c a t i o n ,   t h a t  
s u b j e c t   s h o u l d   n o t   b e   t h e   m a i n   f o c u s   o f   t h e   B o a r d ' s   a t t e n t i o n .  

The s t a f f  h a d   d e s c r i b e d   t h e   r e g u l a t i o n   a p p r o a c h   a n d   t h e   i n c e n t i v e  
a p p r o a c h   t o   o b t a i n i n g  a m o r e   b a l a n c e d   d i s t r i b u t i o n   o f  SDR h o l d i n g s ,  
Mr. Wei tz   no ted .  He d i d   n o t   s u p p o r t   t h e   r e g u l a t i o n   a p p r o a c h   f o r   - t h e  
r e a s o n s   o u t l i n e d  by Mr. Ismael. As f o r   t h e   e c o n o m i c   i n c e n t i v e s   a p p r o a c h ,  
h e   d i s a g r e e d   w i t h   t h e   s t a f f   t h a t   c o u n t r i e s '   p r e f e r e n c e  a t  t h e   m a r g i n   f o r  
f o r e i g n   e x c h a n g e   r a t h e r   t h a n  S D R s  as  reserves   could   be   overcome  by   an  
increase i n   t h e   i n t e r e s t   r a t e  on t h e  SDR.  He s u p p o r t e d  Mr. P o l a k ' s  
a n a l y s i s  of t he   economic   i ncen t ives   app roach .  I n  sum, h i s   a u t h o r i t i e s  
f e l t   t h a t   t h e   s t e p s   o u t l i n e d  by t h e   s t a f f  were c l e a r l y   i n a d e q u a t e   t o   p r o -  
mote   the  SDR. An a l l o c a t i o n  of SDRs was u r g e n t l y   r e q u i r e d  t o  improve   t he  
u s e f u l n e s s  of t h e  asset  and t o   b e n e f i t   t h e   i n t e r n a t i o n a l   m o n e t a r y   s y s t e m .  

Mr. S u r a i s r y   r e c a l l e d   t h a t   t h e   E x e c u t i v e   B o a r d  had   been   cons ide r ing  
f o r  a l o n g  time how t o   e n h a n c e   t h e   r o l e  of t h e  SDR. He welcomed t h e  
s t a f f ' s   e f f o r t s   t o   f a c i l i t a t e   g r e a t e r   u s e  of t h e  SDR by t r y i n g   t o   r e s o l v e  
some of t h e   c o n c e r n s   r a i s e d  by a number  of  members r e g a r d i n g  SDR alloca- 
t i o n s .  He c o n t i n u e d   t o   s u p p o r t ,   i n   p r i n c i p l e ,   t h e   e f f o r t s   t o   f a c i l i t a t e  
t h e   w i d e r   u s e  of S D R s ,  p a r t i c u l a r l y  by enhanc ing  i t s  a t t r a c t i v e n e s s  as  a n  
asset. Such a development was e s s e n t i a l   i f  S D R s  w e r e   t o   b e  a major  
i n t e r n a t i o n a l   r e s e r v e  asset  and i f  i t  c o u l d   h e l p   t o   a c h i e v e   t h e   m a j o r i t y  
v o t e s   n e c e s s a r y   f o r  a resumption  of  SDR a l l o c a t i o n s .  

On t h e   v o l u n t a r y   t r a n s f e r  of S D R s  among p a r t i c i p a n t s   a n d   p r e s c r i b e d  
h o l d e r s ,  i t  was e n c o u r a g i n g   t o   n o t e   t h e   p r o g r e s s   i n   p r o m o t i n g   t h e   u s a b i l -  
i t y  of S D R s ,  p a r t i c u l a r l y   s i n c e   t h e   s e c o n d  amendment of t h e  Articles of 
Agreement, Mr. S u r a i s r y  commented.  The  growth i n   v o l u n t a r y   t r a n s a c t i o n s  
of S D R s ,  w i t h o u t   t h e   n e e d   f o r   r e p r e s e n t a t i o n  of   ba lance  o f  payments  need 
o r   u t i l i z a t i o n  of t h e  des igna t ion   mechanism,  was a notewor thy   deve lopment .  
F u r t h e r m o r e ,   t h e   i n c r e a s e d   s o p h i s t i c a t i o n   o f   t r a n s a c t i o n s   a r r a n g e m e n t s ,  
as  ev idenced  by t h e  two-way ar rangement  w i t h  o n e   c o u n t r y   t o  buy and s e l l  
S D R s ,  was a l s o   i m p o r t a n t .   S t e a d y   p r o g r e s s  of t h a t  t y p e  was a n  e s s e n t i a l  
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p r e r e q u i s i t e   f o r   e n c o u r a g i n g   t h e   l o n g e r - t e r m   d e v e l o p m e n t   o f   t h e  SiIR. 
However, much of t h e   g r o w t h   i n  SDR-denominated t r a n s a c t i o n s  was r e l a t e d  
d i r e c t l y   o r   i n d i r e c t l y   t o  Fund a c t i v i t i e s '   a n d   d i d   n o t   n e c e s s a r i . l y  cossti- 
t u t e  a permanent  improvement i n   t h e   u s a b i l i t y  of SDRs. I f   t h e   r e l e v a n t  
Fund a c t i v i t i e s  were reduced ,  SDR usage   might  well d e c l i n e .   T h e r e f o r e ,  
l a s t i n g   i m p r o v e m e n t s   i n   t h e  SDR as a n  ass'et were c a l l e d   f o r .  

The s t a f f   p a p e r  or. d i s t r i b u t i o n   o f  SDRs p r e s e n t e d   f u r t h e r   p o s s i b l e  
improvemen t s   t ha t  cou1.J ! . n c r e a s e   t h e   w i l l i n g n e s s   t o   h o l d .  SDRs, 
Mr. S u r a i s r y   c o n s i d e r e d .   D e s p i t e   t h e   i n c r e a s e   i n   t h e   a t t r a c t i v e n e s s   o f  
. the SDR, i t  r e m a i n e d   f i n a n c i a l l y  l e s s  a t t r a c t i v e   t h a n   m o s t . o t h e r  assets.  
E q u a l l y   i m p o r t a n t ,   t h e r e  was no   wel l -deve loped   marke t   in .which  SDRS c o u l d  
be  exchanged  quickly,  a n  i m p o r t a n t   f a c t o r   f r o m   t h e  reserve management 
v i ewpo in t .  To e l a b o r a t e , ,  . i t  was o f t e n   a r g u e d   t h a t ,   t h e  SDR was n o t  a 
l i q u i d  asset. I n   p a r t i c u l a r ,  a s  t h e r e .  was no   wel l -deve loped   .marke t  f o r  
t h e  SDR, i t s  r o l e  as  a u s e f u l   r e s e r v e  asset i n   t h e   m u l t i p l e  asset p o r t -  
f o l i o  was c o n s t r a i n e d ,   d e s p i t e   r e c e n t   i m p r o v e m e n t s .  I n  t h e   a b s e n c e   o f  
such  a m a r k e t ,   c e n t r a l   b a n k s   f o u n d  i t  more d i f f i c u l t   t o   a l i g n   t h e i r   p o r t -  
f o l i o s   i n   r e s p o n s e   t o   c h a n g e s   i n   t h e i r   o b j e c t i v e s ,  as  well as  t o   c h a n g e s  
i n   m a r k e t   c o n 4 i t i o n s . . .   S i n c e   t h e   m a i n   o b j e c t i v e  of h o l d i n g   r e s e r v e s  was 
t o   m i t i g a t e   t h e   e f f e c t s  of  sud.den  changes i n  a c o u n t r y ' s   e x t e r n a l   p a y m e n t s  
p o s i t i o n ,   t h e   e x i s t e n c e   o f   m a r k e t s   i n   w h i c h   e v e r y   c o m p o n e n t  of t h e   r e s e r v e  
p o r t f o l i o  c o u b d   b e   t r a d e d   q u i c k l y   a n d   e a s i l y  was of paramount   impor tance .  
Coun t r i e s   found  i t  d i f f i c u l t  t o  react  t o   s u d d e n   d i s t u r b a n c e s   i n   t h e i r   b a l -  
ance  of paymen t s   pos i t i ons  if a s i z a b l e   p a r t   o f   t h e i r  reserves c o n s t i t u t e d  
a n   a s s e t   t h a t  was no t  o r  m i g h t   n o t   b e ,   e a s y   t o   e x c h a n g e .  The  development 
of  v o l u n t a r y   t r a n s a c t i o n s  of SDRs w i t h o u t   d e s i g n a t i o n  was i m p o r t a n t   i n  
t h a t   r e s p e c t .  However, t h e r e  was a c a v e a t :  when a c o u n t r y   s o l d  SDRs 
t h r o u g h   t h e   v o l u n t a r y   t r a n s a c t i o n s   m e c h a n i s m ,   t h e   F u n d ,   p r o v i d e d   t h a t   t h e  
c r i t e r i a  foT d e s i g n a t i o n  were met, p robab ly   des igna ted   more  SDRs. H e  
a g r e e d   w i t h  Mr. P o l a k   t h a t   t h e   d e s i r a b i l i t y   o f   a n  asse t  depended  on  morc 
t h a n  i t s  nominal   yield.   However ,  i t  s h o u l d   b e   r e c o g n i z e d   t h a t   t h e   r e t u r n  
of an  a s s e t   a n d  i t s  l i q u i d i t y ,  a s  measured by t h e   e x i s t e n c e   o f  a r e a d y  
m a r k e t   f o r   t h a t  asse t ,  w e r e   i n t e r r e l a t e d .  

