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I • HEMBER~HIP AND LENGTH OF SERVICE
OF MID·1BERS OF THE COMHITTEE

1. The Committee on Contributions held its bhirty-ei~!hth session at United Nations
Headquarters from 15 May to 2 June 1978. The i'ollmd:ag members were present:.

:Mr. Abdel Hamid Abdel-Ghani

Syed Amjad Ali

:Mr. Anatoly Semenovich Chistyakov

Mr. Talib El-Shibib

~~. Leoncio Fernandez :Maroto

Mr. Carlos Moreira Garcia

Mr. Gbadebo Oladeinde George

:Mr. Richard V.Hennes

VJ!'. Junpei Kato

Hr. Japhet G. Kiti

:Mr. Wilfried Koschorreck

Mr. Angus J. Matheson

Mr. Atilio Norberto Molteni

Hr. Michel Rouge

~1r. Drago~ Serbinescu

Mr. Euthimios S~oforop/Julos

Mr. Tien Yi-nung

2. Syed Amjad Ali was re-elected Chairman and Mr. Japhet G. Kiti was elected
Vice-Chairman of the Committee.

3. Mr. Miguel A. Davila Mendoza was unable to attend the session and consulted
the Committee, through its Chairman, on the possibility of nominating a
substitute to represent him. In considering the matter, the Committee bore in
mind rule 159 of the rules of procedure of the General Assembly 1/ which reads
as follows:

"The members of the Committee on Contributions, no two of whom shall be
nationals of the sam~ State, shall be selected on the basis of broad
geographical representation, personal qualifications and experience and
shal~ serve for a period of three years corresponding to three financial

1/ A/520/Rev.12 and Rev.12/Amend.l and 2 (United Nations pUblication~'

Sales-No. E.74.I.6).
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years, as defined in the Financial Regulations of the United Nations. 2/Members shall retire by rotation and shall be eligible for reappointment.The General Assemb~ shall appoint the members of the Committee onContributions at the regular session immediately preceding the expirationof the term of office of the members or, in case of vacancies, at thenext session."

The Committee noted that the foregoing rule as well as legal op1n1ons receivedin the past make it clear that members of the Committee on Contributions areappointed on the basis of personal qUalifications and experience and serve intheir own capacity. Moreover:!' the General Assembly appoints only certain namedpersons and has made no provision for these persons, in turn, to appointSUbstitutes. The Committee concluded, therefore, that it was not empoweredto accede to the repl!lcement' of a duly appointed member by a substitute.
4. In conne~ion with the period of service of members of the Committee onContributions, the Committee noted also that rule 159 of the rules of' procedureo1? the General Assembly provides that menibers "shall serve for So period of threeyears correspond:tng to three financial years, as defined in the FinancialRegulations of the United Nations ll

• The Committee is aware that the Assemb~normally appoints members for a period of three calendar years. However,consequent upon the adoption of the biennia.l budget, regulation 2.1 of theF.inancial Regulations has defined the financial period as consisting of twoconsecutive calendar years, the first being an even year. In the interests ofciarity, therefore, the Committee recommends that the first sentence of rule 159of the rules of procedure of the General Assembly be amended, following theword "experi.encell to read as follows:

", •• and shall serve for a period of three years corresponding tothree calendar years.• r:.
It m~ be recalled that a corresponding revision of the rules of procedures of theGeneral Assemb~ in respect of the Advisory Committee on AQministrative and~ldgetary Questions was approved by the Assembly by its resolution 32/103 of11~ ~ecember 1977.

. .

2/ ST/8GB/Financial Rules/l/Rev.2 (1978).
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II • REVIEW OF METHODOLCGY OF CONVERTING NATIONAL
INCa4E IN NATIONAL CURRENCIES INTO A COMMON
UNIT AND RELATED QUESTIONS

5. ,In its report to the General Assembly at its thirty-second session, 3/ theCommittee concluded once again, and after reviewing the matter in depth, thatfor conceptual. and practical difficulties related to "the present stage ofstatistical scfence , national income is the only single indicator which can bestatistically compiled for all countries and therefore utilized as the principalmeasure of capacity to pay". 4/ The Committee also indicated that it intended toexplore the possibility of using a basket of currencies or purchasing power paritiesfor the conversion of national income into a common unit in the endeavour to refinethe present mode of assessment. In order to place these questions, including therelated problems of inflation and currency fluctuations into perspective, theCommittee found it useful to describe briefly the methodology it has followed andthen to evaluate possible refinements.

A. fresent methodology:

6. To the extent that comparative estimates of national income form the basis forthe determination of capacity to pay, complete national income est~ates areneeded. These estimates, as a rule, are provided to the Sta.tistical Office of theUnited Nations by Member States themselves in national currencies. In order toallOi-T such estimates to be comparable, figures in national currencies must betranslated into a common uni<li. In the absence of any other common unit, the presentmethodology of the Committee is to convert national figures for each year intoUnited states dollars, using as a conversion factor the rate of exchange bebweenthe national currency concerned and the United States dollar for that year.

