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IMF 

The Reconstitution of SDRs 
Procedure and Proposal for Modification 

by Rolf M. Jeker, St. Gallen * 

Among the various limitations put by the IMF on the free use of Special Drawing Rights (SDRs) is the 
reconstitution requirement which binds participants in the Special Drawing Account to maintain a stip- 
ulated average level of allocated SDRs. Using the example of Zambia which is representative for many 
developing countries, this article displays the adverse effects which arise from the present recon- 
stitution rules and proposes a possible modification. 

T he debate on the International Monetary Sys- 
tem in the 1960's led to the conviction that 

sooner or later it would be necessary to have the 
means to augment the liquidity that would be un- 
conditionally and automatically available to mem- 
bers of the International Monetary Fund. The 
outcome of these discussions was the creation of 
the Special Drawing Rights (SDR) as a new re- 
serve asset to supplement gold and foreign ex- 
change. Yet, when the scheme became operational 
on July 28, 1989 the International Monetary Fund 
(IMF) put various limitations on the free use of the 
new reserve asset. One such restriction relates to 
the reconstitution requirement which binds partic- 
ipants in the Special Drawing Account, to main- 
tain a stipulated average level of allocated SDRs. 

The reconstitution provisions incorporated in the 
Special Drawing Account were intended to dis- 
courage: 

[ ]  the prolongation of balance of payments defi- 
cits which allocation of SDRs might otherwise 
permit, 

[ ]  the use of SDRs for longer-term financing, and 

[ ]  the disproportionate use by participants of 
SDRs because of a preference for the retention of 
other reserve assets 1. 

Although it is generally conceded that it is of 
"the essence of monetary reserves that they are 
used to meet temporary difficulties and then re- 
stored" 2, the existence of a very rigid formula 

* The author is Research Assistant in the Swiss Institute for Inter- 
national Economics and Market Research in St. Gallen/Switzer- 
land. He spent three years in the Bank of Zambia, Lusaka, in the 
capacity of Assistant Director and Acting Director of Research. 

which is binding, imposes adverse effects on coun- 
tries in balance of payments need. This fact was 
acknowledged by the Executive Directors in their 
review of the rules for reconstitution in 1972 but 
the old formula still continued to apply. Moreover, 
the Second Amendment of the Articles of Agree- 
ment, presently awaiting ratification, does not re- 
solve the problem either, but simply stipulates that 
modification or abrogation of the rules for recon- 
stitution can be brought about with a qualified ma- 
jority 3 

Rules for ReconstituUon 

Under the rule for reconstitution, a participant is 
allowed to use all of its SDRs without maintain- 
ing a permanent minimum balance but will not be 
allowed to make use of the full amount perma- 
nently 4. A participant's net use of its SDRs must 
be such "that the average of its daily holdings 
over a five year period will not be less than 30 % 
of the average of its daily net cumulative allo- 
cation of SDRs over the same period" ~. As a re- 
sult, if a country has reduced its holdings of SDRs 
below 30 % of net cumulative allocation, it is not 
sufficient to restore its holdings to 30% of its 
allocation to meet the requirement. "To achieve 
the required average position it is necessary to 
bring holdings from below 30 ~/0 to above 30 % 

International Monetary Fund, Selected Decisions of the Inter- 
national Monetary Fund; Special Drawing Account: A report by the 
Executive Directors to the Board of Governors on the Rules of Re- 
constitution; also: Resolution No. 28-2 of December 18, 1972, Wash- 
ington D. C., May 10, 1976. 
2 ibid. 
3 International Monetary Fund, Second Amendment to Articles of 
Agreement, Washington D. C. 1976. 
4 j .  G o I d ,  Special Drawing Rights, Character and Use, Pamph- 
let Series No. 13, Washington D. C. 1979. 
s International Monetary Fund, Selected Decisions . . . .  op. cit. 
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of the cumulative allocation and to keep them 
above that level long enough to make the product 
of time and amount in excess of 30 ~/o at least 
equal to the product of time and amount below 
that level" 6 

Thus, in principle, a country during the first basic 
period could have used all its SDRs for the period 
under consideration and replenished its account 
at the end of the fifth year to reflect the required 
average. However, if there is little time, i. e. if the 
reconstitution begins only late or even at the end 
of the five year period, the amount necessary to 
achieve the required position may be far above 
30% of the cumulative allocation, it may well 
assume an almost astronomical figure. 