I n   a d d i t i o n   t o   t h o s e   e c o n o m i c   f a c t o r s ,   p s y c h o l o g i c a l   e l e m e n t s   h a d   a n  
i m p o r t a n t   r o l e   t o   p l a y ,  Mr. Sura i s ry   no ted .   The   absence   o f   an   ag reemen t  
on new SDR a l l o c a t i o n s   c r e a t e d   u n c e r t a i n t y   a b o u t   t h e   f u t u r e   r o l e   o f   t h e  
SDR. The c e n t r a l   b a n k s   o f   m a j o r   c o u n t r i e s  were l i k e l y   t o   b e   u n w i l l i n g   t o  
hold  SDRs in e x c e s s   o f   a l l o c a t i o n s   i f   t h e   f u t u r e   r o l e  of t h e  SDR remained 
u n c e r t a i n .  The case was  even c learer  f o r   p r i v a t e   m a r k e t   u s e  of SDRs. 

With r e s p e c t   t o   t h e   r e g u l a t i o n   a p p r o a c h ,   t h e   r e i n t r o d u c t i o n   o f  a 
r e c o n s t i t u t i o n   p r o v i s i o n   w o u l d   b e  a major  drawback as i t  would r e q u i r e  
c o u n t r i e s  t o  r e p l e n i s h   t h e i r  SDR h o l d i n g s  a t  a time when t h e y  were e x p e r i -  
encing s e r i o u s   b a l a n c e  of  payments d i f f i c u l t i e s ,  Mr. S u r a i s r y   p o i n t e d   o u t .  
There were o the r   d rawbacks ,  some of which were mentioned by t h e   s t a f f .  
However, d e s p i t e   t h o s e   d i s a d v a n t a g e s ,   t h e   r e g u l a t i o n   a p p r o a c h   s h o u l d   n o t  
be abandotled.  The p r o p o s a l   t o   t a r g e t  SDR h o l d i n g s   i n   r e l a t i o n   t o  non- 
g o l d  reserves was, i n  p r i n c i p l e ,   t h e   m o s t   a t t r a c t i v e ,  as  i t  a d d r e s s e d ,  a t  
l e a s t   p a r t i a l l y ,  the c o n c e r n   e x p r e s s e d  by t h o s e  members  opposed t o   a n  SDR 
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a l l o c a t i o n   t h a t   a n   a l l o c a t i o n   m i g h t   r e s u l t   i n  a p e r m a n e n t   t r a n s f e r  of r ea l  
r e s o u r c e s I   F u r t h e r ,   i n   c o n t r a s t   t o   t h e   r e c o n s t i t u t i o n   a p p r o a c h ,   t h a t  
o p t i o n   w o u l d   a l l o w   c o u n t r i e s   t o   r e b u i l d   t h e i r  SDR h o l d , i n g s   i n   l i n e   w i t h  
t h e   g r o w t h   i n   t h e i r   t o t a l   r e s e r v e s .  H o w e v e r ,   h e   s h a r e d   t h e   s t a f f ' s  con- 
c e r n   r e g a r d i n g   c o n f i d e n t i a l i t y ,   l a g s ,   a n d   t h e   p e r c e i v e d   o p t i m a l i t y   o f   t h e  
r e s u l t i n g   p o r t f o l i o   s h a r e s .   S e r i o u s ,   p r a c t i c a l   i s s u e s   n e e d e d   t o   b e  
r e s o l v e d   b e f o r e   t h a t   o p t i o n   c o u l d   b e   i m p l e m e n t e d .  Mr. Po lak   had   t aken  a 
f i r s t   s t e p   t o w a r d   a d d r e s s i n g   t h o s e   i s s u e s  by i l l u s t r a t i n g  some  of t h e  
p r a c t i c a l   i m p l i c a t i o n s  of t h a t   t y p e   o f   a p p r o a c h .  

T h e   e c o n o m i c   i n c e n t i v e s   o p t i o n   s h o u l d   h e l p   t o   r e d u c e   t h e   c o s t s  
a s s o c i a t e d   w i t h   h o l d i n g  S D R s ,  Mr. Sura i s ry   cons ide red .   However ,   t he  
p o t e n t i a l   b e n e f i t s   a s s o c i a t e d   w i t h   i n c r e a s i n g   t h e   r a t e   o f   r e t u r n  on t h e  
SDR s h o u l d   n o t   b e   e x a g g e r a t e d .   E n h a n c i n g   t h e   r o l e  of t h e  SDR would 
r e q u i r e  a c o m b i n a t i o n   o f   b o t h   i m p r o v e d   r e g u l a t i o n   a n d   m o r e   a t t r a c t i v e  
e c o n o m i c   i n c e n t i v e s .   I n   a d d i t i o n ,  i t  was i m p o r t a n t   t o   e n c o u r a g e   u s e   o f  
t h e  SDR by t h e   p r i v a t e   m a r k e t   a n d   t o   i n c r e a s e   t h e   s u p p l y  of S D R s .  The 
development  of a n   a c t i v e ,   p r i v a t e   m a ' r k e t   i n  S D R s  would  enhance i t s  l i q u i d -  
i t y ,   t h e r e b y   i m p r o v i n g  i t s  v a l u e  as a r e s e r v e  asset .  T h a t   p o i n t   s h o u l d  
b e   k e p t   i n  mind  when e v a l u a t i n g   t h e   o p t i o n s   t o   e n h a n c e   o f f i c i a l   u s e   o f  
t h e  SDR so as  t o   a v o i d   i n t e r f e r i n g   w i t h   t h e   g r o w t h  of p r i v a t e   m a r k e t s .  
F i n a l l y ,   o n   t h e   s u p p l y   s i d e ,  a r e sumpt ion  of SDR a l l o c a t i o n s ,  on a moder- 
a t e  b a s i s ,  was n e c e s s a r y   t o   i n c r e a s e   t h e   e x i s t i n g   s t o c k  of o f f i c i a l  S D R s ,  
t h e r e b y   p e r m i t t i n g   a n   i n c r e a s e   i n   t h e   s h a r e   o f  S D R s  i n   t o t a l  reserves. 

Mr. Huang  commented t h a t   t h e r e   h a d   b e e n   e n c o u r a g i n g   s i g n s  o f  improve- 
ment i n   t h e   u s a b i l i t y   a n d   a t t r a c t i v e n e s s  of t h e  SDR t h r o u g h   d i f f e r e n t  SDR 
t r a n s a c t i o n   a r r a n g e m e n t s .  The i n c r e a s e   i n   t h e   v o l u n t a r y   t r a n s f e r s   o f  S D R s  
had  been made p o s s i b l e   l a r g e l y   t h r o u g h   t h e   e f f o r t s   o f   t h e   s t a f f .  He was 
i n   b r o a d   a g r e e m e n t   w i t h   t h e   s t a f f   a n a l y s i s .  

SDR t r a n s a c t i o n s   w i t h   t h e  Fund had   accoun ted   fo r  a l a r g e   p r o p o r t i o n  
o f  t h e   i n c r e a s e   i n  SDR t r a n s a c t i o n s   s i n c e   1 9 7 9 ,   a n d   p a r t i c u l a r l y   l a r g e  
d rawings  had o c c u r r e d   d u r i n g   q u o t a   p a y m e n t   p e r i o d s   a n d   d e b t  crises, 
Mr. Huang n o t e d .  I n  1984   and   1985 ,   t he   r a t io  of SDR h o l d i n g s   i n  terms 
o f   c u m u l a t i v e   a l l o c a t i o n s   h a d   s t a b i l i z e d  a t  a low  l eve l .   However ,   t ha t  
d e v e l o p m e n t   i n d i c a t e d   t h e   n e e d   f o r   a d d i t i o n a l   l i q u i d i t y   a n d   s u p p l e m e n t a r y  
r e s e r v e s ,   a n d   d i d   n o t   r e p r e s e n t   t h e   p e r m a n e n t   t r a n s f e r   o f  rea l  r e s o u r c e s ,  
e s p e c i a l l y   i n   t h e   c o n t e x t  of a d e b t   c r i s i s .   T h e r e f o r e ,   t h e   r u n n i n g  down 
of SDR h o l d i n g s  by a l a r g e  number  of c o u n t r i e s ,   a n d   p a r t i c u l a r l y  by t h e  
c a p i t a l - i m p o r t i n g   c o u n t r i e s ,   s h o u l d   b e   r e g a r d e d  as a t e m p o r a r y   s i t u a t i o n ,  
and  would  not  have a l a s t i n g   e f f e c t  on t h e   w o r l d  economy. 

The  drawdown of S D R s  d u r i n g  a d e b t  c r i s i s  w o u l d   i n d i c a t e   t h e   u s e f u l -  
n e s s  o f  SDRs i n   m e e t i n g   t h e   b a l a n c e  of payments  needs  of  members, Mr. Huang 
r emarked .   Indeed ,   t he  SDR t o  some e x t e n t   h a d   p l a y e d  a r o l e ,   a l b e i t  some- 
w h a t   l i m i t e d ,   o f   p r o v i d i n g   r e l i e f   f o r   d e b t o r   c o u n t r i e s .   V o l u n t a r y  SDR 
t r a n s a c t i o n s  h a d   i n c r e a s e d   s u b s t a n t i a l l y   i n  t h e  past  few y e a r s   i m p l y i n g  
t h a t  t h e r e  w a s  less dependence on t r a n s a c t i o n s  by d e s i g n a t i o n  a n d ,  more 
i m p o r t a n t ,   i n d i c a t i n g   t h a t   t h e   u s a b i l i t y   a n d   a t t r a c t i v e n e s s  of S D R s  had 
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i n c r e a s e d .  He ag reed   w i th  Mr. P o l a k   t h a t   t h e   c h a r a c t e r i s t i c s  of t h e  SDR 
w o u l d   b e   g r e a t l y   e n h a n c e d   i f   t h e   m a j o r   i n d u s t r i a l   c o u n t r i e s   s t o o d   r e a d y  
t o  buy  and s e l l  SDRs i n   s u b s t a n t i a l   a m o u n t s .  