7. In the case of States members of the International Monetary Fund (IMF), theexchange rates used are those obtained from IMF. Prior to 1971, unde r the pur valueregime, for a vast majority of countries these rates changed infrequently and onlyon the occasion of a formal revaluation or devaluation of a currency. For theyears in Which such revaluations or devaluations occurred, period averages ofexchange rates, prior to and after such changes,' 't'Tere calculated by the StatisticalOffice of the United Nations for the purpose of converting national income innational currencies into United States dollars. With the advent of floatingexchange rates, period averages became the norm rather than the exception and havebeen methodically calculated by IMF for each year on the basis or quarterly,monthly, weekly and even daily rates.

8. In the case of the centrally planned economies not members or IMF whosecurrencies are not traded in the international markets, the Statistical Ofrice hasperforce relied on the operational rates of exchange established by the Controller

-3-
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for accounting purposes. The rates so established~ which are based on information
provided by Governments, by central 'b:.mks or by United Nations offices in various
countries, are used for accounting purposes throughout the United Nations system.

9. The Committeets experience with exchange rates over the years has led it to
exercise great care in the application of the methodology just described. For that
reason, it has always reviewed on a country-by-country basis the rates of exchange
used.

10. In a. few cases a measure of uncertainty has remained in the determination of
the rate to be used. Instances have arisen in the past when multiple exchange
rates for a single r.urrency made it difficult to ascertain which should be
considered appropriate. Occasionally, the Statistical Office has had to produce an
estimate of an appropriate conversion factor for the national incomes of countries
w'i:th widely fluctuating domestic prices and foreign exchange rates. The Committee
has also seen cases when a given rate, 'tvhich had been rendered obsolete by a very
high rate of inflation, vas nevertheless maintained by a Government at least for a
time. On several such occasdons the Committee considered a later devaluation to
have demonstra'tea:- that the previous rate was overvalued and that the national
income had actually been smaller than seemed to be the case using the official rate'
of exchange. Another difficulty concerns the ma.rked appreciation of the currencies
of several industrialized countries following the advent of floating exchange
rates. ,J..E, a result of these appreciations, the national incomes of the countries
concerned, 'tvhentranslated into dollars, give the appearance of having grown more
rapidly than, 'tvould seem to be indicated by national incomes expressed in na;;ional
currencies. The effect of this on the present scale was reduced by the lengthening
qf the base period - a procedure which mitigated not only the effects on the scale
of variations in commodity prices or growth patterns but also the effects of
sharpcbanges in exchange rates. The divergent evolution o:f currencies on the
exchange markets was also the main :factor behind the decision o:f the Committee to
co~sider at its present session the use o:f a basket o:f currencies rather than the
Unit'ed States dollar :for the purpose of national income comparisons.

11. In using exchange rates to translate national incomes in national currencies
into a common unit, the Committee has always borne in mind that th~se rates are
not necessarily l:1.ppropriate :for estimating the value of those final goods and
services included in the gross domestic product which are not normally involved in
international transactions. Since coun~ries di:f:fer markedly in their economic
systems, in the availability or natural resources, ~.n the volume and type o:f
accumulated capital and in the skill and availability of manpower in relation to
other tactors o:fproduction, the price relationship of goods and services not
internationally traded may indeed. depart greatly from exchange rates. Even in the
case o:f gccds entering international commez-ce ~ where price relationships may be

. assumed in the long run to approximate exchange ra.tes ~ prices to the domestic
consumer 't-Till dif:fer between countries as a result o:f variations in neb indirect
taxes, domestic processing costs and internal transportation and cilstribution costs.
Thus, in any given country, the real value to each inhabitant of his share o:f the
national income may be qUite di:fferent :from the purchasing po'tver which the same
amount would represent in, for instance, the United States o:f America after
conversion into United states dollars at the current exchange rate. In spite o:f
this,. the Committee has :found the use o:f exchange .rat~s :for national income
comparisons to be consistent 'tvith the view that, in assessing each country's
capacity to pay, its :foreign trade should be given more 't-Teight than the purely
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domestic portion of its economy, The Committee observed, in this connexion, that
national income figuxes converted into dollars at prevailing exchange rates are
automatically increased 0:- decreased by any amelioration or deterioration in the
terms of trade of the country concerned. Nevertheless the Committee felt that it
could not fail to study whether and to what extent national income comparisons
could be improved by the use of purchasing power parities.

12. A further problem arising in connexion with the role played by exchange rates
for international comparison purposes stems from the fact that these rates do not
always respond adequately to variations in the' relative rates of domestic inflation
which clearly differs to a greater or lesser extent between individual countries
and the United States. To the degree that exchange rates remain uncorrected for
inflation by the interaction of market forces, by the intervent.ion of Governments
or by formal devaluations on their part, national incomes are correspondingly
inflated. In recognizing this further limitation in the role of exchange rates,
the Committee for a number of years has sought some means of taking systematic
account of excessive rates of inflation.

13. For the reasons given above, the Committee, in its continuing search for
improvements and refinements in the methodology employed for the conversion of
national currencies into a common unit, undertook a study in depth of the possibility
of substituting a basket of currencies for the United States dollar as a common
unit for comparison purposes or, alternatively, of adopting purchasing power
parities as the basis for determining relative capacity to pay. At the same time,
the Committee again explored the problem of inflation. A summary of the Committee's
st·~dies and conclusions follows.

