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There is a stirring in the air of 
international finance, as the SDR 
becomes more widely adopted as a 
unit of account in private as well as 
official international transactions. 
The role of SDRs— Special Drawing 
Rights at the International Monetary 
Fund—could become increasingly 
important if the U.S. dollar con
tinues indefinitely to float in terms 
of major foreign currencies in the 
foreign-exchange market.

In the official world, both Iran and 
Burma recently announced that they 
would peg their national currencies 
to the SDR rather than to the dollar. 
In the area of private transactions, 
an Austrian bank received permis
sion from the Austrian government 
to issue certificates of deposit de
nominated in SDRs, while the Inter
national Air Transportation Assn, 
began studying a proposal to set 
overseas air fares in terms of SDRs. 
Admittedly, these are only a few 
straws in the wind, but further de
velopments of this type could have 
a far-reaching impact on the future 
course of world trade and finance.

SDRs are a form of reserve asset 
created by international agreement 
and used for official settlement of 
international imbalances among 
the member nations of the Interna
tional Monetary Fund. They cannot 
be used for private transactions. 
Since the initial creation of SDRs in 
January 1970, 9.3 billion SDRs have 
been allocated to IMF members.
The value of the SDR has fluctuated 
over time in terms of the U.S. dollar, 
most recently around the level of 
$1.24 per one SDR.
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Problems with dollars
The wide fluctuations in exchange 
rates occurring in the past several 
years have helped generate support 
for the SDR as a standard unit of 
international value. In the past six 
months alone, the dollar has 
dropped by more than 20 percent 
against the Swiss franc and by about 
14 percent against the German 
mark and the Belgian franc. Over 
the longer span since May 1970, the 
decline in the international value of 
the dollar has been even larger—53 
percent against the Swiss franc, 47 
percent against the German mark, 
and by smaller amounts against 
other major currencies.

These declines in the value of the 
dollar have also meant declines in 
the exchange value of the many 
things tied to the dollar— national 
currencies, financial assets, interna
tional airfares, commodity prices, 
and so on. Such declines can have 
far-reaching effects on world trade 
and finance. For instance, when a 
foreign country depreciates its cur
rency with the dollar against other 
major currencies, it tends to make 
its own exports cheaper, and its own 
imports more expensive, in terms of 
other currencies. This reduces the 
real income and increases the 
domestic inflation rate of the coun
try with the depreciating currency.
In private international transactions, 
both borrowers and lenders are ex
posed to considerable exchange risk 
when the financial instrument they 
are dealing with—say, an interna
tional bond— is denominated in 
dollars. International airlines are ex
posed to an assortment of problems
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arising from exchange-rate varia
tions, such as the possibility of ticket 
arbitrage among different national 
currencies.

To a large extent, these risks can be 
adequately covered through the 
market mechanism: for instance, 
through futures transactions in the 
foreign-exchange market to cover 
trade risks, or through the matching 
of foreign-currency assets and lia
bilities to protect against balance- 
sheet risks. However, such avenues 
are not always available, or are 
available only at considerable cost. 
Hence the need for a more stable 
international unit of account than 
the U.S. dollar.

Stability through SDRs
The SDR increasingly seems to fill 
the bill. Since July 1974, the value 
of the SDR has been.set daily by the 
International Monetary Fund ac
cording to a fixed formula which 
involves the exchange values of the 
sixteen "SDR-basket" currencies.
At its inception in January 1970, 
the SDR was valued at one U.S. 
dollar (equivalent to 0.888671 grams 
of gold), but the two devaluations 
of the dollar in terms of gold, fo l
lowed by the floating of the dollar 
against major currencies, persuaded 
the IMF to adopt the present 
method of SDR valuation.

Each day the IMF calculates the 
value of the SDR in terms of fixed 
amounts of the sixteen basic cur
rencies— specifically, 40 U.S. cents, 
38 German pfennigs, 4.5 British 
pence, 44 French centimes, 26 
Japanese yen, and so on— each 
valued at its current market-ex
change rate. The IMF also derives 
the SDR value of currencies which 
are not in the standard basket by 
translating their values in terms of 
some standard currency, such as the 
dollar. Thus, at its daily fixing on 
February 12, the SDR was set 
equal to 1.239 dollars, 2.913 marks, 
361.9 Japanese yen, 83.8 Iranian 
rials, 0.359 Kuwaiti dinars, and 
so on.

By pegging its currency to the SDR 
rather than the dollar, a country 
increases the stability of its currency 
in terms of most non-dollar curren
cies, even though reducing it in 
terms of the dollar. Thus, Iran by 
its recent action achieved a greater 
stability for the value of the rial in 
terms of most currencies other than 
the dollar. Assume a 10-percent 
depreciation of the dollar against 
the German mark. In that case, an 
SDR-pegged rial would depreciate 
by only 3.3 percent against the mark 
— reflecting the dollar's one-third 
weight in the SDR basket— instead 
of the full 10-percent depreciation 
that would have occurred if the rial 
had remained tied to the dollar. In 
the same case, an SDR-pegged rial 
would appreciate by 1.25 percent 
against the dollar— reflecting the
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mark's one-eighth weight in the 
SDR basket— instead of remaining 
unchanged in dollar terms.