N e v e r t h e l e s s ,   t h e   s y s t e m  was n o t   p e r f e c t ,  Mr. Huang c o n s i d e r e d .  On 
t h e   c o n t r a r y ,   i n   v i e w  of t h e   e x i s t i n g   l i m i t a t i o n s  on SDRs, e f f o r t s  were 
s t i l l  n e e d e d   t o   i m p r o v e   t h e  SDR's a t t r a c t i v e n e s s   a n d   u s a b i l i t y   t h r o u g h  
some k i n d  of r e g u l a t i o n .   T h e   s t a f f   h a d   d i s c u s s e d   t h a t   i s s u e   e x t e n s i v e l y ,  
i n c l u d i n g   t h e   p o s s i b i l i t y   o f   i n t r o d u c i n g  a r e c o n s t i t u t i o n   r e q u i r e m e n t  
l i n k i n g   t h e   u s e  of SDRs t o   t h e   n e t   u s e  of t o t a l  non-gold   reserves ,   and  
had   po in t ed   ou t   t he  merits and   d i sadvan tages  of t h e   v a r i o u s   a p p r o a c h e s .  
Mr. Po lak   had   p re sen ted  a number  of i n t e r e s t i n g   p r o p o s a l s .   N e v e r t h e l e s s ,  
a new SDR a l l o c a t i o n  was c l e a r l y   n e e d e d  t o  f a c i l i t a t e   t h e   s m o o t h   e x e c u t i o n  
o f   t hose   p roposa l s .  

He had no d i f f i c u l t y   i n   s u p p o r t i n g   t h e   r e c o n s t i t u t i o n   p r o p o s a l  as 
l o n g   a s   t r a n s a c t i o n s  on agreement  were n o t   s u b j e c t   t o   t h a t   r e s t r i c t i o n ,  
Mr. Huang  commented. O t h e r w i s e ,   t h e  SDR would   l o se  some of i t s  l i q u i d i t y  
a n d   u s a b i l i t y   c h a r a c t e r i s t i c s .   V o l u n t a r y   t r a n s f e r s  on  agreement   should 
be  encouraged.  On e c o n o m i c   i n c e n t i v e s ,   h e   a g r e e d   f u l l y   w i t h  Mr. P o l a k  
t h a t   t h e   p r e s e n t   i n t e r e s t  r a t e  on t h e  SDR was a p p r o p r i a t e .  Any f u r t h e r  
i n c r e a s e  i n  c h a r g e s   a n d   i n t e r e s t  on t h e  SDR would   no t   add   to  i t s  
a t t r a c t i v e n e s s .  

Mr. M t e i   r e m a r k e d   t h a t   t h e   s t a f f   h a d   c l e a r l y  shown t h a t  more e f f o r t  
was needed t o  e n h a n c e   t h e   a t t r a c t i v e n e s s   o f   t h e  SDR as  a reserve asset .  
The s t a f f  had a l s o   d e m o n s t r a t e d   t h a t   t h o s e  members t h a t  had   expressed  
c o n c e r n   a b o u t   t h e   d i s t r i b u t i o n  of SDR hold ings   had   done  s o  b e c a u s e  of 
t h e i r   p e r c e p t i o n   t h a t   c o u n t r i e s   h o l d i n g  SDRs i n  excess of t h e i r   c u m u l a t i v e  
a l l o c a t i o n s   b o r e  a c o s t   i n   d o i n g  so. I n  o t h e r   w o r d s ,   t h e y   c o n s i d e r e d   t h e  
SDR t o  be a less a t t r a c t i v e  asset  t o   h o l d   t h a n   o t h e r  reserve assets.  The 
s t a f f   p a p e r s   g a v e   t h e   i m p r e s s i o n   t h a t   t h e r e  was much a m b i v a l e n c e   a b o u t   t h e  
SDR as  a r e s e r v e  asse t  and i t s  r o l e   i n   t h e   i n t e r n a t i o n a l   m o n e t a r y   s y s t e m .  

He a g r e e d   t h a t   v o l u n t a r y   t r a n s a c t i o n s  would h e l p   t o   d e v e l o p   t h e  SDR 
a n d  i m p r o v e   h o l d e r s '   a t t i t u d e   t o w a r d  i t ,  Mr. Mtei went on. Such t r a n s f e r s  
c o u l d   b e   f a c i l i t a t e d ,   i n t e r   a l i a ,  by a l l o w i n g   p a r t i c i p a n t s   a n d   o t h e r  
h o l d e r s   g r e a t e r   l a t i t u d e  i n  a r r a n g i n g   o p e r a t i o n s  i n  SDRs and by p romot ing  
i t s  use as a u n i t  of a c c o u n t .   U n f o r t u n a t e l y ,   l a r g e l y   o w i n g   t o   t h e   u n e v e n  
d i s t r i b u t i o n  of SDR h o l d i n g s ,   t h e r e  seemed t o   b e   a n  a t t e m p t  t o  r e s t r i c t  
members'  use  of SDR h o l d i n g s  by r e i n t r o d u c i n g   t h e   r e c o n s t i t u t i o n   r e q u i r e -  
ment.  Net h o l d i n g s  of S D R s  by c o u n t r i e s   t h a t   w e r e   h e a v i l y   i n d e b t e d   c o u l d  
be i n c r e a s e d   o n l y   i f   t h e   d e b t   s i t u a t i o n  of t h o s e   c o u n t r i e s   i m p r o v e d ,   n o t  
by i m p r o v i n g   t h e   a t t r a c t i v e n e s s   a n d   u s a b i l i t y   o f   t h e  SDR.  The  Fund c o u l d  
be c a u g h t   i n  a s t a l e m a t e   w i t h   r e s p e c t   t o   e f f o r t s  t o  improve   the  a t t rac-  
t i v e n e s s  of t h e  SDR u n l e s s   t h e r e  was c l e a r   p o l i t i c a l   s u p p o r t  among t h e  
membersh ip   for   enhancing  i t s  u s a b i l i t y .  

I t  had been s u g g e s t e d   t h a t  some form of r e g u l a t i o n  on the u s e  of 
SDRs b e   r e i n t r o d u c e d   i n   o r d e r  t o  e n s u r e  a more e v e n   d i s t r i b u t i o n  of SDRs 
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a n d ,   p e r h a p s ,   t o   g a i n   s u p p o r t   f o r  a f u r t h e r   a l l o c a t . i o n ,  Mr. Mtei n o t e d .  
However, t h e  Fund was g e n e r a l l y  op,posed t o   r e s t r i c t i o n s   i n   t h e   m a r k e t   o n  
t h e   g r o u n d s   t h a t   t h e y  were i n e f f i c i , e n t . .  ,. The.   arguments  i n  f a v o r   o f  SDR 
a l l o c a t i o n s  had t h e i r  own merits t h a t  were i n d e p e n d e n t   o f   t h e  issues 
b e f o r e   t h e   B o a r d  a t  t h e   p r e s e n t   m e e t i n g .  ,. .. 

. ,  . .. 

He welcomed t h e   e f f o r t s '  t o  be :made b y ' , t h e   . s t a f f   t o   d e v e l o p  a market 
i I '  . .  

f o r  S D R s  by a s s i s t i n g  members i n  a r r . a n g . i n g   t r a n s a c t i o n s   a n d   d e v i s i n g   a n  
a p p r o p r i a t e   i n f o r m a t i o n   s y s t . e m  on t h e   . d e s i r e s   o f   p o t e n t l a 1   b u y e r s   a n d  
sellers,  Mr. Mtei s t a t e d .   V o l u n t a r y . t r a n s a c t i o n s   h a d   . i n c r e a s e d   r a p i d l y  
i n   r e c e n t   y e a r s  owing t o   t h e   s t a f f ' s   e f f o r t s   a n d   t , h e   w i l l i n g n e s s   o f  Tome 
members t o   e n t e r   i n t o   s t a n d i n g   a g r e e m e n t s   w i t h   t h , e  Fund t o  buy S D R s  and 
of  one member t o  buy  and s e l l  SDRs. If o t h e r   i m p o r t a n t  members were w i l l -  
i n g   t o   e n t e r   s u c h   a r r a n g e m e n t s ,   t h e  SDR c o u l d  become  more l i q u i d ,   t h e r e b y  
improving i t s  u s a b i l i t y   a n d   t h e   w i l l i n g n e s s  of p a r t i c i p a n t s   t o   h o l d   t h e  
SDR as p a r t   o f   t h e i r   r e s e r v e s .   H o w e v e r ,   v o l u n t a r y   t r a n s a c t i o n s   r e m a i n e d  
c l o s e l y   r e l a t e d   t o   t h e   d e a l i n g s   b e t w e e n  members  and t h e   F u n d ,   a n   i n d i c a -  
t i o n   t h a t   t h e   s y s t e m   o f  SDR u s e   c o n t i n u e d   t o   b e   d e f i c i e n t .  