B. Possible improvements in methodology

1. Baskets of currencies and international units of account

14. In its consideration of the possibility of SUbstituting a basket of currencies
or an international unit of account for the· conversion of national income in
national currencies into a common unit, the Committee, in the absence of an
existing unit common to the entire membership of the Organization., examined 14
baskets and/or units of account ~.;rhich for convenience may be divided into three
groups. The first group consists of the special drawing right (SDR) of IMF, the
transferable rouble of the Council of Mutual Economic Assistance and the unit of
account of the European Community (EU), three major international units of account
whose importance derives from the size of the trans:l.ctions involved. The second
group includes the European unit of account (EUA) , the European currency unit
(ECU), the European composite unit (EURCO) and th~ Arab currency-related unit
(ARCRU), four relatively well-known international units of account introduced for
the exclusive use of the private international bond markets. The third and last
group consists of seven baskets and units of account (some of which the Committee
was informed might no longer be in current use) which have been used either by
Governments or by international organizations outside the framework of the United
Nations system, or in the private sector for such purposes as capital markets,
banking, ·international tenders and insurance contracts. In many cases such units
play only a limited role for specific purposes; in others, such as in the case of
the Asian monetary unit (AMU), that unit represents the equivalent of the special
drawing right. A description of the 14 baskets of currencies or units of account
follows. .Annex I to the present report shows in tabular form the composition: of
baskets of currencies and international units of account.

-5-
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(a) !3:e.ecial drawing right (SDR)

15~ The Committee noted that of the 14 baskets of currencies or units of accountcited above, as a result of common membership of IMF and of the United Nations ~ thespeci.al drawing right had gained the acceptance of a large majority of statesMembers of the United Nations. Within the context of its present studies, theCommittee found that the special drawing right represented a basket of currenciesinto 'trhich national income in national currencies could be readily translated byreference to calculations undertaken by IMF and pUblished in its InternationalFinancial Statistics. Annex II to the present report describes briefly thecreation, evolution and llresent status of the special dra'tdng right.

16. The Committee also noted that special drawing rights are essentially bookentries or credits to the accounts of participating members of IMF. They are freel;}!"used in transactions between members of n,1]' and in transactions with IMF inaccordance ~d:th the provisions of the li..rticles of Agreement. Thus, in addition toits function as a moneta.s:'Y reserve asset, the special drawing right a'ets as anumeraire for th~ expression of values, a unit of account and a medium ofexchange. -

17. Between 1 July 1974 and 30 June 1978 s IMF has employed a technique known asa. 'istandard basket" for the purpose of measuring the special drawing right in termsof currencies. Under this technique one special dra~ing right represents the sum.of specified amounts of the currencies of the 16 countries whose share in worldexports of goods and services, over the period from 1968 to 1972, exceededone .per cent on average. The amount of each of the 16 currency components isderived from relative weights, with a weight of 33 per cent Eelected for theUnited States dollar in order to approximately reflect the commercial and financialimportance of that currency; lower percentage weights, broadly proportionate to thevarious countries' shares in international transactions, ~Tere assigned to theremaining currencies. The amounts of the currencies were determined by n1F in sucha way. that on .i~rid~, 28 June 1974, the last d~ on which the- old method of valuationl..ras applied, the old and ~he new menhcds yielded the same values for currencies interms of the special drawing right. The following table shows the composition ofthe, special drawing right currenc-y basket:

-6-



a/ From Monday,· 1 July 1974, onwa.'I;'d.s, the relative weights of the 16 C'Ul"re~C1ES
have not necessarily remained the same as the original weights owing to the
continuously changing relationships of the 16 currencies.
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In order to obtain the special dra't-ring right rate e.gainst the United States dollar,
IMF values the 15 currency components other than the United states dollar, as shown
in C01UiUll (1) above, at their daily market exchange rates. The sum of' the
United States dollar equivalents of' the 16 currency components of the basket yields
the rate of the special dra'toTing right in terms of'the United Sta.tes dollar. The I
value of a currency as expressed in special d7ra't-Ting rights can be obtained by using
that currency vs exchange rate vis-a-vis t,he United States dollar and the United
States dollar rate vis-a.~vis the special. drawing right. .

18. With effect from 1 july 1978, the composition of the basket of currencies will
be revised to reflect statistics for the periOd 1972-1976, in contrast to the
original basket which reflected the relative importance of member countries of
IMF in the export of goods and services over the f'ive-year period 1968-1972. The
revised basket and the relative weights of each of the 16 currencies comprising the
basket are given below. The amounts of the currencies will be determined by IMF so·
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as to ensure tha:l.~ the vaJ.ue of' the special dra.wing right in terms of any currencyldll be exactly the same on 30 June 1978 under the revised 'valuation as under theprese~t valuation.
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In connexfon with the reyi"sed basket, the Cori!mittee was informed that IMF intendsto adjust the composition of the basket at five-year intervals commencing on1 JUly 1983, unless the Executive Board should decide otherwise at 1.he time •.

