SPECIAL DRAWING RIGHTS

pecial drawing rights (SDRs) were created in 1969
as an international reserve asset to supplement other
reserve assets whose growth was inadequate to finance
the expansion of international trade and finances under the
Bretton Woods system in the postwar period and to support
the Bretton Woods fixed exchange rate system. The creation
of the SDR was intended to make the regulation of inter-
national liquidity subject, for the first time, to international
consultation and decision. The SDR is not a currency, nor
is it a claim on the IME Instead, it is a potential claim on
the freely usable currencies of IMF members. The IMF may
allocate SDRs unconditionally to members (participants)
who may use them to obtain freely usable currencies in
order to meet a balance of payments need without under-
taking economic policy measures or repayment obligations.
After a brief introduction to the background and char-
acteristics of the SDR, Sections 4.2 and 4.3 of this chap-
ter describe the methods used to value the SDR and
determine its yield (SDR interest rate). Section 4.4 then
reviews the rules for allocation and cancellation of SDRs.
Section 4.5 outlines the operations of the SDR Depart-
ment and the nature and evolution of voluntary SDR trad-
ing arrangements, highlighting the key role of the IMF.
Finally, Section 4.6 highlights the separation between the
IMF’s General and SDR Departments as shown in the SDR
Department’s balance sheet.

4.1 BACKGROUND AND
CHARACTERISTICS OF THE SDR

The Bretton Woods fixed exchange rate system came under
pressure during the 1960s because it did not have a mecha-
nism for regulating the growth of reserves to finance the
expansion of world trade and financial development. Gold
production was an inadequate and unreliable source of
reserve supplies, and the continuing growth in global
U.S. dollar reserves required a persistent deficit in the
U.S. balance of payments, which itself posed a threat to
the value of the U.S. dollar. The international community
decided to create a new international reserve asset under the
auspices of the IMF (Box 4.1).

Following the creation of the SDR, the SDR Depart-
ment was established within the IMF to conduct all SDR
transactions. The SDR is an interest-bearing interna-
tional reserve asset created by the IMF to supplement
existing reserve assets and can be held and used only by

participants in the SDR Department, by the IMF through
the General Resources Account (GRA), and by certain
designated official entities referred to as “prescribed hold-
ers” (see Section 4.5.1).

The IMF Articles of Agreement require that the General
Department and the SDR Department be kept strictly sepa-
rate. Any assets or property held in one department may
not be used to meet the liabilities, obligations, or losses of
the IMF incurred in the operations and transactions of the
other department except for the reimbursement of the Gen-
eral Department for expenses incurred in conducting the
business of the SDR Department.! A member of the IMF
need not be a member of the SDR Department, although
all current IMF members are also members of the SDR
Department. Participants” holdings of SDRs are part of their
international reserves, together with their holdings of gold,
foreign exchange, and reserve position in the IME. The SDR
is used almost exclusively in transactions with the IMF, and
it serves as the unit of account of the IMF and a number of
other international organizations.

The SDR’s value as a reserve asset derives from the com-
mitments of members to exchange SDRs for freely usable
currencies and to honor various obligations connected with
the proper operation of the SDR Department. SDRs are
not liabilities of the IME. The IMF helps ensure the SDR’s
claim on freely usable currencies by acting as an intermedi-
ary between holders of SDRs in a voluntary but managed
market. Members may also use SDRs outside this market to
acquire foreign exchange in a transaction by agreement with
another participant or group of participants. There is no
obligation under current Executive Board decisions for par-
ticipants to maintain any particular level of SDR holdings.

"' The IMF levies an assessment on each participant in the SDR
Department (in proportion to its net cumulative SDR alloca-
tions) at the end of each financial year to cover the expenses of
conducting the business of the SDR Department. As an example,
assessments for the financial year that ended April 30, 2014, were
0.000672840 percent of cumulative allocations (or SDR 1.4 million)
(see Appendix 1).

2In a series of decisions during 1979 and 1980, the Executive
Board prescribed that participants and other holders are free to
use SDRs among themselves in certain operations not otherwise
expressly authorized by the Articles of Agreement. These include
the use of SDRs in forward purchases or sales, swaps, settlement of
financial obligations, loans, pledges, or donations (grants), and as
security for the performance of financial obligations, among other
prescribed operations.
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Since September 1987, the SDR market has functioned
primarily through voluntary SDR trading arrangements
(VTAs). Under these arrangements, a number of members
and one prescribed holder have volunteered to buy or sell
SDRs as defined by their respective arrangements. In the
event there is insufficient capacity under the voluntary
trading arrangements, the IMF can activate the designa-
tion mechanism: IMF members with a strong balance of
payments and reserves position may be designated by the
IMF to purchase SDRs from members with weak external
positions. This designation mechanism serves as a backstop
to guarantee the liquidity and reserve asset character of the
SDR. Thus, the functioning of the SDR Department, like
that of the General Department, is based on the principle of
mutuality and intergovernmental cooperation.

The value of the SDR and its yield are defined according
to the prevailing exchange rate system. In the early years,
this was the Bretton Woods fixed exchange rate system,
but it has been a basket of currencies since 1974. The SDR
basket, as revised on January 1, 2011, consists of four freely
usable currencies: U.S. dollar, the euro, Japanese yen, and
pound sterling (Box 4.3). The SDR’s value is calculated daily
as the sum of specific amounts of the four basket curren-
cies valued in U.S. dollars, on the basis of exchange rates
quoted at noon each day in the London market (Box 4.4).
The U.S. dollar equivalent of the SDR is posted daily on the
IMF Finances website (www.imf.org/external/fin.htm).

The SDR interest rate was initially set at a fixed, below-
market level but is now market based and calculated
weekly. It is based on a weighted average of representative
interest rates on short-term debt in the money markets
of the SDR basket of currencies. Although both the valu-
ation and the yield of the SDR are linked to the prevail-
ing markets for their component exchange and interest
rates, there is no market for the SDR itself in which excess
supply or demand pressure can be eliminated by adjust-
ments in the price, or value, of the SDR. Rather, the IMF
itself manages the flows of SDRs to ensure liquidity in the
system.