The c o n c e r n   a b o u t   t h e   i s s u e   o f   d i s t r i b u t i o n  of S D R s  arose f r o m   t h e  
p e r c e p t i o n   t h a t   c o u n t r i e s   h o l d i n g  excess SDRs were s u b s i d i z i n g   n e t   u s e r s  
of S D R s ,  Mr. Mtei no ted .  However, t h e   s t a f f   h a d   p o i n t e d   o u t   t h a t   t h e  
p r e s e n t   a p p r o a c h   f o r   d e t e r m i n i n g   t h e  ra te  o f   i n t e r e s t   f o r   t h e  SDR t ended  
t o   e n s u r e   t h a t   t h e   s u b s i d y   e l e m e n t   t o   c o u n t r i e s   t h a t   u s e d  SDRs t o   o b t a i n  
rea l  r e s o u r c e s  would  be r e l a t i v e l y  small o r   e v e n   n o n e x i s t e n t .   T h e r e f o r e ,  
he  saw no n e e d   t o   i n c r e a s e   t h e  SDR r a t e  of i n t e re s t  a n y   f u r t h e r .  I n  
a d d i t i o n ,  i t  was u n l i k e l y   t h a t   a n   i n c r e a s e   i n   t h e   i n t e r e s t  r a t e  would 
e n c o u r a g e   c o u n t r i e s   t o   i n c r e a s e   t h e i r   h o l d i n g s   o f  SDRs, g i v e n   t h e   p r e s e n t  
i n s t i t u t i o n a l   f r a m e w o r k .   A t t e n t i o n   s h o u l d   i n s t e a d   b e   f o c u s e d   o n   e n c o u r a g -  
i n g   v o l u n t a r y   t r a n s f e r s ,   a n d   m a j o r   c o u n t r i e s   s h o u l d   c o o p e r a t e   w i t h   t h e  
s t a f f   i n   f o r m u l a t i n g   c o n c r e t e   p r o p o s a l s   t o   i n c r e a s e   v o l u n t a r y   t r a n s f e r s .  

The s t a f f  h a d   o u t l i n e d   t h e   a d v a n t a g e s   a n d   d i s a d v a n t a g e s   o f   t h e   r e g u -  
l a t i o n   a p p r o a c h  t o  r e d u c i n g   p r o l o n g e d   n e t   u s e  of SDRs, Mr. Mtei obse rved .  
Bo th   approaches   wou ld   l ead   t o   i ne f f i c i ency   and   wou ld   i nvo lve  some c o s t ,  
b e c a u s e   p a r t i c i p a n t s  were l i k e l y  t o  b e   o b l i g e d  t o  ho ld  S D R s  i n  amounts  
t h a t   d i f f e r e d   f r o m   t h e   d e s i r e d   a m o u n t s   b a s e d  on t h e   m e m b e r ' s   p a r t i c u l a r  
economic   s i tua t ion .   However ,  i t  h a d   b e e n   a r g u e d   t h a t   r e g u l a t i o n   o f  SDR 
h o l d i n g s   r e l a t i v e   t o   o t h e r   r e s e r v e s  was b e t t e r   t h a n   r e g u l a t i o n   t h a t  
r e s t r i c t e d   t h e   u s e  of SDRs w i t h o u t   c o n s i d e r a t i o n  of the   member ' s   ba lance  
of p a y m e n t s   p o s i t i o n .  He a g r e e d   w i t h   t h e   s t a f f   t h a t   a n y   c o m b i n a t i o n  of 
r e g u l a t i o n s   a n d   i n c e n t i v e s   s h o u l d   b e   d e s i g n e d   t o   a v o i d  a s i t u a t i o n   i n  
wh ich   t he  SDR was u s e d   o n l y   i n f r e q u e n t l y   i n   f i n a n c i n g   p a y m e n t s   i m b a l a n c e s .  
I n   a n y   e v e n t ,  e m p h a s i s  s h o u l d   b e   p l a c e d   o n   i m p r o v i n g   i n c e n t i v e s   r a t h e r  
t h a n  on i n t r o d u c i n g   r e s t r i c t i o n s .  

Mr. P g r e z   n o t e d   t h a t   t h e   s t a f f   p a p e r s  had   presented  some s u g g e s t i o n s  
t o   i n c r e a s e   t h e   l i q u i d i t y   a n d   u s e f u l n e s s  of t h e  SDR and  enhance i t s  
a t t r a c t i v e n e s s  as  a component of m o n e t a r y   r e s e r v e s .  Mr. P o l a k  had a l s o  
made a v a l u a b l e   c o n t r i b u t i o n   t o   t h e   p r e s e n t  discussion. The pape r  on 
v o l u n t a r y   t r a n s f e r s   p o i n t e d   o u t   t h e   e f f o r t  made by t h e   s t a f f  i n  t h e   p a s t  
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few  years to create an active  market  for  the SDR. The staff  had  suggested 
ways  to  increase  the  number  and  magnitude of transactions  that  could 
enhance  the  liquidity  of  the SDR, a key issue if its  attractiveness as a 
reserve  asset  was  to be  improved. The dominant  factor  contributing  to  the 
growth of SDR transfers  had  been  the  increase  in  Fund  financial activities 
and  the important  role of  the SDR in Fund  transactions  and  operations. 
The large  number of  Fund arrangements  agreed  upon in the  past few years, 
together  with  the  growing  amounts of financing  involved,  would  ensure an 
active  market  for  the SDR in future  years  in  connection  with  the  settle- 
ment of charges and repurchases  associated  with  those  arrangements. In 
addition,  given the large  external  imbalances in a  significant  number of 
member  countries  and  the  role  of  the  Fund  in  helping  those  countries, 
there  would  clearly  be an active  market  for the SDR in the  near  future. 

Although  the  timetable  for  repurchases  and  the settlement of charges 
was, to some  extent,  limited by  the financial  constraints  felt by  coun- 
tries  undertaking  Fund  arrangements,  the  staff  should,  within  existing 
margins,  give  due  regard  to an optimal  distribution of Fund  financing 
operations  to  ensure  that  the  number  and  magnitude  of  transactions  would 
be  properly  distributed  throughout  the year, thus  assuring  that  the 
market  for  the SDR would  be  operative  on  most  working days, Mr. PGrez 
considered. In that manner, the  waiting  list  for  buying  or  selling SDRs 
would  be reduced, and  the concerns of those  members  holding SDRs about 
the relative  liquidity  would  be  dispelled. In addition to exhausting  the 
possibilities  for  increasing  the  liquidity of  the SDR through  Fund  opera- 
tions, the  institution  should a l so  try t.o increase  the  number of SDR 
operations  and  activities  outside  the Fund, one of the  most  promising 
avenues to ensuring an active  market  for  the  asset. The use  of SDRs for 
foreign  exchange  market  intervention,  a  possible  activity in the  interim 
exchange  rate system, and  the  use of the SDR as a  unit of account in 
international  trade  and  in  designating  financing  obligations  and  instru- 
ments  would  increase  demand  for  the  asset  and  its  liquidity. 

He welcomed  the  active  role  taken by  the staff in helping members to 
arrange  desired  transactions  in S D R s ,  which  had  resulted  in  the  establish- 
ment  of  a  variety of standing,  selling,  and  buying  arrangements, Mr. P6rez 
remarked. In particular,  the  two-way  arrangement  agreed  with  Austria was 
a  positive  development, and  similar  agreements  with  a  few of the  largest 
industrial  countries  could  contribute  to  reducing  the  need  for  designation 
and  increasing  the  liquidity of the SDR. 

The staff  paper  on  approaches  to  influencing  the  share of SDRs in 
members'  international  reserves  dealt  with  the  issue of how to decrease 
the  perceived  burden  associated  with  excess  holdings  of S D R s  by some 
members, Mr. P6rez noted. The staff  proposed  three  lines of action: 
regulation,  economic  incentives, and a  combination of  both. For  those 
members  that  believed  that  the SDR should  become  the  principal  reserve 
asset in the system, the only  way  to  enhance  the SDR's attractiveness was 
through  economic  incentives.  Regulation,  although  necessary  at an interim 
s tage,  was not a promising approach, as it conveyed  the  impression  that 
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t h e   s y s t e m   h a d   t o   b e   f o r c e d  t o  a c c e p t   t h e   a l l o c a t e d  SDRs. N e v e r t h e l e s s ,  
i t  s h o u l d   b e   r e c o g n i z e d   t h a t   e n h a n c i n g   t h e  SDR t h r o u g h   i n c e n t i v e s   w o u l d  
t a k e  time. I n   t h e  meantime, a c t i o n  was necessa . ry  t o  overcome  the   p roblems 
p e r c e i v e d  by  some members t h a t   p r e v e n t e d  a resumpt ion   of  SDR a l l o c a t i o n s .  

Of t h e  two t y p e s   o f   r e g u l a t i o n s   c o n t e m p l a t e d   i n   S c h e d u l e  G o f   t h e  
A r t i c l e s  of   Agreement ,   he   favored   the   formulas   based  on S e c t i o n   l ( b ) ,   t h e  
r e g u l a t i o n  of SDR h o l d i n g s   i n   r e l a t i o n   t o  t o t a l  r e s e r v e s ,  as t h e y   t o o k  
i n t o   a c c o u n t   t h e   b a l a n c e  o f   paymen t s   s i t ua t l , on   o f   t he   coun t ry   conce rned  as  
well as t h e  amount of r e s e r v e s  a t  a g i v e n   p o i n t   i n  time, Mr. P Q r e z   i n d i -  
c a t e d .  The   approach   explored  by Mr. P o l a k   d e m o n s t r a t e d  how t h a t   c o u l d   b e  
done. He s u p p o r t e d  Mr. P o l a k ' s   r e q u e s t   t h a t   t h e   s t a f f   e x p l o r e   f o r m u l a s  
a l o n g   t h e   l i n e s  of h i s   p r o p o s a l   a n d   t h e  ways i n  which a r u l e   m i g h t   b e  
d e f i n e d .  