(b) . Transferable rouble of the Council of MutUal Economic Assis~~

19• The ,transferable rouble was introduced in 1963 by the Organi~ation of theIIlternationalBankf'or Economic Co-operation (IBEC) a.saunit of account formultilateral settlements and as .B. common measure of value. 'IBEC serves as aclearing centre for mll1tilateral paymelltsbetweenmembers Cif CMEA and perforns'b~iking~operations in convertible (non...CMEA)' currencies at the request of itsmembers.

20. The transferable rouble has an official gold contentof 0.987412 gramme equaltot'hatof the USSR rouble but legally independent of the latter currency.However, the transferable rouble is not automatically convertible into gold, theUSSR rouble .' OJ:' any other currency. It represents"an importantl1nit of' accountWhich is presentiy used as such in asignificant part of world trade and- paymentsHowe.ver; it is much less clear to what ,extent, if any, this unh, coukd-be regardeda:sprovidinga safeguard against exchange rate fluctti.actions. The transferable
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unde r the

rouble is held only by countries in the accounts of an international il\stitution~It serves as a means of p8¥Dlent in the se~vici,ng of i'reciprocal accounts;"pertaining to commercial transactions bet1'Teen CMEA members ~ in credit operationsbet",reen these members and IBEC and the International Investment Bank (IIB) and asa store of value in the accumulation of transferable roubles in accounts with IBECand IIB.

(c) Unit of account of the European C,oIlllnuni~

21. The unit of account of the European Community (EU) was originally introducedin 1950 by the former European Payments Union and continued by the EuropeanEconomic Community (EEC). It is intended to serve not onJ...v as an internalaccounting instrument but also as a safeguard against the effects of unilateralexchange rate action by countries. It has the additional purpose of ensuring thatcommon prices are adopted for various commodities in the interests of a commonagricultural policy.

22. The original EU introduced in 1950 was modified in March 1975. The 'toreights ofthe currencies in EU were based on the gross national product and world tradeshare of the Community members. Its composition is as follo'tVB:

Dc~t~che mark • • .

Currenc;y:
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Belgian franc
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a/From M:arch 1975 onwar-da , the relative weights ot' the nine curreneies havenot necessarily remained the same as the original woeightsmdng to the cOntiP;I,lPl1l?lychanging relationships of.the nine currencies.
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The value of the EU is represented by the sum of the Belgian franc equivalente!l ~Brussels market exchange rates ~ of each of the currency components shown incolumn (i) above. It is used for accounting purposes by the European CoaJ. andSteel Community~·.the European Investment Bank and the Europeall Development 1!imq.and will gradually be introduced into "all the COIDmunity 9 s activities.
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Other baskets of currencies and interna.tional units of aecounb----"-- . ...(d)

International Air Transport Association (lATA) unit of value (IUV)

International financial unit (IFU)

InternationaJ. Union of Raill'1a;ys (urc) franc

24. In its examination of the remaining seven baskets and unitb of account ~ the
Committee found ~hem to be limited in scope and totally unrelated to its work.
They are listed below for information on~r.

The Committee did not consicler that the foregoing uni"bs were appropriate for the
purpose of translating national incomes into a common unit.

European currency unit (EOU), a::'so mO'\v-J1 as European monetary unit (EMU);

European composite unit {WRCO);

Arab cttrrency-relat~dunit (.ARCRU).

European unit of account (EUA) ~

23. As indicated in paragraph 14 above, the follo'tnng units relate exclusively to
the private illternational bond markets:

(e)· Evaluation of cE.skets of currencies and international units of ~count

25. In paragraphs 14 to 24 above , the Committee describes a num'l.:ler of baskets of
currencies and units of account which have been created by various institut.ions
primarily for financial transactions and for accounting purposes. In no case,
howe.ver, have these baskets or units been adopted for or adapted to conversions of
national accounts or incomes. Nor has any composite unit been conceived with the
aim of achieving comparatiye estimates of national incomes.

26. In so far as concerns the existing composite units, the Committee wishes to
draw attention to the fact that no such unit embraces the entire membership of the
Uni"l;ed Nations. Thus no single composite unit represents a realistic· reflection of
the economic relationships between all Member States.

27. rq-evertheless, the Committee studied the possible use of the special drawing
right (Which constitutes the most widely accepted basket) for the conversion of
na.tional incomes in national currencies into a common unit. It found, however,
that the results obtained "1y the use of the special drawing right in terms of 8.

scale of assessments were only marginally at variance with a scale based on

-
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United States dollars. This stems from the fact that the conversion of all
currencies into the special d.~awing ri~ht is made by using sets of ex~hange rates
in 1'1hich the United States dollar, and currencies stable in terms of dollars:l have
a predominant role. In examining vario'l.1S periods, more especially the period
1969;-1975 on which the present scale is based, the Committee found that if the
na.tional incomes of all countries had increased or decreased unifomly over that
period, the relative share of each ~.,ou1d have remained the same, whether measured
in dollars, special dra't'1ing rights or in any other monetary unit, for that matter.
As regards countries whose currencies are included, directly or indirectly , in the
special drawing rights basket, a country with an appreciating currency would, of
course, have shown a slower ra.te of gro~rth in special drawing rights for eXElIllple:l
compared with dollars; but one with a depreciating currency (stable in terms of
dollars) would also appear to have arown more slowly in \special drawing rights.
Thus the relative position of both eounbrdes might have remained unchanged. The
relative share of one country in the total national incomes of all countries 1vould
have changed only in circumstances 't"hen the growth of its national income, for
example, had taken plac~; mainly in the latter part of the base period 't'1hen the
special dra'tnng rights had appreciated in terms of United States dollars. Its total
income for the seven years would thus have decreased in comparison to 'What it
appeared to be when computations were made in dollar terms. Even then, the .
Committee found that the changes- in the relative shares of national income would in
most cases have been too small to affect rates of assessment.