Under certain conditions (Article XV(1) and Article
XVIII), the IMF may make a general allocation of SDRs to
members participating in the SDR Department in propor-
tion to their IMF quotas, subject to the approval of 85 per-
cent of the voting power of the IMF. As of April 30, 2014,
there have been only three general allocations of SDRs and
one special allocation (see Section 4.4). The last two allo-
cations occurred in 2009: one general allocation to meet a
long-term global need for reserves while helping to mitigate
the effects of the global financial crisis and a special alloca-
tion following the entry into force of the Fourth Amend-
ment to enable all members of the IMF SDR Department to
participate in the SDR system on an equitable basis. An allo-
cation of SDRs by the IMF provides each recipient country
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with a costless asset.” A member earns interest on its hold-
ings and pays interest on its cumulative allocations, but the
two interest rates are identical and the payments therefore
net out as long as the member’s cumulative allocations are
equal to its holdings of SDRs. Countries holding SDRs can
use these assets by exchanging them for freely usable cur-
rencies at a value determined by the value of the SDR basket.

Countries that use their SDRs—and therefore hold fewer
SDRs than their cumulative allocations—pay interest at the
SDR interest rate on the difference between their cumula-
tive allocations and their current holdings. Countries that
hold more SDRs than their cumulative allocations—and are
therefore net creditors in the SDR system—receive a corre-
sponding amount of interest on their excess SDR holdings.
The SDR Department maintains records on SDR transac-
tions, holdings, and allocations.

4.2 VALUATION OF THE SDR

There has been a high degree of stability in the method by
which the SDR is valued, which has been revised only to
reflect major changes in the roles of various currencies in
the world economy. The current criteria for SDR valuation
were adopted in 2000 following the introduction of the euro.
The 2000 decision modified criteria that had been in place
since 1980, when the SDR valuation basket was streamlined
from 16 to 5 currencies and before that the SDR was linked
to the value of gold.* The current SDR basket consists of four
currencies: U.S. dollar, the euro, Japanese yen, and pound
sterling.

4.2.1 SDR Basket

When the SDR was redefined as a basket of currencies in
1974, it comprised the 16 IMF members representing at
least 1 percent of world trade. At the same time, the inter-
est rate on the SDR was raised to 5 percent, consistent with

* From the perspective of the SDR Department, interest pay-
ments and receipts cancel out, and the net income of the SDR
Department is always zero, as illustrated in the financial statements
of the SDR Department.

*The SDR was initially defined as equivalent to 0.888671 grams
of fine gold because this was the par value of the U.S. dollar under
the Bretton Woods system; therefore, the SDR was also equivalent
to one U.S. dollar. When the dollar was devalued against gold in
1971, the SDR retained its nominal gold value and was dubbed
“paper gold” With the collapse of the Bretton Woods par value sys-
tem in 1973, most major countries adopted floating exchange rate
regimes. Because gold no longer played a central role as the anchor
of the international monetary system, the rationale for defining the
SDR in terms of gold was weakened, and in 1974 it was redefined
as a basket of currencies.


http://www.imf.org/external/fin.htm

a new policy under which the rate was set semiannually at
about half the level of a combined market interest rate that
was defined as a weighted average of interest rates on short-
term market instruments in France, Germany, Japan, the
United Kingdom, and the United States.

The 16-currency SDR basket was challenging to manage
as a unit of account because it was difficult and costly to rep-
licate and because it included some currencies that were not
widely traded. It was also a poor store of value because it had
a lower yield than substitute reserve assets. To address these
shortcomings, in 1981 the valuation of the SDR was simpli-
fied: it would be valued using the same five-currency basket
that determined the SDR interest rate, and the interest rate
itself would be equal to market rates. The valuation basket
was formally defined as the currencies of the five member
countries with the largest exports of goods and services over
the previous 5 years. As a result of these changes, both the
SDR valuation and SDR interest rate baskets were composed
of the five freely usable currencies recognized by the IMF at
the time: U.S. dollar, Japanese yen, Deutsche mark, French
franc, and pound sterling.

The five-currency basket was simple enough to be readily
replicable by financial markets while still ensuring a fairly
stable SDR value in the face of wide swings in exchange
rates. With the introduction of the euro in 1999, the
Deutsche mark and French franc were replaced in the SDR
basket with an equivalent amount of euros, but the relative
weight of the continental European currencies in the basket
was unchanged.

4.2.2 Current SDR Valuation Method

The IMF’s Executive Board reviews the SDR valuation every
5 years. These quinquennial reviews cover the currencies
to be included in the SDR valuation basket, determine the
relative weights of those currencies, and assess the financial
instruments that are used to calculate the SDR interest rate.
The reviews are based on criteria adopted by the Executive
Board, which can also be modified by the Executive Board.?
Reviews have been guided by long-standing principles that
aim to enhance the attractiveness of the SDR as a reserve
asset (Box 4.2). Following the introduction of the euro, the
Executive Board further refined the criteria for selection of
the SDR valuation basket (Box 4.3).

> Article XV, Section 2, provides that “the method of valuation
of the special drawing right shall be determined by the Fund by
a seventy percent majority of the total voting power, provided,
however, that an eighty-five percent majority of the total voting
power shall be required for a change in the principle of valuation
or a fundamental change in the application of the principle in
effect”
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The decision by the Executive Board in 2000 to require
that currencies in the SDR basket be freely usable princi-
pally reflected the role of the SDR as a supplementary official
reserve asset. Specifically, the level of a country’s exports of
goods and services is a necessary, but insufficient, condition
for inclusion in the valuation basket, given that a country’s
share of world exports is not necessarily a reliable indicator
of the extent to which its currency is used in international
transactions, nor an accurate gauge of the depth and breadth
of its financial markets. The requirement that a currency be
freely usable encompasses the level of the official reserves
denominated in that currency by other member countries
and also allows for consideration of several other indicators
of the breadth and depth of a country’s financial markets.
This requirement was also consistent with previous Execu-
tive Board decisions; for instance, one goal of the 1980 deci-
sion to reduce the number of currencies in the SDR basket
from 16 to 5 was to ensure that the basket’s currencies had
broad and deep foreign exchange markets, which is a key
element of the concept of a freely usable currency.

The method used to determine SDR currency weights
remained unchanged at the 2000, 2005, and 2010 reviews.
The weighting is based on a combination of the value of
exports and official reserves held by monetary authorities
outside of the country or the monetary union issuing the
respective currency, as shown in Table 4.1. Under each of
these decisions, the new SDR valuation and interest rate
baskets came into effect on January 1 of the following year.

