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Introduction

At the International Monetary Fund (IMF)’s annual meeting in Rio de Janeiro
in 1967, the IMF endorsed the first amendments to its Articles of Agreement
since the Bretton Woods meetings in 1944. The most significant change in the
amended Articles (which were ratified two years later) was the invention of
Special Drawing Rights (SDRs). According to the firsi.ct 12 new articles, the
primary purpose of SDRs was ‘to meet the need. as and when it arises, for a
supplement to existing reserve assets...’.!

Contemporary observers from both the neiicy making and academic com-
munities felt that SDRs had much more ptential than this, however. In the
late 1960s and early 1970s SDRs wer« widely heralded as necessary not only
to the functioning of the internationa! monetary system, but also as a first step
towards a world international rioney. Needless to say, this outlook was wildly
optimistic, and this book asks.wity this initial and widespread enthusiasm was
not sustained during the following decades.

The first and most obvicus reason why SDRs did not live up to expectations
is that they were desigried for a different international monetary system than
that which evolvea-after the breakdown of Bretton Woods only a few years
later. After all, much of the initial analysis of SDRs was written with the needs
of the international monetary system under Bretton Woods arrangements in
mind.” Nonetheless what emerges in this book is that the central fact of the
breakdown of Bretton Woods does not solely explain the SDR’s demise from
the 1980s until very recently. In addition, despite the retreat of prospects for
the asset, its post-Bretton Woods evolution—particularly through the 1970s
and the Second Amendment negotiations—nonetheless succeeded in con-
firming the role of the IMF in post-Bretton Woods monetary arrangements,
including current prospects for the institution, and indeed SDRs, as the issue
of international monetary stability again assumes a higher profile.

Although the economics of the SDR and international liquidity are impor-
tant to this story, the main contribution of our investigation lies elsewhere.
As a Fund historian perceptively noted:
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[M]uch of the discussion about the inadequacy of international liquidity, or
projections of its future inadequacy, disguised in technical dress problems that
were really political.?

Focusing on the politics of SDRs allows us to see that—whatever its technical
merits or drawbacks—the failure of SDRs to live up to the optimism they
engendered at inception also occurred because two of the principal actors
in structuring post-Bretton Woods international monetary relations, namely
the US and the IMF, gradually turned away from the asset. The SDR simply
became increasingly irrelevant to the national interests of the US; impor-
tantly this also became true of the supranational institutional interests of the
Fund.* Thus, their contribution to international monetary arrangements in
the last two decades of the twentieth century was increasingly ill fated.
Although a subject of enquiry in the fields of contemporary economic
history and political economy, the narrative approach in this book is that of
a case study that lends itself to two investigative approacii<s in international
relations literature. Politics and institutions are of “ourse fundamentally
important to international monetary relations, anc tiis is no less true with
respect to recent experience with the SDR. Inde=a*he evolution of the Fund as
an international institution in our investigaticii is particularly illustrative of
this. Acknowledging this places us within a co-liberal institutional approach
to international relations theory as aiticulated by Robert Keohane, who
has argued forcefully that internativnal institutions are of fundamental
importance to an understanding of 1aternational relations.® This is not the
sole approach to the investigaticn of the history of SDRs in this book, how-
ever, as the chapters on evo!ving US policy in the 1960s and 1970s demon-
strate. The examinaticn ¢f the influence of US power on international
monetary relations ard the SDR also implicitly defers to a neo-realist perspec-
tive in maintainirg tirat the importance of the state and state structures is
the most useful means of capturing the strong US influence on the SDR and
post-Bretton Woods international monetary arrangements.® Parenthetically,
these two approaches have both been furthered by the contribution of a small
group of influential individuals—many of whom were generous with their
time in agreeing to be interviewed for this book—that also affected prospects
for the SDR. Indeed the viewpoints and roles of important individuals such
as successive IMF managing directors, and a number of influential economists,
adds another dimension to our investigation, which lends additional insights
into the development of post-Bretton Woods monetary arrangements.” Such
an avowedly eclectic approach nonetheless facilitates an examination of the
evolution of the Fund, the US, as well as their interrelationship, and simply
contributes to a more comprehensive understanding of the significance of the
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SDR and the evolution of international monetary relations as the post-Bretton
Woods system emerged.®

The introductory chapter of this work examines the early history of SDRs.
What emerges is that, contrary to the optimism for SDRs fostered in the
wake of the Rio Agreement, a greater role for SDRs was circumscribed by
the compromises necessary for the negotiation of the First Amendment.
These limited prospects are thrown into sharper relief in historical perspective
by examining the main precursors to the SDR, beginning with Keynes’s
Bancor proposal, but also including some of the later proposals of the 1960s.