28. The use of the special drawing right in place of dollars does tend to mitigate
the effects on the scale of sharp rises or decreases in national income owing more
to a sudden appreciation or depreciation of a national currency than to actuaJ.
variations in the volume of production. However, the Committee found that this
result is achieved in a 't'1ay which does not differ markedly from or appear notablY
superior to the iengthening of the base period.

29. The Committee also noted that the use of any basket of currencies for
national income comparisons necessarily implied resorting to exchange ra~es to
establish conversion factors. Any such device 'to10uld therefore entail most of the
difficulties and limitations outlined in paragraphs 10 to 12 above.

2 • Purchasing power parities

30. An entirely different approach to the conversion of n"ational incomes was taken
by the Committee when it examined a paper provided by the Secretariat on the
International Comparison Project (ICP) which had been instituted some 10 years
earlier as a co-operative venture of theStatisti~al Office of the United !~ations,

the World Bank and the University of Pennsylvania with the aim of establishing a
world-wide system of consistent and reliable comparisons of the real product and
purchasing po't'Ter of countries. The first step tOl-Tards the establishment of -this"·
system is the development of nationaJ. purchasing power parities for gross domestic
product (GDP) and for the. major·. final. expenditure components, of 'GDP~ and the.
derivation from these parities 01'13. correlated system of finalex;pendituref10'tfs in
real ternrs. The methodology' of the system involves the binary .• and multilateral
forms of comparisons, the latter being an extension of the former by the· use of
highly sophisticated teclmiques. The" United states of America is chosen by rcp
as thenumeraire C0U2"'~'7 in the binary comparisons. Thus the purchasing power
parities are calculat~d for each selected country relative to the United states.

-11-
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31. 'J!o illustra.te the bina.r~r comparison methodology employed by IOP, an example
is presented of llbread and cereals ", one of many summary categories of goods and
services comprisine gross domestic product. Each summary category is made up of
several items~ . "Bread alld cereals", for example, consists ·of six items rice u
meal and other cereals S bread and rolls; biscuits and cakes; cereal preparatdons ;
and macaroni, spaghetti and related foods. For each such item, Iep gathers
expenditure data and representative data of price for final consumer for each of
two countries selected. ~le estimation of the purchasing power parity for a
summary category betwe.en El. selected country and the United States involves two
steps. First, a price ratio in national currencies for the item rice is calculated
using sample prices to th~ consumer of rice sold in the selected country and in
the United States. In a similar manner, a price ratio is calculated for each of
the other five it~ms comprising the summary ca,tegory. Second, the price ratios
for rice and the other five items in the summary category so obtained are each
weighted by the respective Eer capita expenditures on these six items, first in
the selected country and then in the United States. This yields the two purchasing
power parities for the summary canegory', one in terms of the selected countiry t s
weights and the other in terms of United states \veights. Th~se two results are
then combined into ~ single purchasing power parity between the selected country
and the United Sta.tes.

32. The purchasing power parity for GDP as a whole between a selected country and
the United States is obtained by using a procedure very similar to the one
described above. 'llle purchasing power parity for each of the items comprising
GDP (such as rice) is weighted by the per capita expenditure on that item, first in
the selected country and then in the United States. This gives the two purchasing
pmoTer parities for GDP 'between a selected country and the United States. The two
purchasing power parities are then combined into a single number which represents·
the purchasing power parity :for GDP between c. selected country and the United
States ..

33. The development of· the work of ICP to date has taken place in three well
defined phases. The first· phase was centred on 1970 as the reference year and,
in addition to establishing the basic methodology, produced comparisons for that
yea:i: for 10 countries (Colombia, France, Germany, Federal Republic of, Hungary s

India, Italy, Japan, Kenya, United Kingdom of Great Britain and Northern Ireland
and United States of America). For six of these countries (Hungary; India;
Japan, Kenya, United Kingdom and United States), parallel comparisons ivere also
produced for the reference year 1967 ~ This phase was effectively completed in
1974;

34. The second phase of the work was intr.odtlced as an interim phase. It was
. designed to extend country coverage to produce a revised and expanded set of
bench~mark comparisons for 1970~ and to develop a general methodology for bringing
those comparisons up to date on an annual basis. In this phase, the over-all
coverage was expanded tc.16 counbrdes and the representation of the developing
countries improved by the. inclusion of Iran, Malaysia, the Philippines and the
Repub~ic of Korea. Belgium and the Netherlands were also included. Work on this
second phase was concluded early in 1977.