Therefore, to ascertain that reconstitution require- 
ments remain manageable and give participants 
adequate warning about problems they may en- 
counter with regard to reconstitution, the Fund 
has been making calculations for each participant 
since December 31,1971. When the point is reach- 
ed where it must be considered as unlikely that 
a country will be able to meet its obligations un- 
der the reconstitution provision if it does not start 
reconstituting some of its holdings and refrain 
from further use of SDRs in its transactions, the 
IMF, based on provisions under Schedule G of its 
Articles of Agreement, will inform the member ac- 
cordingly and apply graduated pressures in case 
of non-conformance. Assessment of the critical 
point is based on the magnitude of the quarter- 
ly reconstitutions necessary over a certain period 
to replenish holdings in order to meet the required 
average holdings of SDRs at the end of the five 
year period. In accordance with these provisions, 
the Fund: 

[ ]  simply indicates the need to reconstitute a 
specific amount which could be acquired volun- 
tarily from another participant in transaction by 
agreement under Article XXV, Section 2 (b) (ii) or 
from the General Account if the quarterly amount 
calculated has not yet reached the level equiva- 
lent to 10 % of net cumulative allocation of SDRs; 

[ ]  actually designates a participant to reconsti- 
tute some of its SDR holdings "if the calculation 
shows that a participant would need to obtain 
SDRs for any reconstitution per iod. . ,  in an 
amount per quarter that equals or exceeds 10% 
of the participant's net cumulative allocation at 
the end of the period" 7; 

[ ]  serves a country with a special notice that it 
is unlikely to be able to comply with the recon- 
stitution requirements, if it still continues to use 
SDRs to the extent that the quarterly amount re- 

6 j .  j .  p o I a k ,  Some reflections on the nature of Special Draw- 
ing Rights, Pamphlet Series, No. 16, Washington D.C. 1971. 
7 ibid. 

quired to meet the obligation is equal or in excess 
of 50% of net cumulative allocation. 

If the member fails to satisfy the reconstitution 
provision the Fund can impose sanctions provid- 
ed for by Article XXlX, Section 2 (b). 

Zambia's Use of SDRs and Reconstitution 
Obligations 

Zambia's total allocation under the newly created 
Special Drawing Right scheme amounted to SDR 
24.6 mn, received in amounts of SDR 8.4 mn in 
1970, SDR 8.1 mn in 1971 and SDR 8.1 mn in 1972. 
During the first basic five year period, the 30% 
holding requirement had to be satisfied at the end 
of the fifth year after the first allocation. The first 
allocation was made January 1, 1971; therefore 
the first relevant five year period ended Decem- 
ber 31, 1974. 

To conform with the rules for reconstitution, Zam- 
bia could have satisfied the 30 % requirement by 
any combination of holdings that would have 
equalled a total of SDR 29.6 mn x 365 days. 

Table 1 

Zambia: Holding Requirements under First Basic 
Period January 1, 1971 to December 31, 1974 1 

(in SDR mn) 

Year 1 8.4 • 30 percent x 5 years • 365 days 
Year2 +8.1  • 30 percent • 4 years x 365 days 
Year3 + 8.1 • 30 percent • 3 years • 365 days 
Year4 + -  • 30 percent • 2 years • 365 days 
Year5 + -  x 30 percent x 1 year X 365 days 

= 29.6 x 365 days 2 

I For formula see: J. G o I d ,  Special Drawing Rights, Character 
and Use. 

No account was taken of leap years; figures rounded to one 
decimal point. 

If the country would have made immediate and full 
use of the allocation, to which it was entitled, and 
had delayed adjustment to the last day of the ba- 
sic five year period, the amount necessary for re- 
constitution would have been an absurd figure of 
SDR 10.8 bn. Even if reconstitution had started 
during the last year, the amount required would 
still have amounted to SDR 29.6 mn or 120% of 
the total allocation to the country. 