The Executive Board decides every 5 years the initial
weights of the currencies in the basket, but the weights
change over time with exchange rate developments. Specific
currency amounts consistent with the initial weights are
tixed on the date on which the decision becomes effective
(Box 4.4). Subsequent daily valuations of the SDR are based
on these fixed currency amounts. Movements in exchange
rates alter the relative weights of the component currencies,
with appreciating currencies gaining a larger share in the
basket (Figure 4.1).

In October 2011, the Executive Board discussed options
for clarifying and possibly reforming the existing criteria
for broadening the SDR currency basket. Most Executive

Table 4.1 Currency Weights in the SDR Basket

(Percent)
2000 2005 2010
Review Review Review’
U.S. Dollar 45 44 41.9
Euro 29 34 374
Japanese Yen 15 1 9.4
Pound Sterling 1 1 11.3

Source: Finance Department, International Monetary Fund.

'In the 2010 review, the method of rounding was changed from
rounding to the nearest whole percentage point to rounding to one
decimal point.
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Figure 4.1 Actual Currency Weights in the SDR Basket, 200014’
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Source: Finance Department, International Monetary Fund.
"Daily data are through April 30, 2014.

Directors held the view that the current criteria for SDR
basket selection remained appropriate and that the bar for
SDR basket inclusion should not be lowered. Executive
Directors emphasized, however, that the determination of
free usability would need to rely importantly on judgment
framed by the definition of freely usable currency (Box 4.3)
set out in the Articles of Agreement. A number of Executive
Directors also stressed the importance of allowing changes
in the basket to keep pace with developments in the interna-
tional monetary system.

4.3 THE SDR INTEREST RATE

The SDR interest rate provides the basis for calculating
the interest charged to members on nonconcessional IMF
loans from the IMF’s general resources, the interest paid to
IMF members on their remunerated creditor positions in
the IMF (reserve tranche positions and claims under bor-
rowing agreements), and the interest paid to members on
their SDR holdings and charged on their SDR allocation.
The SDR interest rate is determined weekly and is based
on a weighted average of representative interest rates on
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short-term financial debt instruments in the money markets
of the SDR basket currencies.

The quinquennial reviews of the valuation method for the
SDR also include a review of the financial instruments used
to determine the SDR interest rate. The Executive Board has
agreed on two broad criteria:

 The financial instruments in the interest rate basket
should be broadly representative of the range of finan-
cial instruments that are actually available to investors in
a particular currency, and the interest rate on the instru-
ments should be responsive to changes in underlying
credit conditions in the corresponding money market.

 The financial instruments in the interest rate basket
should have characteristics similar to the official stand-
ing of the SDR itself—that is, they should have a credit
risk profile of the highest quality and be fully comparable
to that of government paper available in the market or,
in the absence of appropriate official paper, comparable
to the credit risk on prime financial instruments. Instru-
ments should also reflect the actual reserve asset choice
of reserve managers—for example, regarding the form
of the financial instrument, its liquidity, and its maturity.



Figure 4.2 Interest Rates on the SDR and Its Financial In
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The current benchmark rates for the four currencies are

as follows:*

o U.S. dollar: 3-month U.S. Treasury bills

o Euro: 3-month Eurepo

¢ These benchmark rates have remained unchanged since the
2005 review. In 2000, the representative interest rate for the Japanese
yen was changed from the 3-month rate on certificates of deposit to
the yield on Japan’s government 13-week financing bills. In keep-
ing with the shift to a currency-based system for SDR valuation,
the representative rate for the euro, the 3-month Euribor, replaced
the national financial instruments of France and Germany. This was
subsequently revised to the 3-month Eurepo.

o Japanese yen: 3-month Japanese Treasury discount bill

o Pound sterling: 3-month UK. Treasury bill.

The yields on these instruments are used to calculate the
SDR interest rate for each week (Box 4.5). Developments
in the SDR interest rate since the 2000 review are shown in
Figure 4.2.

4.4 ALLOCATIONS AND
CANCELLATIONS OF SDRs

Under the Articles of Agreement (Articles XV(1) and
XVIII), the IMF Executive Board may create unconditional
liquidity through general allocations of SDRs to member
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countries that participate in the SDR Department in pro-
portion to their IMF quotas. Such an allocation provides
each member with an unconditional international reserve
asset. If a member’s SDR holdings rise above its net cumu-
lative allocation, it earns interest on the excess. Conversely,
if it holds fewer SDRs than its net cumulative allocation, it
pays interest on the shortfall. The Articles of Agreement also
allow for cancellation of SDRs, although to date there have
been no cancellations. The IMF cannot allocate SDRs to
itself or to prescribed holders.

In its decisions on general allocations of SDRs, as prescribed
under the Articles of Agreement, the IMF has sought to meet
the long-term global need to supplement existing reserve
assets while promoting the attainment of the IMF’s purposes:
avoiding economic stagnation and deflation and preventing
excess demand and inflation. Decisions on general allocations
of SDRs are made for successive basic periods of up to 5 years.
The decision for a general allocation of SDRs follows a set pro-
cedure. First, if the Managing Director has determined that a
proposal for an SDR allocation has widespread support among
SDR members, he or she is required to make such a proposal
at least 6 months before the commencement of a basic period,
or within 6 months of a request for a proposal from the Execu-
tive Board or Board of Governors, or at such other times as
specified in Article XVIIL Second, the Executive Board must
agree with the proposal. Third, the Board of Governors has the
power, by a majority of 85 percent of its total voting power, to
approve or modify the proposal.”

SDR allocations are a form of unconditional liquidity.
Participants in the SDR Department do not have to meet
any specific requirements to receive their proportional share
in a general allocation. And, following such an allocation,
they have the right to use the newly allocated SDRs when
they have a balance of payments need or in order to adjust
the composition of their reserves to obtain currency from
other participants in transactions by agreement or if neces-
sary through the designation plan. There is no obligation
under current Executive Board decisions to maintain any
particular level of SDR holdings.® The SDR system therefore
provides members with access on demand to freely usable
currencies on an unconditional basis with no fixed maturity.

The procedures for a cancellation of SDRs are broadly the same
as for an allocation, except that cancellations are based on cumu-
lative allocations rather than on quotas. This ensures a uniform
proportionate reduction for all members regardless of the number
of allocations in which they have participated.