An expans ion  of t h e   p o t e n t i a l   u s e s  of t h e  SDR s h o u l d   b e   t h e   f i r s t  
s t e p   w i t h   r e s p e c t   t o   t h e   i n c e n t i v e s   a p p r o a c h ,  Mr. P Q r e z   s t a t e d .   T h e   s t a f f  
had r i g h t l y   i d e n t i f i e d   t h e   o p t i m a l   o f f i c i a l  r a t e  f o r   t h e  SDR as  t h e   i n t e r -  
es t  r a t e  t h a t  w o u l d   b e   f r e e l y   d e t e r m i n e d   i n  a m a r k e t   f o r   o f f i c i a l  SDRs. 
T h e r e f o r e ,   t h a t   m a r k e t   s h o u l d   b e   e x p a n d e d   a n d   t h e   r a n g e   o f   a c t i v i t i e s   f o r  
which   the  SDR might  be used  widened.   However ,   such  developments   would 
t a k e  time, and i n  t he   mean t ime ,   t he  Fund shou ld   s tudy   whe the r  a modi f ica-  
t i o n  of t h e  SDR b a s k e t   i n   o r d e r  t o  i n c r e a s e  i t s  y i e l d   c o u l d   i m p r o v e   t h e  
a t t r a c t i v e n e s s  of t h e  asset .  

Mr. Romugldez  commented t h a t   t h e   i n c r e a s e  i n  v o l u n t a r y  t ransact ions 
of SDRs s i n c e   t h e   s e c o n d  amendment  of t h e  Articles of  Agreement  had  been 
l a r g e l y   r e l a t e d   t o   a n   i n c r e a s e   i n  members' t r a n s a c t i o n s   w i t h   t h e  Fund  and 
t o  an  i n c r e a s e   i n   w i l l i n g n e s s   t o   u s e  SDRs t o  make t h o s e   t r a n s a c t i o n s .  
Most v o l u n t a r y   t r a n s a c t i o n s   h a d   o c c u r r e d   i n   t h e   p e r i o d   i m m e d i a t e l y   p r i o r  
t o  t h e  payment  of SDR c h a r g e s ,   a n d   d u r i n g   t h a t   p e r i o d   t h e  SDR had  been 
r e l a t i v e l y  more l i q u i d   i n   t h e   s e n s e   t h a t   t h o s e   w i s h i n g  t o  u n d e r t a k e  
v o l u n t a r y   t r a n s a c t i o n s   h a d   l a r g e l y   b e e n   a b l e   t o   d o  so .  The  development 
of s t a n d i n g   a g r e e m e n t s   t o   b u y   o r  s e l l  SDRs h a d   i n c r e a s e d   t h e   l i q u i d i t y  of 
t h e  SDR o u t s i d e   t h o s e   p e r i o d s   a n d   h a d   r e d u c e d ,   a l b e i t   t o  a l i m i t e d   e x t e n t ,  
t h e   r e l i a n c e   o n   t h e   d e s i g n a t i o n   p r o c e s s .  The d e c i s i o n  of  one member t o  
e n t e r   i n t o  a s t and ing   ag reemen t   t o   buy   and  s e l l  SDRs a n d   t h e   i n c r e a s e d   u s e  
of SDRs by  members f o r   r e p u r c h a s e s  were welcome  developments  that   would 
e n h a n c e   t h e   l i q u i d i t y  of t h e  SDR a n d   t h e   w i l l i n g n e s s  of members t o   h o l d  
SDRs. He would a l s o  welcome t h e   f u r t h e r   d e v e l o p m e n t  by t h e   s t a f f  of volun-  
t a r y   t r a n s a c t i o n s   i n  SDRs. He was p a r t i c u l a r l y   e n c o u r a g e d   t o   l e a r n   f r o m  
Mr. P o l a k  of t h e  N e t h e r l a n d s   v i e v s  on  v o l u n t a r y   t r a n s a c t i o n s .  He hoped 
t h a t   t h e   l a r g e r   i n d u s t r i a l   c o u r . c r i e s  w o u l d   r e s p o n d   p o s i t i v e l y   t o  t h e  
N e t h e r l a n d s   c h a l l e n g e .  A m a r k e t   l a r g e   e n o u g h   t o   e n h a n c e   e f f e c t i v e l y   t h e  
l i q u i d i t y   o f  t h e  SDR would  develop o n l y  i f   t h e r e  were a n   a c t i v e  demand 
f o r  SDRs mot iva t ed  by a p r e f e r e n c e   t o   h o l d  t h e  a s s e t   w i t h o u t   r e f e r e n c e   t o  
t h e  need t o   u s e  i t  i n   t r a n s a c t i o n s  w i t h  t h e  Fund. 

The s t a f f   d i s c u s s e d  why a r e d i s t r i b u t i o n  of SDR h o l d i n g s ,  more i n  
l i n e  w i t h  c u m u l a t i v e   a l l o c a t i o n s ,   m i g h t  be d e s i r a b l e  i n  t h e   l o n g e r  term, 
Mr. Rornugldez n o t e d .  The main reason  p r e s e n t e d  by t h e  s t a f f  was t h a t  t h e  
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p r e s e n t  SDR sys t em  had   pe rmi t t ed  a s u s t a i n e d   n e t   u s e  of S D R s  by a sig- 
n i f i c a n t   a n d   g r o w i n g  number  of  members, r e s u l t i n g   i n  a n e t   t r a n s f e r   o f  
r e s o u r c e s   f r o m   n e t   h o l d e r s  of S D R s  t o  n e t   u s e r s   o f  S D R s .  Tha t   permanent  
r e s o u r c e   t r a n s f e r   h a d   i m p o s e d   c o s t s   o n   t h e   n e t   h o l d e r s   o f  S D R s  by 
a d v e r s e l y   a f f e c t i n g   t h e   l i q u i d i t y   a n d   a t t r a c t i v e n e s s   o f   t h e i r  SDR hold-  
i n g s .   T h a t   f a c t ,   t o g e t h e r   w i t h   t h e   n a t u r a l   d i s a d v a n t a g e s  of t h e  SDR 
v i s - ; - v i s   t h e   m a i n   r e s e r v e   c u r r e n c i e s - - p e r c e i v e d   c o s t s   i n  terms o f   t h e  
l i q u i d i t y ,   o p e r a t i o n a l   u s e s ,   a n d   r e p o r t i n g   r e q u i r e m e n t s - - h a d   d i s c o u r a g e d  
members  from f r e e l y   a c q u i r i n g   a n d   h o l d i n g  SDRs. The  paper   sugges ted   ways  
t o   a c h i e v e  a m o r e   e v e n   d i s t r i b u t i o n   o f  SDR h o l d i n g s ;   b y   i n t r o d u c i n g  a 
r e c o n s t i t u t i o n   r e q u i r e m e n t ,   o r   e c o n o m i c   i n c e n t i v e s   t o  increase t h e  a t t rac-  
t i v e n e s s  of t h e  SDR,  o r  some combina t ion   o f   t he  two. T h a t   d e b a t e  was n o t  
new. I n  1980, the  Board  had  decided t o  a b a n d o n   t h e   r e c o n s t i t u t i o n  
r e q u i r e m e n t   i n   f a v o r  of i n c r e a s i n g   t h e   a t t r a c t i v e n e s s  of t h e  SDR. The 
p a p e r s   c u r r e n t l y   b e f o r e   t h e   B o a r d   a d d r e s s e d   b a s i c a l l y   t h e  same i s s u e s .  

R e c o n s t i t u t i o n ,   i n   a n y   g u i s e ,   h a d  a number  of  drawbacks  that   had 
b e e n   r e c o g n i z e d   f o r  some time, Mr. RomuGldez p o i n t e d   o u t .  I t  imposed a 
requi rement   on   the   use   o f  S D R s  t h a t   d i f f e r e n t i a t e d   t h e  SDR f r o m   o t h e r  
r e s e r v e   a s s e t s .  It had  been  argued  that   development.   of S D R s  m i g h t   b e s t  
be   s e rved  by i m p r o v i n g   o t h e r   a s p e c t s  of t h e  SDR a n d   t h a t   r e c o n s t i t u t i o n  
c o u l d   a f f e c t   t h e  S D R ' s  mone ta ry   cha rac t e r i s t i c s .   Ano the r   p rob lem  more  
r e l e v a n t   t o   t o d a y ' s   s i t u a t i o n ,  was t h a t   t h e r e  was no a s s u r a n c e   t h a t  
c o u n t r i e s   i n  a r rears ,  on which  the  main  burden of r e c o n s t i t u t i o n  would 
f a l l ,  w o u l d   b e   a b l e   t o   r e c o n s t i t u t e   t h e i r  SDR h o l d i n g s .   T h o s e   c o u n t r i e s  
would f a c e  a t r ade -o f f   be tween   bu i ld ing  SDR r e s e r v e s   a n d   r e p a y i n g  exis t -  
i n g   c r e d i t o r s ,  a f a c t   t h a t  w o u l d   r e d u c e   t h e   l i k e l y   e f f e c t i v e n e s s   o f   a n y  
r e c o n s t i t u t i o n   p r o p o s a l .   I n  i t s  f a v o r ,   r e c o n s t i t u t i o n   w o u l d   r e q u i r e  
c o u n t r i e s   t o   r e s t o r e   t h e i r  SDR h o l d i n g s ,  a t  l ea s t  p a r t i a l l y ,  by r e d u c i n g  
t h e   p o t e n t i a l   f o r   p e r m a n e n t   r e s o u r c e   t r a n s f e r s   a n d  i t s  p o s s i b l e   a d v e r s e  
e f f e c t s  on  ad jus tmen t   and  t h e  l i q u i d i t y  of t h e  SDR. 