In actual fact, Zambia held SDRs in excess of 
allocation for the first two years of the basic five 
year period o (Table 2) but depleted its holdings 
completely at the beginning of 1972 to finance 
adverse balance of payments developments. It did 
not replenish its holdings until it was designated 
to do so in 1974. This reconstitution was fairly 
massive as Zambia had to accumulate holdings 
equivalent to almost 50% of its total allocation. 
Yet, this reconstitution coincided with a period of 

8 Zambia was designated to receive SDR 2.5 mn during this period. 
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balance of payments surplus and could thus easily 
be sustained 9 

The hypothetical example above does not only 
demonstrate the unusual magnitude reconstitution 
requirements could reach but it also shows that 
such requirements may increase very quickly, 
causing problems to a country. Under the first 
basic period, the problem of reconstitution was 
minimized by the fact that the 30% requirement 
only had to be met at the end of the five year pe- 
riod. This allowed a country a relatively long pe- 
riod of adjustment and the quarterly reconstitution 
obligations were known to increase steadily the 
closer the end of the five year period. The coun- 
try was therefore in a position to recognize that 
further use of SDR or failure to engage in volun- 
tary reconstitution would gradually result in larger 
amounts once reconstitution became compulsory. 

The uncertainty about future reconstitution obliga- 
tions, as to the date and magnitude and possible 

Table 2 
Zambia: Allocation and Use of Special 

Drawing Rights 1970-1976 1 
(in SDR 1,000) 

Month 1970 1971 1972 1973 1974 1975 1976 

J a n u a r y  
Allocation 8,400 16,533 24,588 24,588 24,586 24,588 
Holdings 8,400 17,020 490 168 315 9,817 

F e b r u a r y  
Allocation 8,400 16,533 24,588 24,568 24,588 24,588 
Holdings 8,400 17,020 490 - 6,552 9,817 

M a r c h  
Allocation 8,400 16,533 24,588 24,568 24,588 24,586 
Holdings 8,900 19,020 490 - 6,552 9,411 

A p r i l  
Allocation 8,400 16,533 24,588 24,588 24,588 24,588 
Holdings 8,900 19,020 490 - 6,552 9,411 

M a y  
Allocation 8,400 16,533 24,588 24,588 24,588 24,588 
Holdings 8,900 19,029 490 - 12 767 8,821 

J u n e  
Allocation 8,400 16,533 24,588 24,588 24,588 24,588 
Holdings 8,900 19,029 490 18 12,419 8,485 

J u l y  
Allocation 8,400 18,533 24,588 24,588 24,588 24,588 
Holdings 8,887 19,029 490 18 12,419 8,485 

A u g u s t  
Allocation 8,400 16,533 24,588 24,588 24,588 24,588 
Holdings 8,887 19,029 262 18 12,061 8.485 

S e p t e m b e r  
Allocation 8,400 16,533 24,588 24,588 24,588 24,588 
Holdings 8,887 19,029 262 18 12,061 11,301 

O c t o b e r  
Allocation 8,400 16,533 24,588 24,588 24,588 24,588 
Holdings 8,887 19,029 262 18 12,061 11,301 

N o v e m b e r  
Allocation 8,400 16,533 24,588 24,588 24,588 24,588 
Holdings 8,887 19,029 168 18 12,045 17,700 

D e c e m b e r  
Allocation 8,400 16,533 24.588 24,588 24,588 24,588 
Holdings 8,887 19,029 168 18 11,653 15,363 

24,588 
15.363 

24,588 
15,718 

24,588 
15,027 

24,588 
15,027 

24,588 
14,972 

24,588 
11,720 

24,588 
11,720 

t End of month. 
S o u r c e : Government Gazette, Lusaka, and International Finan- 
cial Statistics, International Monetary Fund, Vol. XXIX, Number 12, 
December 1976. 

effects of omitting or delaying voluntary recon- 
stitution, has risen after the end of the basic five 
year period, when countries were required to 
meet the stipulated reconstitution ratio at the end 
of every calendar quarter covering the previous 
five year period. The moving five year average 
could become highly unpredictable, showing a 
reconstitution need at a particular time which 
could be reversed shortly afterwards without 
action having been taken. Similarly, Monetary 
Authorities following the recommendations of vol- 
untary or compulsory reconstitution might be sur- 
prised to see that further reconstitution, in a diffe- 
rent magnitude than the previous instalment re- 
quirement indicated, falls due again in the follow- 
ing quarter 10. 