8 Before 1981, SDR Department participants were subject to a
“reconstitution requirement” under which each participant was
required to maintain its average daily holdings of SDRs at no less
than a specified percentage of its net cumulative allocation over a
5-year period ending each quarter. This initial specified percentage
was 30, but was reduced to 15 percent 2 years before the require-
ment was abrogated.
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General SDR allocations have been made only three times.
The first allocation was distributed in 1970-72 and totaled
SDR 9.3 billion; the second was distributed in 1979-81 and
totaled SDR 12.1 billion. After these two allocations, cumula-
tive SDR allocations totaled SDR 21.4 billion. The third gen-
eral SDR allocation was made on August 28, 2009, to meet
a long-term global need for reserves while helping mitigate
the effects of the global financial crisis. It was a sizable alloca-
tion, totaling SDR 161.2 billion, to help liquidity-constrained
countries address the fallout from the global crisis by limiting
the need for adjustment through contractionary policies and
by allowing greater scope for countercyclical policies in the
face of deflation risks. The use of additional SDR reserves,
rather than borrowed reserves, was considered to be more
conducive to systemic stability over the longer term.

In addition, the Fourth Amendment to the Articles of
Agreement became effective August 10, 2009, and provided
for a special one-time allocation of SDR 21.5 billion which
took place on September 9, 2009.° The purpose of the spe-
cial allocation was to enable all members of the IMF SDR
Department to participate in the SDR system on an equi-
table basis and to correct for the fact that countries that
joined the IMF after 1981—more than one-fifth of the
current IMF membership and notably many of the econo-
mies in transition—had never received an SDR allocation
at the time. The 2009 general and special SDR allocations
together raised total cumulative SDR allocations to about
SDR 204.1 billion.

The 2009 SDR allocations were relatively large and
resulted in a more than tenfold increase in SDR holdings
worldwide.'* The 2009 allocations contributed to a signifi-
cant increase in reserve coverage for all member countries.
Given their larger quota sizes, advanced economies received
most of the SDR allocation, 62 percent of the total. In con-
trast, when measured against economic size, the allocation
was proportionally largest for low-income countries, fol-
lowed by emerging market economies.

The allocations had an important impact on the currency
composition of countries’ reserves and on their reserve
management decisions. After the 2009 allocations, almost
30 percent of low-income countries and emerging market
economies opted either to sell some of the SDRs against cur-
rencies of other members or to use them for repayment to
the IMF between September and December 2009.

°In accordance with the Fourth Amendment, SDRs allocated as
part of a special allocation to participants with overdue obligations
to the IMF are allocated and placed in an escrow account within
the SDR Department and will be released to the participants on
settlement of all overdue obligations.

12This refers to the general SDR allocation of August 2009 and
the special allocation of September 2009, which together amounted
to SDR 182.6 billion.



4.5 OPERATION OF THE SDR
DEPARTMENT

4.5.1 Participants and Prescribed Holders

SDRs are allocated only to IMF members that elect to be par-
ticipants in the SDR Department and agree to observe the
obligations of participants. Since April 7, 1980, all members
of the IMF have been participants in the SDR Department.

SDRs may be used by IMF members and the IMF itself
in accordance with the Articles of Agreement and deci-
sions adopted by the IMF Executive Board and the Board of
Governors. SDRs cannot be held by private entities or indi-
viduals. Other holders of SDRs include the IMF, through
the General Resources Account (GRA) within the General
Department, and international organizations and monetary
institutions prescribed by the IME

The IMF has the authority to prescribe, as other hold-
ers of SDRs, nonmembers, member countries that are not
SDR Department participants, institutions that perform
the functions of a central bank for more than one member,
and other official entities. As of April 30, 2014, there were
15 organizations approved as “prescribed holders”' These
entities may acquire and use SDRs in transactions by agree-
ment and in operations with participants and other holders.
They may not, however, receive allocations of SDRs or use
SDRs in “transactions with designation” There is no general
provision for prescribed holders to initiate transactions in
SDRs with the General Resources Account.

4.5.2 Flows of SDRs and the Central Role of
the IMF

The Articles of Agreement authorize the exchange of SDRs
for currency among participants, and the Executive Board
has the power to authorize other operations. In exercising
this power, the IMF has adopted a number of decisions that
authorize a broad range of operations among SDR Depart-
ment participants and prescribed holders, including loans,
pledges, donations, swaps, and forward operations.'> The

"'The 15 prescribed holders are four central banks (European
Central Bank, Bank of Central African States, Central Bank of West
African States, and Eastern Caribbean Central Bank); three inter-
governmental monetary institutions (Bank for International Settle-
ments, Latin American Reserve Fund, and Arab Monetary Fund);
and eight development institutions (African Development Bank;
African Development Fund; Asian Development Bank; International
Bank for Reconstruction and Development and International Devel-
opment Association—respectively, the “hard” and “soft” loan entities
of the World Bank Group; Islamic Development Bank; Nordic Invest-
ment Bank; and International Fund for Agricultural Development).

2In practice, the bulk of SDR transactions consist of spot sales
and purchases of SDRs against freely usable currencies.

Special Drawing Rights

Articles of Agreement allow the exchange of SDRs for cur-
rency among participants. When used in such operations,
the SDR is a potential claim on the freely usable currencies
of IMF members; however, it is not a claim on the IME It
serves as the unit of account for the IMF and a number of
international organizations.

The SDR Department is self-financed, and its basic struc-
ture is relatively simple: it charges interest on members’ SDR
allocations at the same rate as the interest paid on their SDR
holdings. It is a closed system, with the interest payments
and receipts in the SDR Department canceling out overall.
The IMF determines the SDR interest rate weekly based on a
weighted average of representative interest rates on 3-month
debt in the money markets of the SDR basket currencies, as
discussed previously (Box 4.5).

The SDR is used extensively in transactions and operations
between IMF members and the General Resources Account,
which plays a significant role in the circulation of SDRs.

Inflows of SDRs in the General Resources Account
include (1) payments of charges on GRA credit, (2) interest
earned on the GRAs own SDR holdings and assessments for
the cost of conducting business with the SDR Department,
(3) repurchases by members in SDRs, and (4) payment of
the reserve asset portion (25 percent) of quota increases
(Box 4.6).

Outflows of SDRs from the General Resources Account
include (1) purchases under arrangements, (2) remuneration
payments on members’ reserve tranche positions, (3) repay-
ments of GRA borrowing (bilateral loan claims or claims
under the New Arrangements to Borrow), (4) interest on IMF
borrowing, and (5) sale of SDRs to members to pay charges
and assessments (Figure 4.3).