-12-
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35. The third phase of lOP began lata in 1974 and 'Was planned as a new :round of
bench-mark comparisons centred on 1975 and with substantially broad6~' ~a~~I~f~C,

The Committee noted tha.t work on this phase has involved ever 30 courlt:ri~s and
is expected to be completed by mid-1979.

36. The fourth phase of ICP will commence in mid-1979. Its objectives:1 intel'
alia, are to refine the methodology, cw;'ren'jjly employed and to exbend its full-scale
comparisons to approximately 60 countries. The Committee noted Ghat tMs fourth
phase has been scheduled for completion by 1985'.

37. In considering the pos-sib}.''' use~~ss f~:' it::: cvn wO:i""k of the results
expected from ICP, the Committee noted that data. covering the eutire membershi'D
of the United Nations for an appropriate base period would certainly not be 
available for many years to come.

38. On examining the rel:iults achieved so far, the Committee noted that, in the
case of industrialized countirdes hav-ing comI"are.b1e levels of development,
purchasing pm'1er parities seemed to be roughly in line with exchange rates.
Further-more, in the case of those industrialized countries for which apprvpriate
data were available, it appeared that discrepancies between exchange ,rat.es and .
purchasing power parities existing in 1973 tended to be smaller than those in 1970
before the dollar depreciated in terms of the currencies of' a number of
industrial.ized countries. The Committee was thus led to believe that the increase
in the exchange values which resulted in higher relative national incomes for the
countries concerned and, therefore, in increases in their aasesementie , was probably
justified not only on the basis 01' the present methodology of using exchange rat~s,

but also in terms of the actual pl:I'chasing power of the various monetary units in
which the underlying national income figures had been calculated. In the case of
the developing countries, comparisons in ter.ms of purchasing power parities are
more difficult and perhaps less meaningful for the purpose of the Committee's
work. To the extent that the prevailing wage levels reflect a very row national
income per capita, the price of locally-produced goods requiring a large labour
force can be expected.to be very low as compared to the cost of similar goods in
industrialized countries or to the price of foreign imports incorporating high
labour costs. Consequently, the purchasing power of the domestic currency in terms
of such local goods may be relatively higher than exchange rates might lead one to
expect. What this implies in connexion with the measurement of "capacity to payrl
for the purposes of the assessment of Member Sta.tes is not clear at this stage.

3. Impact of inflation on the scale of assessments

39. The impact of inflation on the comparison of national incomes of Member States
has been described briefly in paragraph 12 above. It may be defined as the result
of unusually large price increases inSUfficiently corrected by exchange rate
adjustments by the authorities concerned or by market forces. The Committee
appreciates the importance'placed by Member States on the possible distortion of
individual rates of assessment as a consequence of' inflation, and for this reason
it has sought, over the yeal e , to devise some means of making adjustments for
excessive rates of inflation. This has been particularly true of the years since
1971 when the volatility of currency fluctuations and price movements dominated
the world economic scene.

-13-
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41. The Committee agreed that its examination of baskets of currencies and of
purchasing power parities had broadened its appreciation of the problems of exchange
rates and had given it greater understanding of the underlying mechanism of
oonversions of national incomes into a common unit for comparison purposes.

40. The Committee, therefore, again oonsidered the feasibility of expressing
national inoome in oonstant rather than in current prices - a procedure which would
serve to elin)inate the effect of differential price changes on the national incomes
of. Member States. The Committee was informed.~ however, that aside from conoeptual
and I'~a.ctical problems of long standing, as described in its report of the
previous ~'ear, 21 dat.a in constant prices were available for only some 70 Member
States. Ful'thermore, not only 'Were such data not comparable but it was not ti
anticipated that they would be available for all Member S·tates for at least another I
decade.

, j

I
I
I

~
~

I

5/ Ibid., paras. 26 and 27.

42. The <:ommitte-e found, however, that the results obtained through the
formulation of a scale of assessments based on special drawing rights would differ
only marginally from results obtained through the use of the United States dollar.
The Committee also noted that theoretically the appropriate means for the conversion
of national income into a common unit for the formulation of soales of assessment
would be to devise a basket of currencies espeoially conceived for this purpose.
The Committee was; aware that such a venture would present serious difficulties,
such as those immlved in selecting currency components and in assigning relative
weights to each. Moreover , it believed that a measure of oaution should be
injected in this latter respect since a basket of currencies tailored for United
Nations scales 'W()uld not avoid all problems inherent in exchange rates.

-14-

43. With regard to the possible use of purchasing power parities as a SUbstitute
for exchange rates, the Committee noted that, in addition to the limitations
described in paragraph 38. above, no data would be available for all countries for
many years to come. In the oircumstances the Committee decided that it would
sevve no purpose to consider this substitution in the near future.

44. Similarly, with respect to the use of constant prices in lieu of current
prices, for the reasons cited in paragraph 40 above, the Committee had no choice
but to discontinue its consideration of the subject pending the compilation of
constant prices by Member States on a uniform and internationally comparable basis.
Here again, the Committee was informed that it would take a.t least a decade before
a systematic array of data would become available.