Determination of the ReconsUtution Ratio 

The elements to determine the reconstitution ratio, 
namely average net cumulative allocation as well 
as average net cumulative holdings are calculated 
by summing the entries in a country's SDR Ac- 
count for holdings and net cumulative allocation, 
respectively, at the end of each calendar day over 
a five year period and dividing these sums by the 
number of days in the five year period. 

The calculation based on Zambia's SDR allocation 
and holdings over the five year period ended June 
30, 1976 is simplified and deviates from actual de- 
velopments inasfar as due to unavailability of daily 
data, end of month figures of holdings and allo- 
cations are considered to be representative for 
the entire month ~1. This simplification should not 
unduly influence the results of the calculations 
since holdings and calculations were in actual 
fact unchanged over considerable periods of time 
(Table 2). 

Total units of SDRs held during the period under 
consideration amounted to SDR 14,211,485 (Table 
3; all figures henceforth expressed in SDR 1,000) 
and total net cumulative allocation over the same 
period SDR 43,440,156 (Table 4). 

Reconstitution of SDR does not entail a loss of reserves but 
merely a change in the composition of reserves. However, in ex- 
ceptional circumstances shown below, SDR reconstitution can 
affect the amount of "usable" reserves. 
,o Due to the moving period and possible further use of SDRs, the 
quarterly instalment figure quoted by the IMF to the Monetary 
Authorities applies only to the particular quarter under consider- 
ation, regardless whether the recommendation is to reconstitute a 
certain amount in (say) 4 equal quarterly instalments. The follow- 
ing quarter, the reconstituhon obligation might disappear com- 
pletely or appear in different amounts. See also: Annual Report of 
the IMF, 1976, p. 49: "For many participants the need for recon- 
stitution of their holdings arose each time they used SDRs for pay- 
ment of charges." 
11 The data were extracted from the monthly Bank of Zambia bal- 
ance sheet presentation in the Government Gazette covering the 
period July 1971 to June 1976. A discrepancy to "real" figures might 
also have arisen from the fact that balance sheet figures are ex- 
pressed In Kwacha and needed reconversion into SDR. Starting 
June 1974 the SDR/Kwacha rate varied daily but this fact does not 
seem to be fully reflected in the Bank of Zambia balance sheet. 
Thus, some adjustment was introduced to offset those deviations 
but figures might still not fully coincide with data of the SDR Ac- 
count as administered in the International Monetary Fund. 
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Zambia: 

Table 3 

Holdings of SDRs July 1971 - J u n e  1976 
(in SDR 1,000) 

Year Month Amount number monthly 
held of days total 

1971 July 19,029 31 589,599 
August 19,029 31 589,899 
September 19,029 30 570,870 
October 19,029 31 589,899 
November 19,029 30 570,870 
December 19,029 31 589,899 

1972 January 490 31 15,190 
February 490 29 14,210 
March 490 31 15,190 
April 490 30 14,700 
May 490 31 15,190 
June 490 30 14,700 
July 490 31 15,190 
August 262 31 8,122 
September 262 30 7,660 
October 262 31 8,122 
November 168 30 5,040 
December 168 31 5,208 

1973 January 168 31 5,208 
February - 28 - 
March - 31 - 
April - 30 - 
May - 31 - 
June 18 30 540 
July 18 31 558 
August 18 31 568 
September 18 30 540 
October 18 31 558 
November 18 30 540 
December 18 31 558 

1974 January 315 31 9,765 
February 6,552 28 183,456 
March 6,552 31 203,112 
April 6,552 30 196,560 
May 12,767 31 395,777 
June 12,419 30 372,570 
July 12,419 31 384,989 
August 12,061 31 373,891 
September 12,061 30 361,830 
October 12,061 31 373,891 
November 12,045 30 361,350 
December 11,653 31 361,243 

