FACTSHEET: SPECIAL DRAWING RIGHTS (SDR) OF THE IMF
What is it?

The SDR is an artificial currency created by the IMF in 1969. SDRs are allocated to member
countries and can be fully converted into international currencies so they serve as a supplement to
the official foreign reserves of member countries." Its value is based on a basket of key international
currencies (U.S. dollar, euro, yen and pound sterling).? The U.S. dollar-value of the SDR is posted
daily on the IMF's website (as of April 15, 2009, 1 USD = SDR 0.667878).

SDRs are allocated to member countries in proportion to their IMF “quotas” which are assigned by
the IMF based broadly on the relative economic size of the member country and determine financial
contributions as well as voting power within the IMF. Such an allocation provides each member with
a costless asset on which interest is neither earned nor paid. However, to keep the total amount of
SDR allocated to the IMF members constant at SDR 21.4 billion, a country in need of foreign
currency must obtain it in exchange for their SDRs either through a voluntary exchange with another
country’s central bank or by the IMF designating members with strong external positions to
purchase SDRs from members with weak external positions. To facilitate this exchange or
purchase, interest rates are charged (otherwise, a country has no incentive to obtain more SDRs
than they are originally allocated). In other words, if a member's SDR holdings rise above its
allocation, it earns interest on the excess; conversely, if it holds fewer SDRs than allocated (that is,
drawn down on the SDRs to earn hard foreign currency), it pays interest on the shortfall.

Similarly to the SDR value calculations, the SDR interest rate is determined weekly and is based on
a weighted average of representative interest rates on short-term debt in the money markets of the
SDR basket currencies.® The average interest rate for SDRs over the last 20 years is about 4 to5
percent.

The SDR also serves as the unit of account of the IMF and some other international organizations.*

SDR allocation

SDRs are allocated to member countries in proportion to their IMF quotas®, but SDRs can be issued
by the IMF only when 85 percent of the IMF membership agrees. Because the US has more than 15
percent of the quota, the US has a veto over issuance of SDRs. SDRs have been allocated just two
times in the history of the IMF, the first allocation was distributed in 1970-72 and the second
allocation was distributed in 1979-81 bringing the cumulative total of SDR allocations to SDR 21.4

' The Special Drawing Right (SDR) was created by the IMF in 1969 to support the Bretton Woods fixed exchange rate system. A country
participating in this system needed official reserves—government or central bank holdings of gold and widely accepted foreign
currencies—that could be used to purchase the domestic currency in world foreign exchange markets, as required to maintain its
exchange rate. But the international supply of two key reserve assets— gold and the U.S. dollar—proved inadequate for supporting the
expansion of world trade and financial development that was taking place. Therefore, the international community decided to create a
new international reserve asset under the auspices of the IMF. However, only a few years later, the Bretton Woods system collapsed and
the major currencies shifted to a floating exchange rate regime. In addition, the growth in international capital markets facilitated
borrowing by creditworthy governments. Both of these developments lessened the need for SDRs.

2 The value of the SDR was initially defined as equivalent to 0.888671 grams of fine gold—which, at the time, was also equivalent to one
U.S. dollar. After the collapse of the Bretton Woods system in 1973, however, the SDR was redefined as a basket of currencies, today
consisting of the euro, Japanese yen, pound sterling, and U.S. dollar. It is calculated as the sum of specific amounts of the four currencies
valued in U.S. dollars, on the basis of exchange rates quoted at noon each day in the London market.

% In addition to the interest paid and charged to members on their SDR holdings, SDR interest rate provides the basis for calculating the
interest charged to members on regular (non-concessional) IMF loans.

* For example, the African Development Bank’s “currency,” Units of Amount (UA), is pegged to the SDR, and SDR is a basis for the
international fees of the Universal Postal Union, responsible for the world-wide postal system.

® When a country joins the IMF, it is assigned an initial quota in the same range as the quotas of existing members that are broadly
comparable in economic size and characteristics. The IMF uses a quota formula to guide the assessment of a member's relative position.



billion (around $32 billion). More than one fifth of the IMF memberships have joined the institution
after 1981 and have never received SDR allocations.

A special one-time allocation of SDRs was proposed and approved by the IMF board of governors
in 1997. This allocation would double cumulative SDR allocations to SDR 42.8 billion. Its intent was
to enable all members of the IMF to participate in the SDR system on an equitable basis including
the countries who joined the IMF after 1981. This amendment has not yet gone into effect -- the
U.S., with 16.75 percent of total votes, has yet to approve (through its Congress) the measure.

The Financial Crisis and SDRs

Many commentators, including business figures such as George Soros and former US Treasury
official Ted Truman, have proposed new SDR allocations as a method of combating the financial
crisis. When the IMF issues SDRs, it is a straight forward increase in the global money supply, as
the IMF essentially creates the SDR allocations out of nothing but the commitment of IMF member
states. Some critics of this approach have said this would be inflationary, but others have countered
that in a deflationary situation, SDR allocations could help maintain price stability.

G20 Commitment on SDRs

“We have agreed to support a general SDR allocation which will inject $250 billion into the world
economy and increase global liquidity [...], $100 billion of which will go directly to emerging markets
and developing countries.” (April 2, 2009 G20 Communiqué Annex “Declaration on delivering
resources through the international financial institutions”)

SDRs and Africa

Since the IMF issued its SDR allocation in 1981, some African countries have drawn down their
allocation in return for hard currency. Many countries have not replaced the principal amount that
they they drew down and are therefore paying interest on this shortfall today. As of 31 January
2009, African countries have collectively withdrawn SDR823.4 million (or approximately $1.23
billion) from their original allocations. (See Annex for further information on the status of each
African country).

African countries’ use of SDR allocations (selected countries) (in SDRs)

Holdings Allocations Withdrawn
Nigeria 769,739 157,155,000 156,385,261
Congo, Democratic Republic of 1,213,327 86,309,000 85,095,673
Ghana 290,350 62,983,000 62,692,650
Zambia 6,870,404 68,298,000 61,427,596
Sudan 0 52,192,000 52,192,000
Cote d'lvoire 782,706 37,828,000 37,045,294
Kenya 1,983,695 36,990,000 35,006,305
Tanzania 121,260 31,372,000 31,250,740

SSA total 360,940,384 1,133,906,800 823,419,112
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Annex: Sub-Saharan Africa’s SDR current holdings, allocations and withdrawals

SDR Allocations and Heidings
for all members as of January 31, 2008
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Projected Payments | Obfigations basis) to the IMF
from Febnuary 01, 2009 to December 31, 2008
{In SDRs)
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