45. The Committee concluded, therefore, that for the near future it should retain
its use of the United States dollar for the conversion of national income datp into
a common unit. Nevertheless the Committee agreed that its examination of a broad
range of issues in connexion with conversion methods had been valuable and that
in exercising its collective judgement those issues would be taken into account in
individual cases to the extent possible and feasible. '
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46. Under the terms of rule 160 of the rules of procedure of the General
Assembly:> 6/ the Committee is called upon to advise the Asse!llbly on assessmentf3 to
be fixed for new Uembers. At the same time t regulation 5.8 of the Financial
Regulations 01' the United Nations provides that new I\1embers shall be required to
make a contribution for the year in 't~hich they become Members and to provide their
proportion of the total advances to the l'Torking Capital Fund at rates to be
determiued by the General Assembly (ST/aGB!Financial Rules!l/Rev.2 (1918».

41. At the thirty-second session of the General Assembly two States were admitted
to membership in the Organization on 20 September 1977. Those States, and the
related General Assembly resolutions, are shown below:

'er
're
'sion
,t

Member State

Djibouti

Viet lram

General Assemb~
resolution

32/1

32/2

e

48. Under the provisions of General Assembly resolution 69 (I) of 14 December 1946,
new Members are required to contribute at least 33.33 per cent of. their percentage
of assessment, determined for the following year, applied to the budget for the
year of adIni.ssion. However) by subsequent decisions of the Assembly, exceptions
have been made to the one-third rt:1e, with the prescribed minimum having been
reduced to one ninth for the majority of States newly admitted to membership in
.the Organization since 1955. '

Percentage contribution

49. The United Nati~ns scale of assessments for the year 1977, as established by
the General Assembly in resolution 31/95 B of 14 December 1976, was based on
national income and related data for the years 1972-1974. The scale for 1978-1979,
as adopted by the General ../l..ssembly in resolution 32/39 of 2 December 1977, was
based on similar data for the years 1969-1975. On the same basis, the Committee
recommends that the States admitted to membership in the Organization in 1977
should be assessed for 1977, 1978 and 1979 as f~110ws:
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Djibouti..

Viet Nam

a/ See para. 52 below .

For For
1977 1978-1979

One ninth
of 0.02 0.01

One ninth
of 0.03 al 0.03 a/

6/ A/520/Rev.12 and Rev.12/Amend.1 and 2 (United Nations pUblication,
Sales-No. E.74.1.6).
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The rates of assessment proposed for 1979 should be added to the scale for that
year, as conbsdned in subparagraph (a) of Assembly resolution 32/39.

50. The Committee further recommends that for 1977 and 1978 the contributions of
.the new :Members should be applied to the same basis of assessment as for other
Member States, except that, in the case of appropriations or aPPolrtionments
approved by the General Assembly under i1:;s resolutions 31/5 C ancl D of
22 December 1976 and 32/4 B and C of 2 December 1977 for the fina\l'lcing of the
United Nations Emergency Force and of the Uni1:;ed Nations Disengagement Observer
Force as well as under its resolution S-8/2 of 21 April 1978 for the financing
of the United Nations Interim Force in Lebanon, the contributions of the two new
Member States (in accordance with the group to which they may be assigned by the
Assembly) should be calculated in proportion to the calendar year.

51. In the above connexion ~ the Committee noted that its Chairman, in his oral
introduction 7/ of the Committee's report to the General Assembly at ,its thirty
second session, had indicated tha'li its recoIIlI4endations for rates of assessment for
the Socialist Republic of Viet Nam in respect of the years 1977, 1978 and 1979 8/
were no longer applicable in the light of that State's admission to membership in
the Organization on 20 September 1977. He proposed, therefore, that the matter be
reconsidered by the Committee at its 1978 session. At the same time, and on a
proposal of Viet Nam., it was also agreed that the recommendations of the Committee
~n Contributions 'ldth respect to the participation of the former Republic of
South Viet I'3"am. as well as of the Socialist Republic of Viet Nam in various
activities of the Organization as non-member States in 1976 also be reconsidered
by the Committee at its current session.

52. In view of the arguments presented in a submission to the Com.mittee dated
5 April 1978 from Viet .1'3"am, which drew attention to the most difficult economic
situation which continues to obtain in that country as a result of the prolonged
and devastating hostilities which took place on its territory, several members of
the Committee considered that this was a special case and supported the request
of Viet Nam to have its contribution for 1978 at the minimum rate of 0.01 per cent
ra'!'her than at the previously proposed level of 0.03 per cent. other members held
the view that the Commii;tee had received no new statistical' data regarding the
relevant base period since its session in 1977 when it had recommended a rate of
tlssessment for the Socialist RepUblic of Viet Nam on the basis of official data for
the period 1969-1975, and that there was therefore no justification for revising
the Committee's previous recommendation which hadalrea~ taken into account the
special circumstances of Viet Nam by considerably reducing the percentage rates
of assessment .that would have been i.ndicated by reference to statistical data
alone. A proposal that the level of assessment for Viet Nam. be reduced from
0.03 to 0.02 percent was narrow'ly rejected.

53. The Committee recommends that, in respect of its participation in various·
United Nations activities as a non-member State, Vie't Wam. should be called upon to

, 7/ SeeA/C.5/32/SR.16, para. 15.