1975 January 9,817 31 304,327 
February 9,817 28 274,876 
March 9,411 31 291,741 
April 9,411 30 282,330 
May 8,821 31 273,451 
June 8,485 30 254,550 
July 8,485 31 263,035 
August 8,485 31 263,035 
September 11,301 30 254,550 
October 11,301 31 350,331 
November 17,700 30 531,000 
December 15,363 31 476,253 

1976 January 15,363 31 476,253 
February 15,718 29 455,822 
M arch 15,027 31 465,837 
April 15,027 30 450,810 
May 14,972 31 464,132 
June 11,720 30 351,600 

Total 14,211,485 

If divided by the number of days in the relevant 
five year period, daily average holdings are calcu- 

Table 4 
Zambia: Total Allocation of SDRs, 

July 1971 --June 1976 
(in SDR 1,000) 

Year Month Net cumulative number monthly total 
allocation of days allocation 

1971 July 18,533 31 512,523 
August 16,533 31 512,523 
September 16,533 30 495,990 
October 16,533 31 512,523 
November 16,533 30 495,990 
December 16,533 31 512,523 

January 24,588 31 762,228 
February 24,588 29 713,052 
March 24,588 31 762,228 
April 24,588 30 737,640 
May 24,588 31 762,228 
June 24,588 30 737,640 

1972 

Subtotal 366 7,517,088 

1972-1975 July-June 24,588 1 ,095 28,923,860 
1975-1976 July-June 24,588 386 8,999,208 

Total 1 , 8 2 7  43,440,156 

lated at SDR 7,778.6 and average net allocation 
at SDR 23,776.8 (Table 5). 

Table 5 
Zambia: Average Dally Holdings and Net 

Cumulative Allocation 
(in SDR 1,000) 

Total Total Daily Reconstitution 
units (1) days (2) average (3) ratio 1 (4) 

SDR allocations 43,440,156 1 8 2 7  23,776.8 
SDR holdings 14,211,485 1827 7,778.6 32.7 

, Reconstitution ratio expresses SDR daily average holdings as a 
percentage of daily average net cumulative allocation. 

The reconstitution ratio of 32.7 (Table 5) indicates 
that average daily holdings are in excess of need 
and thus no reconstitution requirement arises as 
of June 30, 1976. However, to be suitable for pol- 
icy purposes, a look in the future is required to 
detect possible reconstitution obligations at a 
later date. 

The analysis reveals further that based on the as- 
sumption of unchanged SDR holdings and allo- 
cations between the date of calculation and the 
relevant calendar quarter, the country would meet 
the requirement up to September 1976 but would 
fall short of it as of December 31, 1976 when aver- 
age daily holdings would represent only 28.6 % of 
daily average net cumulative allocation ,2. Further- 
more, it is apparent that by June 30, 1977 the 3 0 %  
requirement is again more than adequately met 
even if no reconstitution takes place in the in- 
between period ,3 (Table 6). 

12 The calculation procedures remain the same but the time period 
covered changes. 
~= If the authorities are aware of the actual movement of the ratio 
they have a sound basis for determining whether recommended 
"voluntary" reconstitution should be made use of. In the above 
case assuming reconstitution does not become compulsory for 
December, the authorities could simply refrain from further use of 
SDRs without acquiring SDRs .under the reconstitution procedure. 
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Table 6 
Zambia: Forward Calculation of ReconstituUon 

Requirement Ratios at Particular Dates 
(in SDR 1,000) 

Five year Average daily Average daily Reconstitution 
period ended holdings allocation ratio 

(1) (2) (3) (4) = % x  100 

June 30, 1976 t 7,778.6 23,776.8 32.7 
Sept. 30, 1976 2 7,410.5 24,182.4 30.6 
Dec. 31, 1976 7,042.5 24,588.0 28.6 
June 30, 1977 3 7,885.4 24,588.0 32.1 

Actual as of June 30, 1976 as per calculation in Tables 2; 3; 4. 
2 For all calculations for future dates it is assumed that holdings 
and allocations remain unchanged for the forward period under 
consideration. The calculation procedure is the same as outlined 
for June 38, 1976 actual position. 
3 The calculation of average daily holdings is based on 1826 days 
due to the exclusion of the leap year figure of 1972. 

