
ROLES AND FUNCTIONS OF SPECIAL DRAWING RIGHTS

Aug 1, The collapse of Bretton Woods system in and the shift of major Nonetheless, SDR allocations can play a role in
providing liquidity and.

Firstly, it is widely used in international transactions, including export quotas in the IMF members and the
number of official reserve assets which were in their own currencies. The reviews are also used to assess the
appropriateness of the financial instruments comprising the SDR interest rate SDRi basket. The role of private
SDR is still very small and actually there was a decline in its use as no new security issues or bank credits
were denominated in SDR during and  From October 1, , the benchmark rates for the five currencies are as
follows: 9 US dollar: three-month US Treasury bills Euro: three-month rate for euro area central government
bonds with a rating of AA and above published by the European Central Bank Chinese renminbi: three-month
benchmark yield for China Treasury bonds as published by the China Central Depository and Clearing Co. In
fact, its share in the total foreign exchange reserves had actually declined during the last decade. Many
countries are still not prepared to regard second line reserves in an international institution as equivalent to till
money. The value of the SDR is based on a basket of five currenciesâ€”the U. They can sustain such a budget
deficit because the world depends on the dollar for its day to day functioning. Of nearly 9. The value of the
SDR will be equal to the sum of the values of these currencies weighted as US dollar 42 per cent, Deutsche
mark 19 per cent, Japanese yen 15 per cent, French franc 12 per cent and Pound Sterling 12 per cent. It is true
that the scheme of SDRs in its present form and as applicable to developing economies has a good number of
limitations, which go to make this scheme, as such for them, of limited value. As a matter of fact, as a unit of
account it is widely used now, and to date its major and most popular use has been only as a unit of account.
While SDRs themselves are not currencies, and can only be accessed by members of the IMF, they play a
crucial role in maintaining macroeconomic stability and global growth by providing emergency liquidity and
credit when traditional methods fall short. Special drawing rights are also of great use to developing
economies firstly, by enabling them to maintain somewhat more adequate reserves; secondly, by enabling
them to maintain their economies on an even keel thereby saving them from abrupt shocks. They may also
wish to sell SDRs in order to adjust the composition of their reserves. Also, China is forced to buy more and
more United States treasury debt if it wants to keep its own economy afloat. Under these two uses, a
participant is expected to use its SDRs only to meet the requirements of balance of payments or in the light of
its overall exchange reserve position, but not for the sole purpose of changing the composition of exchange
reserves. SDRs can be exchanged for these currencies. The XDR resurfaced in when many countries were
wary of taking on more foreign exchange reserve assets denominated in U. The SDR was initially defined as
equivalent to 0. In the first basic period , SDRs 9. These amendments allowed participants: i To use their
SDRs to obtain currency in transactions by agreement with other participants bilateral transactions without
specific authorization by the Fund ; ii Allowed operations in which participants may use SDRs by agreement
without exchanging them directly for currency ; iii To use SDRs in interest payments and repayment of
principal ; iv To make loans of SDRs at interest rates and maturities agreed between the parties ; v To use
SDRs to settle financial obligations other than to make donations. The SDRi is determined weekly based on a
weighted average of representative interest rates on short-term government debt instruments in the money
markets of the SDR basket currencies, with a floor of five basis points. So far SDR  The SDR is also used by
some international organizations as a unit of account where exchange rate volatility would be too extreme. The
main difference is that SDRs are available automatically, whereas IMF had to be satisfied as to the fulfillment
of certain conditions in case of the use of ordinary drawing rights. Such an allocation provides each member
with an unconditional international reserve asset. For the time being, the private market for SDRs is still small
but more than a dozen commercial banks are presently actively accepting short-term currency deposits
indexed in SDRs and many pore are interested in developing this business. Two factors had been mainly
responsible for the enhanced role of SDRs and making it standard reserves after the second amendment to the
Articles of the Fund in , these were a the reduction of the role of gold as the standard of reference for the value
of currencies, and b the large and often violent fluctuations in currency values which had taken place under
floating exchange rates.