The IMF generally offers SDRs as an alternative to cur-
rencies in lending operations and transactions with mem-
bers. In practice, the majority of purchases, repurchases, and
loan drawings and repayments tend to be made in curren-
cies, whereas charges, remuneration, interest on loans, and
to some extent the reserve asset portion of quota payments
tend to be paid in SDRs. Members are not obliged to accept
SDRs in any transaction except replenishment, which is a
special procedure that the IMF could use to rebuild its hold-
ings of the currency of a participant in the SDR Department.
Members who obtain SDRs from the Fund may request to
convert these to a freely usable currency in transactions by
agreement with other members.

The main flows of SDRs into and out of the General
Resources Account are depicted in Figure 4.4, which shows
the relative proportions of these flows since 2004 and com-
pares them with the level of transactions among participants
and prescribed holders.

The IMF recycles the stock of SDRs held in the General
Resources Account in two main ways. First, SDRs are chan-
neled directly to debtor members who are making purchases
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Figure 4.3 Circulation of SDRs’
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?Reserve Asset Portion or 25 percent of members’ quota increase, which must be paid in reserve assets—that is, in SDRs or currencies specified by the IMF, or in any combination of SDRs and such currencies.
3Since 1987, voluntary transactions by agreement have ensured the liquidity of SDRs. In the event that there are not enough voluntary buyers of SDRs, the Articles of Agreement provide for a designation mechanism to guarantee

the liquidity of SDRs.

from the IMEF. Second, SDRs are channeled indirectly from
the holders of SDRs to other members who need to acquire
SDRs to make payments to the IMF (charges and repur-
chases). The IMF may also assist members in buying or
selling SDRs for reserve-management purposes. Such trans-
actions are carried out through the voluntary SDR trading
arrangements (see Section 4.5.4).

4.5.3 IMF SDR Holdings

The General Resources Account provides one of the mecha-
nisms for the circulation of SDRs, both to debtor members
in connection with their purchases from the IMF and to
creditor members through the payment of interest on IMF
borrowing and payment on remunerated reserve tranche
positions in the GRA. The GRA’s holdings of SDRs tend to
rise in the wake of reserve asset payments of quota increases
(Figure 4.5). The GRA rebalances its SDR holdings mainly
through transfers of SDRs for purchases under its quarterly
Financial Transactions Plan (see Chapter 2).
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4.5.4 Voluntary SDR Trading Arrangements

IMF members regularly need to buy SDRs to discharge their
obligations to the IMF or to replenish their SDR holdings.
They may also wish to sell SDRs in order to adjust the com-
position of their reserves. A participant or prescribed holder
may use SDRs freely, without representing a balance of pay-
ments need, to obtain an equivalent amount of currency in
a transaction by agreement.

Participants may conduct such transactions bilaterally
with any participant or prescribed holder. However, in prac-
tice, such transactions are made through a market in SDRs
coordinated by the IMF through voluntary trading arrange-
ments to buy and sell SDRs with a group of participants
and one prescribed holder (so-called market makers). The
role of the IMF in transactions by agreement is to act as an
intermediary, matching participants in this managed mar-
ket in a manner that meets, to the greatest extent possible,
the requirements and preferences of buyers and sellers of
SDRs. The voluntary trading arrangements allow the IMF



Figure 4.4 Selected SDR Transactions, 2004-14
(Billions of SDRs; as of April 30 each year)
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Source: Finance Department, International Monetary Fund.

Note: GRA = General Resources Account.

"Including distributions of the General Reserve attributable to windfall gold sales profits in October 2012 and
October 2013.
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Figure 4.5 IMF SDR Holdings, 2004-14
(Billions of SDRs; as of April 30 each year)
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Source: Finance Department, International Monetary Fund.

to facilitate purchases and sales of SDRs on behalf of any
participant or prescribed holder in the SDR Department
against freely usable currencies, subject to the constraint
that all transactions take place at the official SDR exchange
rate for the currency involved.

Since the 2009 SDR allocations, the voluntary SDR mar-
ket has been substantially expanded and has absorbed all
sales requests. The number of participants in two-way
arrangements has expanded and now stands at 32, includ-
ing 19 new arrangements since the 2009 SDR allocations
(Box 4.7) and includes both advanced economies and a
number of large emerging market economies.

The IMEF staff allocates requests for SDR sales and acqui-
sitions using informal modalities developed to produce
equitable burden sharing over time. Since the 2009 SDR
allocations, sales of SDRs have been allocated among most
market makers spanning four major geographical regions
(Figure 4.6). SDR holdings of some market makers are also
affected by operations unrelated to their participation in
voluntary trading arrangements, including the receipt of
remuneration, SDR interest payments, the use of SDRs for
Poverty Reduction and Growth Trust (PRGT) lending and
subsidy contributions, and the use of SDRs to pay quota
increases.” In general, market makers with relatively low
SDR holdings compared with cumulative allocations have
been used more extensively in SDR sales transactions. (Con-
versely, market makers with higher SDR holdings compared
with allocations have been used more in SDR acquisitions.)
Consistent with these informal burden-sharing modalities,
the IMF staff continues to seek the utilization of all arrange-
ments over time.

3 Other operations that have an impact on SDR holdings of
some members with voluntary trading agreements include the
settlement of charges, assessments, and commitment fees.
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Figure 4.6 SDR Sales: Participation by Market Makers
by Region, September 1, 2009-April 30, 2014
(Millions of SDRs)

Middle East and
Central Asia
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Hemisphere Asia and Pacific
% 24%

Source: Finance Department, International Monetary Fund.

Each two-way arrangement specifies a range of SDR
holdings within which transactions may be initiated, the
specific currencies to be exchanged, the minimum and
maximum amounts of individual transactions, and the
notice period required before initiating a particular trans-
action (Box 4.8).

The ranges of these voluntary trading arrangements have
been broadened considerably to ensure increased trading
capacity. New trading ranges are now defined as a percent of
the net cumulative allocations compared with the nominal
amounts used before 2009. Therefore, in the event of future
allocations, the absorption capacity will be able to expand
correspondingly. As of April 30, 2014, the SDR purchasing
capacity of voluntary arrangements was SDR 74 billion and
the selling capacity was SDR 33 billion.

Following the general allocation in August 2009 and a
special allocation in September 2009, there was an initial
surge in SDR sales. During the first 4 months following the
allocations, 16 countries sold SDR 2.9 billion. Since then,
voluntary SDR trading arrangements have continued to
facilitate sales. All SDR sales have been conducted through
the standing voluntary SDR trading arrangements. Many
countries have engaged in multiple SDR sales transactions
and a few—mainly low-income countries—have sold more
than 80 percent of their 2009 SDR allocations.