Single Sum Acquisition and Reconstitution 
Requirements 

The level of SDR holdings, if allowed to remain at 
the level of June 30, 1976 (SDR 11,720), will not be 
sufficient to meet the 30 % ratio by the end of the 
year. The average daily holdings over the whole 
period which was calculated at SDR 7,042.5 has 
to be raised to an average daily level of SDR 
7,376.4: 

ADA (1) 
ADH]{ -  10~O- X 30 

with: ADHT~ =Average daily holdings required 
over 5 years, 

thus, 

ADA --Average daily net cumulative allo- 
cation over 5 years; 

SDR 24,588 
ADHl{ - x 30 

100 
= SDR 7,376.4 

The difference in actual daily holdings and requir- 
ed daily holdings has to be adjusted over the 
period remaining from the date of calculation to 
the end of the calendar quarter under consider- 
ation (i. e. June 30, 1976 to December 31, 1976). 

The single sum (S~) to be acquired immediately 
following the date of calculation which will meet 
the 30% requirement is calculated as follows: 

in which: 
Tm~: 

Ss - m 
THs -- T~{ (2) 

tx 

Total units to be held over period to meet 
requirement (i. e. 1827 x SDR 7,376.4); 

TH: Total units held over five year period assum- 
ing no change in holdings or allocation until 
end of period (i. e. 1827 x SDR 7,042.5); 

tx: number of days between date of calculation 
and end of five year period for which hold- 
ings are to be raised; 

SDR 13,476,682- SDR 12,866,647 
Ss = 184 

= SDR 3,315.4 

The requirement is fully met as of December 31, 
1976 if on the first day of July 1976, SDR holdings 
are raised from the existing level of SDR 11,720 
to SDR 15,035.4. 

The amount to be reconstituted in a single sum 
is a function of the number of days between the 
proposed reconstitution date and the end of the 
relevant calendar quarter. If reconstitution does 
not immediately take place following the date of 
calculation, the single sum to be acquired will 
rise rapidly towards the end of the period since 
the number of days for which the additional 
amount will be held is shrinking. If reconstitution 
takes place one month after June 30, 1976 which 
in practice seems to be the earliest possible date 
considering the information and transaction lag, 
the single sum acquisition rises to SDR 3,987.2 
and to SDR 19,678.5 if reconstitution is delayed to 
December 1, 1976. Thus, for all practical purposes 
t X in equation (2) would need to be redefined as 
"the number of days covering the period between 
actual reconstitution date and end of calendar 
period." 

Acquisition in Quarterly Instalments 

To meet the pending obligation the country is giv- 
en the option to reconstitute in one single sum 
or avail itself of a number of equal quarterly instal- 
ments. Under the second option the individual re- 
constitution amount is smaller but the total 

K O N J U N K T U R  
V O N  M O R G E N  

T h e  s h o r t  r e p o r t  o n  d o m e s t i c  a n d  w o r l d  b u s i n e s s  t r e n d s  and  r a w  m a t e r i a l  m a r k e t s  
p u b l i s h e d  e v e r y  f o r t n i g h t  b y  H W W A - I n s t l t u t  f u r  W l r t s c h a f t s f o r s c h u n g - H a m b u r g  

ISSN 0023-3439 
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amount needed for reconstitution purposes will 
be larger. 

The quarterly instalment amount (Q) is determined 
along the lines of equation (2) but adjusts for the 
fact that the quarterly amount reconstituted is not 
held for the same number of days. 

Q = T•• - T H (3) 
(t~ + tx_l + t~_~ + .. .) 

in which: 
tx: number of days between first date of acqui- 

sition and end of period; 

t~_l: number of days between second date of ac- 
quisition and end of period; etc. 

To meet the requirement on December 31, 1976, 
it is assumed that quarterly reconstitution takes 
place on August 1, 1976 and three months hence 
on October 1, 1976. 