In Chapter 2 we examine the basic mechanisms of SDR transactions during
this period for an understanding of how SDRs worked. We also examine SDRs
in the context of a monetary system in transition, noting the new system
of liquidity provision and the role of reserves under the new exchange
rate system. Triffin colourfully termed this development the ‘abdication of
responsibility [for liquidity provision] to the private mari-et’ in the 1970s;’
it may be more neutrally said that under the new arrangements a move to
market mechanisms was increasingly evident, which'in tfurn contributed to an
increasingly poor prognosis for the SDR. In_this context the Committee
of Twenty (C-20) and its proposals and disegr-ements regarding SDRs are
also addressed here, not only for reasons-suirounding their failure (which
has been covered by John Williamsori'), but to put the debates into a
perspective that further experience..vith the new international monetary
arrangements facilitates.

In Chapter 3 we focus primazily on the changing international monetary
policy of the US administration, which in turn greatly affected prospects for
the SDR after the First Ameriament. First of all, though, we briefly examine the
change in European approaches to the SDR in the 1970s. This is important
because European jxidifierence to the SDR during the 1970s contrasted with its
much more une<iuivocal backing only a few years earlier. Importantly, part of
the reason for the change in European attitudes lies simply in the continuing
predominance of the US under post-Bretton Woods arrangements.'! But
in any case the shift away from support for the SDR was surprisingly abrupt
in Europe. Thus we turn to the evolution of the US administration’s policy
towards the SDR for the remainder of this chapter in order to focus upon why
the undeniable US enthusiasm for the SDR in the 1960s crumbled in the
1970s. For apart from a brief resurrection in the late 70s during the Carter
administration, US support for the SDR waned markedly for the next 30 years.

Some of the reasons for this must be sought in an examination of the
changing US policy process itself, which is the primary focus of Chapter 4.
How did some of the broader structural influences on US policy change in
the first years of the post-Bretton Woods era? As a relatively arcane subject
for policy makers, the SDR was not a subject of intense media scrutiny or
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lobbying. It therefore lends itself well to an examination of international
monetary policy determination within the US policy-making apparatus at all
levels. This leads to an analysis of how the structure of the US international
monetary bureaucracy changed in the 1970s, and how this influenced policy
towards the SDR. As a consequence of this, we are led to other influences on
US international monetary policy determination such as the Federal Reserve
Board, and particularly the role of Congress, which, as we shall see, assumes
increasing importance in the 1970s and 1980s. The US domestic policy envi-
ronment is very important to the international monetary policy process, and
in this context theoretical debates concerning US foreign policy determina-
tion are also of interest. Ultimately, changing US policy process in the 1970s
strongly reinforced the moves away from the SDR in the US administration,
and thereby contributed to the SDR’s retreat on the international monetary
stage.

A fuller understanding of the marginalization of the SDX? entails returning
in Chapter 5 to the changing role of the IMF vis-a-vis the SDR as post-Bretton
Woods arrangements consolidated themselves. Central to any discussion
of the Fund’s role is the negotiation of the Jamaica Agreement (the Second
Amendment to the Fund'’s Articles of Agreemen®), which included the provi-
sion that the SDR become the principal rescive asset in the international
monetary system. Excellent source materici-is available for this examination,
amongst which are seven volumes ot dccuments and minutes of the Fund'’s
Executive Board meetings entitled Documents Relating to the Second Amendment
of the Articles of Agreement of the laiernational Monetary Fund.'? These compre-
hensive volumes, including the contributions and views of IMF executive
directors and Fund staif, piovide a fascinating window on international
monetary policy determination in the early evolution of the post-Bretton
Woods era.