Certain operations of the Poverty Reduction and
Growth Trust (PRGT) are conducted in SDRs. The PRGT
receives part of its loan resources and contributions from
members in SDRs. At the request of the borrowing mem-
bers, the PRGT may also disburse loans in SDRs. In addi-
tion, most borrowing members choose to make interest
and principal payments on outstanding loans in SDRs. The
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Bank for International Settlements (BIS) conducts sales
on behalf of the PRGT to facilitate the disbursement of
loans in currencies funded with resources in SDRs. Eight
of fourteen loan and note purchase agreements that were
put in place after the 2009 reforms of Facilities for Low-
Income Countries provide for disbursements in SDRs and
amount to SDR 7.5 billion. The IMF has standing volun-
tary arrangements with all the member countries (or their
financial institutions) that lend SDRs to the PRGT, and
most lenders in SDRs have subsequently replenished their
SDRs by participating as a market maker in SDR sales
during the same period. Sales have also been conducted
to convert SDR contributions from members to the PRGT
Subsidy Accounts following the two distributions of the
general reserve attributable to windfall gold sales profits
in October 2012 and October 2013 (see Chapter 3).

Since September 1987, voluntary transactions by agree-
ment have ensured the liquidity of SDRs. However, in the
event that there are not enough voluntary buyers of SDRs,
the Articles of Agreement provide for a designation mecha-
nism to guarantee the liquidity of the SDR (Box 4.9). Des-
ignation plans have been adopted on a precautionary basis
during the period the voluntary market supported SDR
liquidity, but they can be activated if needed to ensure that
members with a balance of payments need can exchange
SDRs for freely usable currency.

4.6 FINANCIAL STATEMENTS OF
THE SDR DEPARTMENT

The strict separation of the General Department and the
SDR Department implies that their financial accounts
are maintained separately. The basic structure of the SDR
Department’s balance sheet is quite simple (Table 4.2).
Because interest payments and receipts cancel out for the
SDR Department as a whole, it is convenient to keep the
accounts on a net basis.

The asset side of the balance sheet shows the position
of debtors to the SDR Department—that is, members that
have exchanged some of their SDRs for freely usable cur-
rency and whose holdings of SDRs therefore fall short
of their net cumulative allocations. The accrued interest
receivable from these debtor members on the asset side is
the mirror image of the accrued interest payable to credi-
tors on the liability side.

Participants with holdings above allocations assume a
creditor position in the SDR Department, and their SDR
holdings in excess of their net cumulative allocations are
therefore liabilities of the SDR Department.' Interest

'* As are any holdings of prescribed holders and the IMF (Gen-
eral Resources Account), which do not receive SDR allocations.



Table 4.2 Balance Sheet of the SDR Department
(Millions of SDRs; as of April 30, 2014)

Special Drawing Rights

Assets

Liabilities

Net Charges Receivable 5
Participants with Holdings below Allocations

Allocations 128,099

Less: SDR Holdings 111,477
Allocations in Excess of Holdings 16,622
Total Assets 16,627

Net Interest Payable 5

Participants with Holdings
above Allocations

SDR Holdings 79,007

Less: Allocations 75,992
Holdings in Excess of Allocations 3,015
Holdings by the General 12,462
Resources Account
Holdings by Prescribed Holders 1,145
Total Liabilities 16,627

Source: Finance Department, International Monetary Fund.

payable to holders of SDRs is accrued and paid on a quar-
terly basis."

The income statement of the SDR Department is equally
straightforward (Table 4.3). The SDR Department’s income
consists of net charges from debtors and assessments paid
by members for the administrative expenses incurred in
operating the SDR Department. The SDR Department’s
expenses consist of net interest payments to the creditors
in the system and the reimbursement to the GRA for the
administration of the SDR Department. Because revenue
and expenditure are always equal, net income of the SDR
Department is always zero.

5 The balance sheet shows the last day of the financial year and
therefore shows the accrued interest and charges from February 1
to April 30. These amounts were settled on May 1, with the figure
reverting to zero to begin accruals for the following quarter.

Table 4.3 Income Statement of the SDR Department
(Millions of SDRs; as of April 30, 2014)

Revenue
Net Charges from Participants with Holdings below 16
Allocations
Assessment on SDR Allocations 1
17
Expenses
Interest on SDR Holdings
Net Interest to Participants with Holdings above 3
Allocations
General Resources Account 12
Prescribed Holders 1
16
Administrative Expenses 1
17

Other comprehensive income —
Total comprehensive income —
Source: Finance Department, International Monetary Fund.
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Box 4.1 Creation of the SDR

Gold was the central reserve asset of the international mone-
tary system created at the Bretton Woods conference in 1944.
Under the Bretton Woods system, the value of each currency
was expressed in terms of gold (its par value), and member
states were obliged to keep their currency’s exchange rate within
1 percent of parity. In practice, most countries fulfilled this obli-
gation by observing the par value against the U.S. dollar and by
buying and selling their currencies for U.S. dollars at that time,
while the United States undertook to buy and sell gold freely for
U.S. dollars at $35 a fine ounce, the par value of the U.S. dollar.
This was also the “official” price of gold, at which all IMF trans-
actions in gold were conducted.

In the immediate postwar period, the United States held
about 60 percent of the world’s official gold reserves. There was
widespread concern over a dollar shortage as war-devastated
countries sought to buy goods from the United States. These
needs were met through the large capital outflows from the
United States, which exceeded its current account surplus. This
net transfer of gold and dollars to the rest of the world helped
other countries rebuild their reserves. By the end of the 1950s,
European countries had largely recovered, and many had
made their currencies convertible, and the dollar shortage was
replaced by what some observers called a “dollar glut” In the
1960s an increasing number of countries sought to exchange
dollars for gold with the United States, reflecting their fear that
dollars were no longer “as good as gold”

IMF Financial Operations

The Bretton Woods par value system had an inherent flaw,
the so-called Triffin dilemma.! As long as the U.S. dollar was the
primary foreign exchange reserve asset, a growing level of world
trade and finance required a growing supply of dollars. An ever-
increasing stock of dollars, however, required a persistent deficit in
the U.S. balance of payments, which itself was a threat to the value
of the dollar. Official holders of dollars became concerned that the
value of their reserve assets might decrease relative to gold.