SDR 610,035 Q=  
(153 -t- 61 ) 

= SDR 2,850.6 

The amount to be reconstituted is SDR 2,850.6 
which raises SDR holdings from SDR 11,720 to 
SDR 14,570.6 on August 1, 1976 and SDR 17,421.2 
on October 31, 1976. 

Reconstitution Obligation and Reserve 
Management 

The forward projections of the reconstitution re- 
quirement ratio (Table 6) should serve as a basis 
for decision making regarding the use of SDRs. In 
the particular circumstances where the require- 
ment ratio falls below the required level but re- 
covers without additional reconstitution, the coun- 
try may refrain from acquisition and abstain from 
further use of its holdings until the situation has 
improved. However, this option only applies if the 
reconstitution obligation is voluntary. In our exam- 
ple, the quarterly acquisition of SDR 2,850.6 ex- 
ceeds 10% of net cumulative allocation which 
renders reconstitution compulsory. 

Developments in the SDR-account 14 show that 
Zambia's holdings due to reconstitution obliga- 
tions rose by SDR 6.3 mn from SDR 9.5 mn in 
September 1975 to SDR 15.8 mn in December 1975 
and again by SDR 8.8 mn from SDR 11.6 mn in 
June 1976 to SDR 20.4 mn in October 1976. Thus, 
between September 1975 and October 1976 the 
country had to raise its SDR holdings by more 
than 100 % to meet the rigid reconstitution require- 
ment. 

The reconstitution requirement as presently for- 
mulated clearly defeats the purpose for which 

" These developments refer to the end of month SDR holding 
figures published in the International Financial Statistics of the 
International Monetary Fund, Vol. XXIX, Number 12, December 1976. 

reserve assets are held by a country and it dis- 
plays at the same time that the present formula is 
far from being an appropriate instrument to pur- 
pose the objectives it was intended to fulfill. 

Zambia's practical experience shows that it had to 
set aside, read immobilize, substantial parts of its 
foreign reserves at a time when it had to face the 
most serious exchange crisis ever. It is most im- 
portant to note that this diversion of reserves was 
required, although the level of SDR held in Sep- 
tember 1975 and June 1976 amounted to 38.4% 
and 47.2 % of cumulative allocation, which in itself 
would have guaranteed the fulfillment of the 30 % 
holding requirement in relatively short time. The 
inflexibility in the rule forced the country to im- 
mobilize 25.5% of its reserves by October 1976 by 
acquiring SDRs to a level equivalent to 83% of 
cumulative allocation is. During this period, Zam- 
bia was compelled to defer payments for obli- 
gations incurred and to borrow extensively in in- 
ternational financial markets 16 

Modification of Rules 

To maintain the objective of temporary use of 
SDRs while allowing countries enough flexibility 
with regard to reserve use, the reconstitution re- 
quirement needs modification. 

As in the past, countries could be informed about 
reconstitution requirements when the ratio falls 
below 30%. However, reconstitution should be- 
come compulsory only, if: 

[ ]  the quarterly amount calculated is equal to or 
in excess of 10% of net cumulative allocation, 

[ ]  the country's holdings as of the date of calcu- 
lation are less than 40% of net cumulative allo- 
cation, and 

[ ]  the existing holdings are not sufficient to bring 
about an automatic satisfaction of the 30% for- 
mula w i t h i n  a p e r i o d  o f  1 2 - - 1 8  m o n t h s .  

During a period of balance of payments need, a 
possible reconstitution should not be pursued to 
the extent that SDR holdings might exceed 
40-50% of net cumulative allocation. On the 
other hand, during periods of balance of pay- 
ments surplus, the International Monetary Fund 
should be authorised to bring pressures upon 
countries with relatively low holdings, to replenish 
some of the holdings through the designation proc- 
ess or purchases from the General Account. 

]s The gross reserve level at the end of October 1976 according to 
IFS statistics stood at SDR 80.2 mn of which SDR 20.4 mn was 
actually in form of Special Drawing Rights. The fact that Zambia 
will later again be allowed to use its SDR reserves is of small 
comfort. Reserves should be available when payments need re- 
quires them most. 

~6 In actual fact, Zambia's drawing under another Fund facility was 
almost completely eroded as the pending reconstitution obligation 
was offset against it. 
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