He had some d o u b t s   a b o u t   t h e   f e a s i b i l i t y  of t h e   r e c o n s t i t u t i o n  
a p p r o a c h   b a s e d   o n   c u m u l a t i v e   a l l o c a t i o n s   o w i n g   m a i n l y   t o   t h e   d i f f i c u l t i e s  
e x p e r i e n c e d   w i t h   t h a t   a p p r o a c h   i n   t h e  p a s t ,  Mr. Romugldez i n d i c a t e d .   T h e  
r e c o n s t i t u t i o n   r e q u i r e m e n t   i n   o p e r a t i o n   p r i o r   t o  1981 had r e q u i r e d  a 
minimum a v e r a g e  SDR h o l d i n g   o v e r  a p e r i o d  of time. W h i l e   t h a t   r e q u i r e m e n t  
gave a c o u n t r y   f l e x i b i l i t y   i n  i t s  u s e  of SDRs, i t  had a number  of  draw- 
backs. For   example,   members   that  made heavy  use of SDRs e a r l y   i n   t h e  
p e r i o d   w e r e   r e q u i r e d   t o   b u i l d   u p   t h e i r   a v e r a g e   h o l d i n g s   t o  much h i g h e r  
l e v e l s   t h a n   t h e   a v e r a g e  minimum requ i r emen t  l a t e r  i n  t h e   p e r i o d .  A s  a 
r e s u l t ,  a country  would be u n a b l e   t o  make use  of  i t s  SDRs i n  the  s h o r t  
r u n   r e g a r d l e s s  of i t s  p o l i c i e s .   F u r t h e r m o r e ,  members were r e q u i r e d   t o  
r e c o n s t i t u t e   t h e i r   h o l d i n g s   r e g a r d l e s s  of t h e i r   b a l a n c e  of payments 
p o s i t i . o n .  As a r e s u l t ,   r e c o n s t i t u t i o n  h a d   p r o v e d   d i f f i c u l t   t o   a d m i n i s t e r .  
C i r cums tances  had n o t   c h a n g e d   s u f f i c i e n t l y   t o  make t h a t  p r o p o s a l  a n y  more 
workable  a t  p r e s e n t .   I n   f a c t ,  owing t o   t h e   a r r e a r s   p r o b l e m ,  t h e  p r o p o s a l  
was p e r h a p s  less f e a s i b l e  t h a n  i t  h a d  been a t  t h e  beg inn ing  o f  t h e  decade .  
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The s t a f f   s u g g e s t e d   t h a t   r e c o n s t i t u t i o n   b a s e d   o n   t h e   n e t   u s e   o f   t o t a l  
non-gold   reserves   had  a number  of a d v a n t a g e s   o v e r   t h e   a p p r o a c h   j u s t  
ment ioned ,  Mr. Romuiildez observed .  It  w o u l d   p r e v e n t   t h e   d e p l e t i o n  of SDR 
h o l d i n g s   w h i l e   o t h e r   r e s e r v e s  were b u i l t   u p ,   a n d   c o u n t r i e s   i n   e x t r e m e   n e e d  
w o u l d   b e   a b l e   t o  make f u l l   u s e  of SDRs f o r  a l o n g e r  time. As w i t h   r e c o n -  
s t i t u t i o n  o n   a l l o c a t i o n ,   t h a t   p r o p o s a l   i n v o l v e d  a c o n s t r a i n t   b a s e d   o n  
a v e r a g e  SDR h o l d i n g s   o v e r  time. The   proposa l   seemed  more   f lex ib le   than  
r e c o n s t i t u t i o n   b a s e d  on a l l o c a t i o n s .  However, t h e   s t a f f   i m p l i e d   t h a t   a n  
i n c r e a s e   i n  members' o v e r a l l  demand f o r   r e s e r v e s  would r e q u i r e   a n   i n c r e a s e  
i n   t h e   s u p p l y  of SDRs. The s t a f f   i n d i c a t e d   t h a t  as demand f o r   r e s e r v e s  
wou ld   be   expec ted   t o   g row.ove r  time, s u c h   r e g u l a t i o n s   w o u l d   e n c o u n t e r  
c o m p l i c a t i o n s   u n l e s s  SDR a l l o c a t i o n s   k e p t   p a c e   w i t h  demand f o r   r e s e r v e s .  
By u s i n g   t h e  term "demand" f o r  reserves, h e   a s s u m e d   t h a t   t h e   s t a f f   m e a n t  a 
b u i l d u p  of r e s e r v e s ,   o r   n e g a t i v e   n e t   u s e  of r e s e r v e s .  Some members i n  h i s  
c o n s t i t u e n c y   o b j e c t e d   s t r o n g l y   t o   t h e   g e n e r a l   p r o p o s i t i o n   t h a t   a n   i n c r e a s e  
i n  t h e  demand f o r  reserves s h o u l d   b e   l i n k e d   t o  a n e e d   t o   i n c r e a s e   t h e  
supply   o f  SDRs. F o r   t h e   m o s t   p a r t ,  members w i s h i n g   t o   i n c r e a s e   t h e i r  
r e s e r v e   h o l d i n g s   c o u l d   d o  s o  v i a  access t o  t h e   c a p i t a l   m a r k e t s .  A c r i t e -  
r i o n   f o r   a n   a l l o c a t i o n  of SDRs remained a l o n g - t e r m   g l o b a l   n e e d   f o r  
r e s e r v e   s u p p l e m e n t a t i o n ,  a d i f f e r e n t   c o n c e p t   f r o m   a n   i n c r e a s e   i n   m e m b e r s '  
demand f o r   r e s e r v e s .   I n d e e d ,   i f  members d e s i r e d   t o   h o l d   h i g h e r   l e v e l s   o f  
r e s e r v e s   a n d   i f   t h e i r   d e s i r e ,   i n   g e n e r a l ,  was s a t i s f i e d  by t h e   c a p i t a l  
marke t s ,  as  i t  h a d   b e e n   o v e r   t h e   f i r s t   h a l f   o f   t h e   d e c a d e ,   t h e r e  was a 
d i m i n i s h e d   n e e d   f o r   a n   a l l o c a t i o n .  

One way a r o u n d   t h a t   d i f f i c u l t y   w o u l d   b e   t o   p l a c e  a maximum limit on 
t h e   r e q u i r e d   i n c r e a s e   i n  SDR h o l d i n g s   i n   r e s p o n s e   t o   a n   i n c r e a s e  i n  t o t a l  
r e s e r v e   h o l d i n g s ,  Mr. Romugldez  went  on. Mr. Polak  had  proposed  such a 
mechanism, by s u g g e s t i n g   t h a t   c o u n t r i e s   s h o u l d   r e c o n s t i t u t e  SDRs t o  a 
minimum pe rcen tage   o f   r e se rves   bu t   no t   beyond  a n  a v e r a g e   r a t i o  of h o l d i n g s  
of SDRs t o   c u m u l a t i v e   a l l o c a t i o n s .  Members  would n o t   b e   r e q u i r e d   t o  
accumula t e  SDRs once   ho ld ings   r eached  a ce r t a in  p e r c e n t a g e  of a l l o c a t i o n ,  
and  there  would  be no  need   fo r   t he   supp ly   o f  SDRs t o   i n c r e a s e   i n   l i n e   w i t h  
a n   i n c r e a s e  i n  r e v e n u e   h o l d i n g s .  

I n  sum, t h e   r e c o n s t i t u t i o n  proposals had some ser icss  drawbacks ,  
Mr. Romuiildez c o n s i d e r e d .  A p r o p o s a l   b a s e d  on t o t a l   r e s e r v e s ,   b u t   w h i c h  
l i m i t e d  t h e   r e q u i r e m e n t   t o   a c c u m u l a t e  SDRs t o  a p e r c e n t a g e  of a l l o c a t i o n ,  
seemed t o   h a v e  fewer d i sadvan tages   t han   one  based on c u m u l a t i v e   a l l o c a -  
t i o n s .  However, t ha t   p roposa l   wou ld  s t i l l  a l l o w   l o n g - t e r m   n e t   t r a n s f e r s  
of r e s o u r c e s  w h i l e  a member f a i l e d  t o   b u i l d   u p  i t s  r e s e r v e   l e v e l s .  As 
s u c h ,  i t  f a i l e d  t o  a d d r e s s   p r o p e r l y   o n e  of t h e   m a j o r   d i s a d v a n t a g e s  of 
u n c o n d i t i o n a l  SDR f i n a n c i n g - - i t s   p o t e n t i a l   t o   u n d e r m i n e   a d j u s t m e n t .  