To resolve this some countries favored the creation of a new
reserve unit. The United States, concerned that such a unit
would compete with the dollar, preferred to build on the existing
automatic drawing rights (the gold tranche) in the IME In the
mid-1960s the ministers of the Group of Ten (Belgium, Canada,
France, Germany, Italy, Japan, Netherlands, Sweden, the United
Kingdom, and the United States) debated a plan to create “reserve
drawing rights” in the IME. Some European countries feared this
mechanism could be interpreted as a replacement for gold and
suggested instead the creation of “special” drawing rights. The
name stuck. A blueprint for the creation of the new international
reserve asset, the SDR, in amounts necessary to supplement sup-
plies of gold and foreign exchange reserves, was agreed at the Rio
de Janeiro meeting of the IMF Board of Governors in September
1967, and SDRs were first allocated by the IMF in 1970.

'Robert Triffin, Gold and the Dollar Crisis: The Future of Convertibility
(New Haven: Yale University Press, rev. ed., 1961).
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Box 4.2 Broad Principles Guiding SDR Valuation Decisions

A number of broad principles have guided decisions by the o The composition of the SDR currency basket should be
Executive Board pertaining to the valuation of the SDR since stable and change only as a result of significant develop-
the 1970s. The overall aim has been to enhance the attractive- ments from one review to the next.

f the SDR t.
ness ot the a5 @ reserve asse o There should be continuity in the method of SDR valua-

o The SDR’ value should be stable in terms of the major tion such that revisions in the method of valuation occur
currencies. only as a result of major changes in the roles of currencies

in the world economy.
o The currencies included in the basket should be represen- 4

tative of those used in international transactions.

o The relative weights of currencies included in the basket
should reflect their relative importance in the world’s trad-
ing and financial system.
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Box 4.3 Criteria for the Composition of the SDR Basket

In 2000, the IMF’s Executive Board defined the composition
of the SDR valuation basket in terms of the currencies to be
included rather than in terms of the country members whose
currencies would comprise the basket.

Currency Selection: The SDR basket presently comprises the
four currencies that are issued by IMF member countries, or by
monetary unions that include IMF members, with the largest
value of exports of goods and services during the 5-year period
ending 12 months before the effective date of the revision and
that the IMF considers freely usable currencies in accordance
with Article XXX(f).! Article XXX(f) defines a freely usable
currency as a member’s currency that the IMF determines (1) is
in fact widely used to make payments for international transac-
tions and (2) is widely traded in the principal exchange markets.
Rule O-3 stipulates that the IMF will determine the currencies
that are freely usable in accordance with Article XXX(f) and
that it will consult a member before placing its currency on, or
removing it from, the list of freely usable currencies.

In 1977, the IMF staff proposed the following criteria for
determining freely usable currencies:

o The assessment of the use of a currency for international
transactions should be based on the extent to which trade
in goods and services is paid for in that currency as well
as on the relative volume of capital transactions denomi-
nated in that currency. Given the limited data available,
however, the IMF staff suggested the use of shares in
members’” exports of goods and services and the currency
denomination of official reserve holdings as the relevant
indicators of the degree to which a currency was widely
used in international payments.

o The assessment of whether a currency was widely traded
in the principal foreign exchange markets should be based
on the volume of transactions, the existence of forward
markets, and the spread between buying and selling quo-
tations for transactions denominated in that currency. A
sufficiently deep and broad foreign exchange market was
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considered necessary to ensure that a member country
would be able to sell or buy a sizable amount of the cur-
rency at any time without occurrence of an appreciable
change in the exchange rate in the transaction.

In 1978, the Executive Board determined that the Deutsche
mark, French franc, Japanese yen, pound sterling, and U.S.
dollar were freely usable currencies. With effect on January 1,
1999, the euro was added to the list, and the Deutsche mark and
French franc were removed. More recently, in the context of the
2010 SDR review, the Chinese renminbi was considered to not
yet meet the criteria to be a freely usable currency.

Currency Weighting: The percent weight of each currency
selected reflects the following:*

 Reserves: The value of the balances of that currency held by
the monetary authorities of other members® at the end of
each year of the relevant 5-year period ending 12 months
before the effective date of the revision.

 Exports: The value of exports of goods and services of the
members or monetary unions as defined in the method
for currency selection.

Review: The currencies and their weights in the valuation bas-
ket must be reviewed every 5 years in order to keep the compo-
sition of the basket stable for at least that period of time, unless
the Executive Board decides otherwise.

'In the case of a monetary union, trade among members of the union is
excluded from the calculation.

*For currency i, its weight w; is given by

X=)X R=YR,

in which X = exports and R = reserve holdings, in levels in SDRs.

X, +R
o= ,
X+R

*Or, in the case of the currency of a monetary union, by the monetary
authorities of members other than those forming part of the monetary
union.



Box 4.4 Currency Amounts and Actual Daily Weights

Currency amounts are calculated on the last business day before
the date on which the new basket becomes effective. On that
day, currency amounts are derived from the weights decided by
the Executive Board using the average exchange rate for each
currency over the preceding 3 months. Currency amounts are
adjusted proportionally to ensure that the value of the SDR is
the same before and after the revision. The currency amounts

SDR Valuation
(SDR valuation as of April 30, 2014)

Special Drawing Rights

remain fixed for the subsequent 5-year period. As a result, the
actual weight of each currency in the value of the SDR changes
on a daily basis as a function of changes in exchange rates.
Shown below as an example are the calculation of the SDR in
terms of the U.S. dollar on April 30, 2014, and the correspond-
ing weights. Current valuation can be found on the SDR Valua-
tion page on the IMF’s website.

Initial Weight Currency Amount U.S. Dollar

Currency Decided in 2011 under Rule O-1 Exchange Rate’ Equivalent Actual Weight

U.S. Dollar 41.9 0.660 1.0000 0.66000 42.6

Euro 374 0.423 1.383 0.585009 37.8

Japanese Yen 94 12.1 102.57 0.117968 7.6

Pound Sterling 11.3 0.111 1.6821 0.186713 12.0
1.54969 100.0

USS$1=SDR 0.645290

SDR1 = US$ 1.54969

Source: Finance Department, International Monetary Fund.

TU.S. dollar for each currency unit except for the yen, which is expressed as currency units per U.S. dollar.
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Box 4.5 SDR Interest Rate Calculation

The SDR interest rate is calculated weekly by the IMF as the sum
of the yields on the respective financial instruments in the SDR
valuation basket in terms of SDRs, using the currency amounts
in the valuation basket as weights. The effective weights of the
financial instruments representing each component currency
therefore reflect the interest rates in each currency as well as the
exchange rates and currency amounts in the basket.