Importantly, *ae Fund’s Articles after the Second Amendment were more
flexible than either of its two previous incarnations discussed in 1944 and
1967, and encompassed possibilities to enhance the role of SDRs. But the fact
that this yielded few if any tangible results indicated that the Fund, too, would
gradually divorce itself from SDRs, or at least from too closely identifying its
own role with that of SDRs. Nonetheless to overlook the role of the Fund on
the development of international monetary relations as a whole during this
time is a mistake—indeed the influence of the Fund on the international
monetary agenda (although not necessarily the results) in the late 1960s and
1970s is a fundamentally important development for international monetary
relations during and indeed since that time.

In Chapter 6 the focus shifts to SDRs after the Jamaica Agreement. The
debate over the SDR, when it occurred, reflected a growing impasse, the
language of the G10’s Dini report in 1985 typical of the stalemate that lasted

4



[OUP CORRECTED PROOF - FINAL, 8/11/2011, SPi|

Introduction

for another 25 years.'? Here we examine the second allocation of SDRs and
review more recent issues for further illustrations of the impasse, including the
uneasy grafting of the SDR on to post-Bretton Woods monetary arrangements.
We noted in Chapter 2, for instance, that the mechanisms surrounding the
SDR worked satisfactorily, and in this chapter it emerges that a tiny market
in SDRs continued to develop. However, without the fundamentally impor-
tant political support of the US and IMF, the SDR retired to the margins of
international monetary arrangements where it languished until recently.'*

Thus the politics surrounding the SDR—more specifically the key influences
embodied in the US international monetary policy process, the institutional
role of the IMF, and the inter-relationship between them—are fundamentally
important for a more complete understanding of the SDR’s marginalization
under post-Bretton Woods monetary arrangements. In addition to the history
of the SDR, this book also contributes to a fuller appreciation.of the evolution
of international monetary relations in the post-Bretton Wc¢ods monetary era.

In sum, the SDR’s role as the new system emerged, ana indeed what the
experience with the SDR reveals about internationa! imonetary arrangements
at the apogee of market-driven approaches to financiel and monetary policy,
has been a relatively neglected subject in ccn*>mporary international eco-
nomic history, as well as in relevant politicii; economic, and international
relations literature. Although the SDR was widely heralded at its birth, as new
arrangements evolved the SDR was nnt germane to the interests of the US, and
changes to the American international monetary policy process reinforced
this. In addition, after halting aitempts to improve its functioning and
increase its profile, the SDR als0 became less integral to the interests and role
of the IMF—and to systermic 11eeds in general—in the international monetary
arena under post-Brettor: Woods arrangements.

However the fragiliity of these arrangements became evident extremely
rapidly as the cuirent international financial crisis unfolded in late 2008.
Since the G20 meetings in London in April 2009, it is again evident that
reform is near the top of the international monetary agenda.'> The long
overdue ratification of the Fourth Amendment to the Fund’s Articles of Agree-
ment endorsed first at the G20 meeting in London and subsequently by the
IMF resulted in an SDR allocation of SDR 21.4 billion (with all new members
receiving a weighted disbursement to make up for previous allocations
that occurred prior to them joining the Fund). Most importantly, an SDR
allocation of $250 billion (SDR 161.2 billion) as part of the $1.1 trillion G20
finance package (also agreed to at the London G20 summit) was issued in
August, 2009.'¢

And within this rubric, once again latent but strong support for SDRs among
much of the Fund membership heralds a prospectively greater role for the
asset. Just prior to the G20 London Summit in 2009 Bank of China Governor
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Zhou Xiaochuan called the SDR ‘. ..the light in the tunnel for the reform of
the international monetary system’.!” And President Sarkozy of France, on
assuming the chairmanship of the G8 and G20, set the reform of the interna-
tional monetary system as a G20 priority for 2011, having arranged with
President Hu of China a ‘working seminar’ on the subject, including an
examination of the role of SDRs.'® Notably, it is not only liquidity needs,
but, with the rise of the Euro and even renminbi as alternative reserve assets,
interest in international monetary stability that has prompted reconsideration
of a greater role for SDRs.

This may yet prove another in a long line of optimistic prognostications for
the asset. But at the very least it now appears that that the SDR’s very survival
during a period when they seemed anachronistic is significant. It is partly
thanks to previously unheralded work at the IMF and elsewhere—when SDRs
appeared largely irrelevant to systemic needs—that this prosrective contribu-
tion again appears possible.
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