S i n c e  t h e  second  amendment of t h e  A r t i c l e s  of Agreement,  there  had 
been  a s i g n i f i c a n t  improvement i n   i n c e n t i v e s  t o  hold  SDRs w i t h  the   a im 
of a c h i e v i n g   m o r e   e v e n   d i s t r i b u t i o n  of n e t   h o l d i n g s ,  Mr. Romu51dez n o t e d .  
Thus f a r ,   j u d g i n g  by t h e  t r e n d   i n   n e t  use of SDRs by members, t h a t  
approach  had met w i t h  l i m i t e d  s u c c e s s .  The s t a f f   p r o p o s e d  a numher o f  
a d d i t i o n a l   m e a s u r e s   t h a t   m i g h t   i m p r o v e   t h e   a t t r a c t i v e n e s s  of t h e  SDR: 
i n c r e a s i n g   t h e  SDR i n t e r e s t   r a t e ,   b r o a d e n i n g   t h e   u s e s  o f  t h e  SDR t o  
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i n c l u d e   f o r e i g n   e x c h a n g e   i n t e r v e n t i o n ,   i n c r e a s i n g   t h e   s c o p e   o f   p r e s c r i b e d  
h o l d e r s   t o   i n c l u d e   t h e ' c o m m e r c i a l   b a n k s ,   r e d u c i n g   t h e   r e p o r t i n g   r e q u i r e -  
ments on SDRs, and e l i m i n a t i n g   t h e   r . e q u i r e m e n t   t o   t r a n s a c t  a t  o f f i c i a l  
exchange rates. He a g r e e d   w i t h . . M , r .   P o l a k   t h a t   t h e   p r e s e n t   i n t e r e s t  ra te  
on t h e  SDR was, i n  p r i n c i p l e ,   c o r r e c t .   F u r t h e r m o r e ,   n o   r e a s o n a b l e  
i n c r e a s e   i n   t h e  SDR i n t e r e s t  rate was l i k e l y   t o   i n c r e a s e  members' w i l l i n g -  
n e s s   t o   h o l d  S D R s .  He was a l s o   s k e p t i c a l   a b o u t   t h e   o v e r a , l l   i m p a c t   o f   t h e  
o t h e r  measures aimed a t  b r o a d e n i n g   t h e   u s e  of S D R s ,  e x c e p t  3s a f u r t h e r  
s t e p   i n   t h e   g r a d u a l   d e v e l o p m e n t  of t h e  SDR as a reserve asset. He was 
not   convinced   tha t   any   economic   incent ives   a imed a t  i n c r e a s i n g  members' 
w i l l i n g n e s s   t o   h o l d  S D R s  w o u l d   b e   e f f e c t i v e   i n   p r e v e n t i n g   t h e   t y p e   o f  
long-term  use  of  SDRs t h a t  h a d   o c c u r r e d   i n   r e c e n t   y e a r s .   M o r e o v e r ,   u s e  
of economic   i ncen t ives   t o   compensa te   ne t   l ong- t e rm  ho lde r s   o f  SDRs would 
a l s o   b e   i n a p p r o p r i a t e ,  as  i t  would   imply   an   acceptance  of a long-term 
t r a n s f e r   o f   r e s o u r c e s   v i a  S D R s ,  a p r o p o s i t i o n   t h a t   t h e   I n t e r i m   C o m m i t t e e  
had r e c e n t l y   o p p o s e d .  

I n  sum, inc reas ing   t he   economic   i ncen t ives   o f   ho ld ing  S D R s  was 
u n l i k e l y   t o  be e f f e c t i v e   i n   t r e a t i n g   t h e   p r o b l e m  of t h e   l o n g - t e r m   n e t   u s e  
of SDRs, Mr. Romugldez  commented. Regu la t ion   wou ld   be   t he   on ly  way t o  
p reven t   l ong- t e rm  ne t   u se  of S D R s  a n d   t o   e n c o u r a g e   n e t   u s e r s   t o   r e c o n s t i -  
t u t e   t h e i r   h o l d i n g s .  However,  he was n o t   f u l l y   c o n f i d e n t   t h a t   r e g u l a t i o n  
w o u l d   p r o v e   e f f e c t i v e   i n   a c h i e v i n g   t h a t   g o a l .   G i v e n   t h e   c h r o n i c  arrears 
problem and t h e   i n h e r e n t   p r o b l e m s   a s s o c i a t e d   w i t h  a l l  r e c o n s t i t u t i o n  
p r o p o s a l s ,   r e g u l a t i o n   p r o b a b l y   h a d   n o   g r e a t e r ,   a n d   p e r h a p s   e v e n  less 
chance of succeed ing  a t  p r e s e n t   t h a n  i t  had i n  1980. 

The E x e c u t i v e   D i r e c t o r s   a g r e e d   t o   c o n t i n u e  t he i r  d i s c u s s i o n   i n   t h e  
a f t e r n o o n .  
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DECISIONS TAKEN SINCE  PREVIOUS BOARD MEETING 

T h e   f o l l o w i n g   d e c i s i o n s  were a ' dop ted   by   t he   Execu t ive   Board   w i thou t  
m e e t i n g   i n   t h e   p e r i o d   b e t w e e n  EBM/86/127 (8 /1 /86 )   and  EBM/86/128 ( 8 / 4 / 8 6 ) .  

2 .  JOINT COMMITTEE ON REMUNERATION OF EXECUTIVE DIRECTORS 
GOVERNORS' VOTE 

T h e   E x e c u t i v e   B o a r d   a p p r o v e s   t h e   r e p o r t  of t h e   S e c r e t a r y  
(EBAP/86/137,  Sup. 3 ,  8 /1 /86 )   on   t he   canvass  of v o t e s  of t h e  
G o v e r n o r s '   R e s o l u t i o n   w i t h   r e s p e c t   t o   r e m u n e r a t i o n   o f   E x e c u t i v e  
D i r e c t o r s   a n d   t h e i r   A l t e r n a t e s ,   w h i c h  i s  r e c o r d e d  as  f o l l o w s :  

T o t a l   a f f i r m a t i v e   v o t e s  
Total  n e g a t i v e   v o t e s  

T o t a l   v o t e s  cast  

A b s t e n t i o n s   r e c o r d e d  1/ 
O t h e r   r e p l i e s  - 2 /  

342,968 
452,126 

795,094 

84,346 
23 ,241  

T o t a l   r e p l i e s   9 0 2 , 6 8 1  

Votes  of members t h a t   d i d   n o t   r e p l y  - 3/ 34,94,4 

T o t a l   v o t e s  of members 937,625 

- 1/ A u s t r a l i a ,   B r a z i l ,   C h i l e ,   J a p a n ,   L e b a n o n ,  New Zea land .  
- 2 /  The  Bahamas, I n d i a .  
3 /  Antigua  and  Barbuda,   Burundi ,  D j i b o u t i ,  Ecuador ,  

E q G a t o r i a l   G u i n e a ,   E t h i o p i a ,   G a b o n ,  The  Gambia,  Ghana,  Guinea, 
Guinea-Bissau,  Guyana, Hai t i ,  I s l a m i c   R e p u b l i c  of I r a n ,   K u w a i t ,  
L i b e r i a ,   N i c a r a g u a ,   P e r u ,  Qatar, S t .  C h r i s t o p h e r   a n d   N e v i s ,  
S t .   L u c i a ,   S i e r r a   L e o n e ,   T r 2 n i d a d   a n d   T o b a g o .   T h e   S e c r e t a r y ' s  
communicat ion was n o t   s c n t   t o   D e m o c r a t i c  Kampuchea. 

D e c i s i o n  No. 8354-(86/128) ,   adopted  
August 1, 1986 
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3 .  EXECUTIVE BOARD TRAVEL 

Travel by Executive  Directors as set f o r t h   i n  EBAP/86/188 (7/31/86) 
i s  approved. 

APPROVED: April  21, 1987 

JOSEPH W. LANG, JR. 
Acting  Secretary 
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Indus tr ia l   Countr ie s  

UNITED  STATES 
UNITED  KINGDOM 
AUSTRLA 
BELGIUM-LUXEMBOURG 
DENMARK 
FRANCE 
G E R M A N Y  
ITALY 
NETHERLANDS 
NORWAY 
SWEDEN 
CANADA 
JAPAN 
FINLAND 
ICELAND 
IRELAND 
SPAIN 
AUSTRALIA 
NEW Z E A L A N D  

TOTAL 

Capltal   Exporting 
Developing Countries 

IRAN, I .R .  OF 
IRAQ 
KUWAIT 
W A N  
Q A T A R  
SAUDI  ARABIA 
UNITED A R A B  EMIRATES 
LIBYA 

TOTAL 

6,639 
1,030 

191 
345 
179 
819 

297 
569 
258 
224 
198 

1,926 
156 

99 
25 4 

6 
14,884 

I ,  408 

" 

283 

328 

104 
1 1  
19 

5 29 
68 
156 

1,215 

" 

4,900 
1 e91 3 

179 
502 
179 

1,211 
702 
530 

247 
779 

143 
16 

299 
471 
141 

14,438 

1,080 

168 

892 

87 

24 4 
68 
27 
6 

13 
196 
39 
59 
651 

29,220 

4,340 
4,414 
4,942 
24;206 
40,403 
14,125 
9,816 
12,670 
5,274' 
2,278 
24,325 
3,414 

2,676 
10,174 
5,251 
1 8 453 

21 0,875 

11,707 

187 

6.350 
5,614 
4,981 
993 
406 

22,764 
2,917 
5,375 
49,399 

1.36 
0.54 
1.07 
0.69 
1 .oo 
0.76 
1.16 
0.42 
1.07 
1.54 
0.91 
0.25 
2.16 
1.10 
0.02 

0.85 
0.60 
0.04 
1.03 

1.13 

1.34 

3.90 
1.74 
1.47 
2.70 
1.76 
2.66 
1.87 

" 

0.227 
0 .OB8 
0.'094.. 
0.078 
0.036 
0.034 
0.035 
0.021 
'0.058 
0.020 
0.043 
0.087 
0.079 
0.046 
0.002 
0 -037 
0.025 
0.054 
0.004 
0.071 

0.052 

0.021 
0.01 1 
0.046 
0.023 
0.023 
0.029 
0.025 

2,  475 
-596 

39 
-8 1 
27 
-98 
379 
-300 
119 
115 
15 

-464 
1,168 

35 
-1 4 
25 

-1 17 
-114 

2,614 

" 

121 
-58 

6 
8 

363 
35 

106 
662 

a2 

5,178 
444 

125 
-68 

-391 
-61 2 
-409 

79 
-375 
-39 

710 
-1 4 
-9 

-35 
-254 
20 
-67 

4,340 

- -26.' 