As for the valuation of the SDR, the currency amounts remain
fixed for the 5-year period following a quinquennial review and

revision of the valuation basket. As a result, the actual weight
of each financial instrument in the SDR interest rate changes
on a weekly basis as a result of changes in both interest rates
and exchange rates, as shown in the example below. Note that
these weights can differ from those in the valuation basket on
the same date (Box 4.4) because the weights in the interest
rate basket reflect changes in each currency’s interest rates and
exchange rates.

SDR Rates
(as of April 30, 2014)
Currency Amount Exchange Rate

under Rule O-1 against the SDR! Interest Rate? Product Actual
Currency (A) (B) (@] (A) x (B) x (C) Weight
U.S. Dollar 0.660 0.644967 0.0300 0.0128 10
Euro 0.423 0.892054 0.1815 0.0685 54
Japanese Yen 12.1 0.00630035 0.0660 0.0050 4
Pound Sterling 0.111 1.08464 0.3400 0.0409 32

Total 0.1272
SDR Interest Rate*  0.13 100

Source: Finance Department, International Monetary Fund.

'SDR per currency rates are based on the representative exchange rates used in the SDR valuation basket.

2Interest rate on the short-term (3-month) financial instrument of each component currency in the SDR basket expressed as an

equivalent annual bond yield.

3IMF Rule T-1(b) specifies that the SDR interest rate for each weekly period commencing each Monday must be equal to the combined
market interest rate as determined by the IMF. Under IMF Rule T-1(c), the combined market interest rate is the sum—as of the Friday
preceding each weekly period, rounded to the two nearest decimal places—of the product of each yield or rate listed above multiplied
by the value in terms of SDRs of the amount of the corresponding currency specified in Rule O-1, which states that the value of the SDR
shall be the sum of the values of the amounts of the currencies listed above. If a yield or rate is not available for a particular Friday, the
calculation must be made on the basis of the latest available yield or rate.
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Box 4.6 Borrowing SDRs for Payment of the Reserve Asset Portion of a Quota Increase

Members are required to pay 25 percent of their quota (includ-
ing any quota increases) in SDRs or currencies specified by the
IME or in a combination of SDRs and currencies. The balance
of any such increases is payable in the countries’ own currencies.

If the gross reserves and SDR holdings of members are low,
the IME if requested, may make arrangements to assist these
members in paying the reserve asset portion of their quota
increases. This is done by means of an intra-day SDR bridge
loan free of any interest, fee, or commission. The SDR bridge
loan mechanism functions as follows:

o The member borrows SDRs from a member willing to
lend SDRs.

o The member uses the borrowed SDRs to pay the reserve
asset portion of its quota subscription or quota increase.

o The member makes a reserve tranche purchase in the same
amount (that is, it pays in domestic currency equal to 25 per-
cent of the increase in its own quota) and receives SDRs.

o The member uses the SDRs received from the reserve
tranche purchase to repay the SDR loan to the lending
member on the same day.
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Box 4.7 Voluntary Trading Arrangements of Special Drawing Rights

Asia and Pacific: Australia, China, Japan, Korea, and New Zealand Voluntary SDR Trading Arrangements by Region
(as of April 30, 2014)

’,n\&?

nia, Spain, Sweden, Switzerland, and United Kingdom ’ ru;:-“-x
Middle East and Central Asia: Saudi Arabia w‘_

X

Europe: Austria, Belgium, Cyprus, Denmark, European Central
Bank, Finland, France, Germany, Greece, Ireland, Israel, Italy,
Malta, Netherlands, Norway, Portugal, Slovak Republic, Slove-

:&.{i
\
! n

L\ C

Source: Finance Department, International Monetary Fund.

Western Hemisphere: Canada, Chile, Mexico, and United States
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Box 4.8 Timeline to Buy or Sell SDRs under the Voluntary Trading Arrangements’

o T - approximately 10 business days: Member notifies the o T: Value Date for an SDR trade (sale or acquisition).

IMF with 11 SDRs.
with a request to buy or sell SDRs o TorT +1 business day: SDR seller confirms receipt of cur-

o T - approximately 5-10 business days: IMF arranges trade rency to IME

| t.
under a voluntary arrangemen o TorT +1 business day: IMF confirms debit to SDR seller.

o T - 5 business days: IMF sends advance notice to SDR

o TorT +1 business day: IMF confirms credit to SDR buyer.
seller, including amount and value date. " E =

o T - 2 business days: IMF instructs SDR buyer to pay freely

usable currency to seller.

) ) ! These settlement modalities apply to the majority of the voluntary SDR
« T - 2 business days: IMF advises SDR seller of expected trading arrangements. Payment instructions are always sent 2 business
payment of freely usable currency from buyer. days before the SDR trade (T - 2).
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Box 4.9 Designation Mechanism

Article XIX of the Articles of Agreement provides for a designa-
tion mechanism under which participants in the SDR Depart-
ment whose balance of payments and reserve positions are
deemed sufficiently strong must, when designated by the IMF,
provide freely usable currencies in exchange for SDRs up to
specified amounts. The designation mechanism ensures that, in
case of a balance of payments need, participants can use SDRs
to obtain freely usable currencies on short notice.

Each designation plan identifies participants subject to desig-
nation and sets maximum limits on the amounts of SDRs they can
be designated to receive during the next period (typically, quar-
ter). In practice, the list of SDR Department participants subject
to designation is the same as the list of members considered suffi-
ciently strong for inclusion in the quarterly Financial Transactions
Plan (see Chapter 2). The designation amounts for individual
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countries are calculated to promote a balanced distribution of the
excess SDR holdings over time. Specifically, each participant’s des-
ignation is calculated so that, if all participants were to accept the
designated amount, they would all achieve a low; relatively similar
“excess holdings ratio.” The excess holdings ratio is calculated as
the difference between the member’s actual SDR holdings and its
net cumulative allocation as a percent of its quota.

A participant’s obligation to provide currency in exchange
for SDRs under a designation plan is subject to a ceiling of
SDR holdings of not more than 300 percent of its net cumu-
lative allocation (acceptance limit), unless the participant and
the IMF agree to a higher limit. In order to provide a margin
of safety, the quarterly amounts of designation for individual
participants are taken as one-fifth of the calculated amounts of
designation for the next 2 years.
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