
Paper Orphan 

“Paper go ld“4a t ’ s  what the newspapers called it when 
it was first created on New Year’s Day a decade-and-a-half 
ago. “It” was the Special Drawing Right, a new form of 
international money created by the International Monetary 
Fund. In practice, however, paper orphan is a more apt 
description of the SDR. 

The idea behind the Special Drawing Right was a sound 
one. Over the years it had become increasingly obvious to 
many people that the international monetary system created 
at Bretton Woods in 1944 was fundamentally flawed. Every 
financial system needs to provide for adequate monetary 
growth over time. In the international context this means 
adequate growth of the monetary reserve assets that gov- 
ernments use to finance balance-of-payments deficits. Un- 
der the Bretton Woods system, two assets dominated 
monetary reserves: gold and the U.S. dollar. But only one 
of them, the dollar, provided for much growth-principally 
through America’s payments deficits. Other governments 
initially were content to accumulate dollars because of their 
faith in Washington’s pledge to convert their balances into 
gold on demand. But already by the early 1960s foreign 
holdings had grown larger than the stock of gold in Fort 
b o x .  Global confidence in the dollar was bound to be 
undermined. Governments, therefore, were caught on the 
horns of a dilemma. To forestall speculation against the 
dollar, U.S. deficits would have to cease. But then where 
would the needed reserve growth come from? 

The answer, they thought, would be the Special Drawing 
Right. By establishing an entirely new reserve asset avail- 
able to all IMF members, governments hoped to reduce the 
system’srelianceondollardeficits. Indeed, in time the SDR 
might even come to dominate both gold and dollars in re- 
serves, enabling governments to rationalize reserve growth 
in the future. Just a few years later, in 1976, the charter of 
the IMF was amended to read-not once but twice!-that 
the SDR was to become “the principal reserve asset of the 
international monetary system.” And toward that end the 
first SDRs were created starting on January 1, 1970. To 
date roughly 21.5 billion units have been issued and dis- 
tributed, gratis, toIMFmembersaccording toapremanged 
formula (each SDR unit being worth roughly one U.S. 
dollar at present exchange rates). 

Twenty-one-and-a-half billion units, however, is hardly 
enough to make the SDR the “principal reserve asset” of 
the system. Over the same decade-and-a-half, reserve bal- 
ances of dollars and other national currencies have in- 
creased by ten rimes as much; and gold holdings, valued 
at current market prices, are presently worthfifieen times 
more. In fact, the SDR remains very much the orphan of 
the system, not so much unloved as ignored. 
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The reasons for this are both technical and political. At 
the technical level, the SDR was bom with a number of 
handicaps that made it less attractive to governments than 
the dollar or gold. These included a derisively low interest 
return, an unwieldly system of valuation, and excessive 
constraints on its use. Over time, most of these handicaps 
have been corrected. The SDR’s interest rate has gradually 
been raised to market-competitive levels; its valuation sys- 
tem has been streamlined; and many of the restrictions on 
its use have been relaxed or eliminated. One key handicap 
remains: a ban on private holdings. The main reason gov- 
ernments hold reserves is to be able to intervene in the 
exchange market to finance external deficits-that is, to 
supply the extra currency residents need to make payments 
abroad when there is an excess demand for foreign goods 
and services. Since the SDR cannot be held by private 
individuals, it cannot be used for such purposes. Instead, 
govehments with deficits must sell them to another gov- 
ernment to raise the currency needed for exchange-market 
intervention. Being cumbersome, this procedure discour- 
ages governments from holding many SDRs in their re- 
serves. 

To some extent even this handicap could be overcome 
if the SDR were to become more widely used as a unit of 
account for private financial obligations. Transactions could 
then be conducted between individuals and governments 
in SDR-dominated assets through some sort of clearing- 
house mechanism, as was proposed recently by Professor 
Peter Kenen of Princeton University. The problem is that 
the SDR remains very much an orphan in the private mar- 
kets as well, far surpassed in popularity for contracting 
purposes not only by the dollar and other national currencies 
but even by the European Community’s Currency Unit, the 
ECU. Basically, the markets seem to view the SDR as only 
a “fair weather” asset, as my former Fletcher School col- 
league Don Humphrey once described it. Gold is the classic 
“foul weather” asset, acceptable even between adversaries 
at a time of war. But the SDR is only as good as the political 
agreement that underlies it-and how viable is that? 

Thus we come to the issue of politics-specifically, to 
the issue of how deep is the commitment of the LMF’s 
members to the SDR’s strength and vitality. To date that 
commitment has not appeared very firm, pace the technical 
restoratives that have been prescribed for the SDR since its 
conception. At the IMF’s annual meeting just this past fall 
the members passed up an opportunity to initiate a new 
issue of SDRs-this at a time when, as John Williamson 
of the Institute for International Economics has recently 
shown, an issue of as many as 43 billion units over the next 
two years could have been justified on economic grounds. 

Ultimately, governments are disinclined to nurture the 
SDR seriously because it would threaten their national mon- 
etary sovereignty. A truly international money is possible 
only if there is a single monetary policy-which ultimately 
means a single monetary authority. Individual nations would 
have to surrender their power of the printing press, and the 
IMF would need to become a world central bank, respon- 
sible to all its members collectively. But since this is some- 
thing that governments are unprepared to accept as yet, the 
SDR continues to languish in neglect, an orphan still. What 
a sad fate for such a promising fifteen-year-old. 
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