84 

1 1  
-281 
-1 U5 - 39 

-1  
-609 
-78 

-113 
-1 ,255 
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Cspltal Importlng 
Devcloplng  Countrlea 
w l t h  Recent Debt- 
Servlclng Problems 

Y UGOSLAV 1 A 
SOUTH AFRICA 
ARGENTINA 
BOLIVIA 
BRAZIL 
CHILE 
CJSTA R I C A  
DOMINICAN  REPUBLIC 
ECUADOR 
EL SALVADOR 
GUATEMALA 
HAITI 
IIUNUURAS 
#Ex I co 
MICARACUA 
PANAHA 
PARACUAX 
PERU 
URUGUAY 
VENEZUELA 
ANTIGUA  AND  BARBUDA 
GREYADA 
WXANA 
BELIZE 
JAMAICA 
S t .  LUCIA 
SURINAHE 
ECY F'T 
YEMEN ARAB REP. 
KAMPUCHEA, D M .  
PHILIPPINES 
VIFT NAH 
CENTRAL AFRICAN REP. 
CHAD 
CONGO 
ZAIRE 
BEN 1 W 
G W I A ,  fHE 
GHANA 
GUINEA-BIWU 
WlNEA 
COTE D'IUOIRE 
LIBERIA 
MADACASCLP. 
MALAWI 
UllLl  
PlAURITALWIA 
WOROCCO 
)(OZLKRIQOE 
NICER 
NIGERIA 
SENEGAL 
SIERRA LEOWE 

SUDAN 
SOMALIA 

TANZAMXA 
TOCO 
UCAHDA 
zatwlt 
VESTT.R# SAMOA 
R O W A N I A  

TOTAL 

135 
220 
318 
27 
359 
122 
24 
32 
33 
25 
28 
14 
19 

290 

26 
19 

. 14 
91 
50 
311 
" 

1 
15 

41 

8 
1 

136 
6 
15 
117 
48 
9 
9 

86 
10 

9 
5 
63 

18 
1 

9 
21 
19 
1 1  
16 

86 
10 

9 
157 
24 
17 
14 
52 
31 

29 
1 1  

68 
1 

76 
3,472 

" 

I 

997 
286 

i,236 
182 

9,654 
2.230 

" 

I 

" 

" 

" 

461 
" 

" 

654 j1° 0.60 
0.91 

164 

6 
96 

4.167 
426 

" 

2-l' . " - 
" 

" 

" 

89 0.44  
498  2.83 

159 0.n 
9,332 , 1.42 

15 
19  0.01 
3 
13 
147 
12 
21  0.10 
721 
270 3.76 

560  0.30 

13' 54 0.17 

1 ,663 " 

e 

" 

a 

" 

I 

" 

a - 
" 

46 0.37 
3 0.16 

173 
4 
2 

4 36 0.27 

- - 
" 

- 
4 
1 

55 
41 
20 0.10 
54 
105 

0.40 

124 

5 
i o  
2 

1 1  
I5 

27 0 0.01 
1 3  
182 
13 0.01 
181 

39,443 0.19 

- - - 
" 

- 
0 0 

1,518  0.01 
" 

- - - 
" 

" 

" 

" 

I 

0.002 
" 

" 

" 

" 

" 

0.093 
0.040 

" 

" 

0.002 
" 

" 

" 

0.131 
0.078 

0.084 
0.048 

0.001 

" 

" 

" 

- 
" - - 

0.036. 
" 

0.086 

0.063 

0.029 
0.077 
0.538 
0.001 
0.003 

e 

" 

" 

0.040 
0 
e 

0.016 

0.001 

0 .om 
0.073 
0.001 

a 

0.001 
0.01 1 

" 

" 

" 

" 

" 

" 

8.002 

0.001 

0.017 

" 

" 

" 

-1 32 
-187 
-27 1 
-23 
-304 
-103 
-20 
2 
-2 
-21 
-24 
-12 

-236 
-16 

-11 
-1 1 
n 

-78 - 29 
t 82 

-1 
-12 

-35 
-1 
-6 

-115 
18 

-1 3 
-6 4 
-4 1 
-6 
-4 

-13 
-7 

-8  
-4 - 36 
-15 
-1 

-32 
-18 
-16 
-9 

-1 2 
- 4  

-73 

-8 
-1 33 
-21 
-15 
-12 
- 4 9  
-n 
-9 
-25 
-58 

-65 
- 1  

-2,289 

" 

" 

" 

-50 
-1 0 

-1 12 
-9 

-482 
- 1 1  1 
-23 
13 
-7 

-14 
-8 

-5 

-21 
7 
14 

-83 
5 

-15 
-1 
-1 

-1 
-7 
-1 

-36 

" 

-223 

" 

" 

10 

7 
-1 
-1 
1 
1 
-8 

e 

" 

" 

-5 
I 

e 
" 

" 

-3 
-2 
1 
1 

-5 

-6 
-75 

a 

" 

" 

" 

-1 

-1 3 
-1 

-1 
-9 
-1 
-9 

-1,310 



CapIra1  Importlng 
Developing Countrles 
NlthouC  Recent 
Debt-Servlclng 
Problems 

GREECE 
MALTA 
PORTUGAL 
TURKEY 
COLOHB I A 
UANAHAS, M E  
BARBAWS 
DOMINICA 
ST.  CHRISTOPHER 4 HEV. 
ST. VINCENT 
TRINIDAD AND TOBAGO 
BAHRAIN 
CYPRUS 
XSRIEL 
JORDAN 
LEBANON 

SYRIAN A R A B  REP. 
YEMEN. P.D. ACP. 

AFCHAHISTAN 
BANGLADESH 
BHUTAN 
BURMA 
SRI LAWKA 
I W D I A  
INDONESIA 
KOREA 

MALAYSIA 
LAOS, P.D.  REP. 

MALDIVES 
NEPAL 
PAKISTAN 
SINGAPORE 
THAILAND 
DJIBOUTI 
ALGER I A 
BOTSUANA 
BURUNDI 
CAMEROON 
CAPE VERDE 
COMROS 
EOUATORIAL CUIMEA 
ETHIOPIA 
GABON 
KENYA 

HAURlTIUS 
LESOTHO 

ZlMBABNE 
RNANDA 
SA0 TOWE Ib PRIIlCIPC 
SEYCMELLCS 
SWAZILAND 
TUMISIA 
3URfiINA FASO 
SOLOMON ISLAHDS 
F I J I  

PAPUA NEW GUIWEA 
TONGA 
CHINA.  PEOPLE'S  REP. 
HUNGARY 

v w a r u  

TOT A L 

1011 
1 1  
53 
112 
114 
10 
8 
1 
" 

" 

46 
6 
19 
106 
17 
4 
23 

27 
37 

47 

43 

681 
11 

239 
73 
9 

139 

8 
110 
16 
85 
1 

129 
I 
14 
24 
1 

6 
1 

1 1  
14 
37 

4 
16 
10 
18 
1 

6 
34 
9 
1 
7 

3 

2 31 

2,872 

" 

" 

" 

" 

" 

" 

899 
790 

1.270 
961 

176 
127 

3 
a 

13 
1,027 

542 
3.350 
385 
918 
181 
181 
269 
306 

a 

41 1 
31 

5,845 
4,529 
2.612 

1 9 452 

1,511 

" 

4,472 
4 

51 

1 1,695 
1.904 

735 

a 

2.566 
713 
27 
9 
I 
r 
I 

248 
135 

356 

n 
40 

85 
103 

I 

a 
76 
212 
12l 
33 
119 
10 
37 6 

a 

11,588 
2,840 
66,658 

3.51 
0.29 

" 

" 

" 

0.03 
" 

" 

a 
" 

2.33 
2.20 
0.01 

1.30 

0.10 
0.08 
0.47 
0.25 

c- 

0 .  a0 

I - 
0.45 
0.21 
0.50 

0.16 
0.07 

0.18 
4.00 
0.02 
0.31 
0.98 
2.22 
0.01 
0.17 
0.16 
0.29 
0.53 
0.02 
0.15 
0 -02 
0.26 

1.29 
0.60 
0.06 
0.02 
0.04 
0.01 
0.60 
1.18 
0.74 

0.63 

1.86 

0.so 

" 

" 

" 

" 

0 

a 

a 

0.044 
0.012 

" 

" 

0.002 
" 

" 

" 

I 
" 

0.105 
0.009 
" 

I 

0.051 

0.013 
0.002 

0.046 
0.015 

0.039 

0.001 

0.052 
0.01 1 
0.014 
0.833 
0.024 
0.005 
0.001 
0.033 
0.006 
0.001 

0.049 
0.01 4 
0.004 
0.452 

I 

" 

I 

D 
I 
a 

0.001 
0 * 008 
0.002 
0.025 
0.001 
0.155 
0.079 

0.001 
0.003 
0.002 
0.014 
0.023 
0.093 
0.016 
0.016 

0.038 

I 

m 

" 

0.022 

-88 
30 
-30 
-95 
-97 
-8 
-7 
-1 
" 

" 

68 
8 

-16 
-90 
8 
-2 
-17 
-28 
-10 
-28 

-37 
-60 
-273 
-152 
-26 
-8 

-1 3 

-7 
-1 20 
52 
-7 1 
-1 
16 
6 

-12 
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