Similar considerations apply to the 
denomination of international debt 
instruments in the SDR rather than 
the dollar. This action would reduce 
the exchange risk for both lenders 
and borrowers with respect to most 
non-dollar currencies, but would in
crease the risk with respect to the 
dollar. Again,-setting international 
fares in terms of the SDR would 
mean sm aller fluctuations of re
ceipts in non-dollar currencies, but 
greater fluctuations in dollar 
receipts.

How widely used?
It is difficult to predict how widely 
the SDR might be adopted as a unit 
of account in international trans
actions. For governments, the deci
sion will depend on the importance 
of each nation's trade with the 
United States, relative to its trade 
with other countries whose curren
cies now float against the dollar. For 
private businesses, it will depend on 
whether adequate exchange cover 
is readily available at reasonable 
cost. One major area of interest 
today concerns the world petroleum 
market. Oil-producing countries are 
reportedly considering a plan to 
price oil in terms of the SDR rather 
than the dollar. If they did so, the 
short-run dollar price of oil would 
then fluctuate with the dollar ex
change rate; but the long-run price 
of oil would still be determined by

underlying supply-and-demand 
considerations, unaffected by the 
unit of account oil is priced in.

It should be emphasized that the 
increasing use of the SDR as an 
international unit of account would 
not necessarily diminish the use of 
the dollar as an international means 
of payment. As noted above, SDRs 
are transferable only among IMF 
members, and hence cannot be 
used in private transactions. The 
SDR thus is analogous to the quaint 
British unit of account, the guinea. 
(Formerly, one guinea equalled 21 
shillings while one pound equalled 
20 shillings.)-ln the British system, 
any change in the value of the 
pound in terms of guineas affected 
only the sterling prices of goods so 
denominated, but not the use of 
the pound in the British monetary 
system. Similarly, it is unlikely that 
the SDR might one day replace the 
dollar as an international means of 
payment.

In summary, the denomination of 
international values in terms of the 
SDR is an interesting indexing 
device— a device which may become 
widespread if exchange rates continue 
to float indefinitely. Continued 
use of the SDR would reduce, though 
by no means eliminate, exchange 
risks in international transactions.

Hang-sheng Cheng
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BANKING DATA—TWELFTH FEDERAL RESERVE DISTRICT
(Dollar amounts in m illions)

Selected Assets and Liabilities 
Large Commercial Banks

Amount Change Change from
Outstanding from  year ago

2/19 /75  2 /12/75 Dollar Percent

Loans (gross, adjusted) and investments* 84,337 + 266 + 5,821 + 7.41
Loans (gross, adjusted)— total 65,856 + 53 +  5,901 + 9.84

Security loans 1,256 + 53 + 46 + 3.80
Commercial and industrial 23,718 — 39 + 2,694 + 12.81
Real estate 19,897 — 13 +  1,312 + 7.06
Consumer instalment 9,866 - 7 + 722 + 7.90

U.S. Treasury securities 5,819 + 309 -  137 — 2.30
Other securities 12,662 — 96 +  57 + 0.45

Deposits (less cash items)— total* 82,521 — 606 +  8,595 + 11.63
Demand deposits (adjusted) 21,918 — 369 +  976 + 4.66
U.S. Government deposits 343 — 39 -  147 — 30.00
Time deposits— total* 58,832 - 393 + 7,691 + 15.04

States and po litica l subdivisions 7,038 - 55 +  162 + 2.36
Savings deposits 18,594 + 120 + 846 + 4.77
Other tim e deposits^ 30,110 — 294 +  6,277 + 26.34

Large negotiable CD's 16,486 — 406 +  5,295 + 47.31

Weekly Averages Week ended Week ended Comparable
of Daily Figures 2/19/75 2/12/75 year-ago period

Member Bank Reserve Position
Excess Reserves -  17 37 30
Borrowings 2 6 235
Net free ( + ) / Net borrowed ( —) -  19 + 31 -  205
Federal Funds— Seven Large Banks
Interbank Federal fund transactions 

Net purchases ( +  ) / Net sales (- ) + 1,039 + 1,344 + 1,221
Transactions of U.S. security dealers 

Net loans ( + ) / Net borrowings ( —) + 619 + 1,104 + 256

* Includes items not shown separately. {Ind iv iduals, partnerships and corporations.

Information on this and other publications can be obtained by calling or writing the
Administrative Services Department, Federal Reserve Bank of San Francisco, P.O. Box 7702,
San Francisco, California 94120. Phone (415) 397-1137.
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