8/See Official Records of the General AssemblY§ Thirty-second Session,
Supplement No. 11 (A/32/ll), paras. (~) 'and (i) of thedraf't resolution contained
in para. 98.
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contribute at the rate of one half of 0.06 per cent for the first half of 1976 9/
and at the rate of one half of 0.02 per cent for the remainder of that year. For
1977, the Committee proposes that Viet Nam contribute at the rate of eight ninths
of 0.03 per cent Some members ,,·rished to pla.ce on record their disagreement 'tvith
these. recommendations l'rhich they felt should have been based on the minimum rate
of assessment.

9/ In respect of the former Republic of South Viet Nam.
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IV. REPRESENTATIONS BY MEMBER STATES

54. During the course of the debate in the Fifth Committee at the thirty-second
session of the General Assembly, dissatisfaction was expressed by a number of
Member States, more particularly Angola, Bangladesh, Italy, the Libyan .Arab
Jamahiriya, the Netherlands, Pakistan, Poland, Portugal, Singapore, Spain and the
Syrian Arab Republic,. as' to the rates of assessment recommended by the Committee
on Contributions for their countries for 1978 and 1979. As indicated by the
Chairman of the Committee on Contributions at tr..:: time, the views of each of the
foregoing Member States were brought to the attention of the Committee as a whole
at its current session.

55. In addition, the Committee had befol'e it representations in vrriting from
Poland and Singap~re.

56. In addressing itself anew to its recommendations of the previous year in "
relation to the interventions in the Fifth Committee, the Committee on Contrib\ltions
was satisfied that its proposals had been carefully formulated and based on all
a:vailable facts. The Committee recalled, furthermore, that it had already made a
number of dowmvard adjustments in individual rates for economic and other factors
of a compelling nature to the extent that such adjustments had been feasible and
practical within a scale of 100 per cent. "

57. In connexion with the written representations of Poland, the Committee studied
again in depth the question of the rate of exchange to be applied in translating
into United States dollars for the purpose of the forrr.u1ation of a scale, the
figures in zlotys of the annual national income of Poland. Information was received
regarding the question from the Permanent :Mission of Poland and from the Controller.
The Committee noted again" that different rates had been used in the past by the
Po~ish authorities and/or by the United Nations. The difficulties facing the
Committee, when asked to choose among these different rates ~ stem ·from the fact
that each rate was introduced for a specific purpose.

58. The Committee carefully examined "the written representation of Singapore and
agreed to bear in mind the points raised in that representation in the formulation
of the next scale of assessments.

-18-
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V. OTHER MATTERS CONSIDERED BY THE COMMITTEE

A. Collection of corit"ributions

59. Under its terms of reference ~ 10/ one of the functions of the Committee on
Con'tributions is to consider and report to the General Assembly on the action to be
taken in regard to the application of Article 19 of the Charter. Article 19
reads as follows:

"A Member of the United Nations which is in arrears in the payment of
its financial contributions to the Organization shall have no vote in the
General Assembly if the amount of its arrears equals or exceeds the amount
of the contributions due from it .for the preceding t'tvO full years. The
General Assembly may~ nevertheless, permit such a Member to vote if it is
satisfied that the failure to pay is due to conditions beyond the control of
the Member. 11

60. s The Committee took note of a report of the Secretary-General which indicated
that, at the conclusion of its session, four Member States - the Central African
Empire, Democratic Kampuchea, the Dominican Republic and South Africa - were in
arrears in their contributions to the expenses of the United Nations within the
terms of Article 19. .

61. With respect of the composition of "arrears", the Secretar,f-General had
included contributions for the financing of the regular budget of the Organization,
the United Nations Emergency Force (1973) and the United Nations Disengagement
Observer Force. One member of the Committee wished to place on record his view
that peace-keeping operations were not relevant to arrears within the context of
Article 19. other members ",vere of 'the opinion that it was not within the
Committee's competence to judge the legal and juridical aspects of the matter. The
Committee further noted that the four Member states cited in paragraph 60 above
were subject to Article 19 whether or not assessments for the peace-keeping forces
were included in the arrears.

62. In regard to the collection of contributions, the Committee decided to
authorize its Chairman to issue an addendum to the present report, should it be
necessary.

B. Scale of contributions for specialized agencies

63. The Gen(;.ral Assembly, ..by its resolution 311 B (IV) of 24 November 1949,
authorized the Committee "to recommend or advise on the scale of contributions for
a specialized agency if requested by that agency to a.\~ so If •

Supplement
sect. A.
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64. In considering requests for advice received from the International Labour
Organisation, the United lfations Educe.tional ~ Scielltific and Cultural Organization,
the World Health Organization and the International Atoldc Energy Agency, the
Committee decided to provide those. agencies, as requested, with the rates of
assessment recommended by the Committee for Members of the United l'Tations and with
theoretical rates of assessment for States not. Members of the United I~ations but
members of. such agencies.

C. Date of the· next session of the Committee

65. The Committee de~ided that, in accordance with its decision of the previous
year, its session in 1979 vTould be held in New York and 't-Tould be of five weeks'
duration, commencing on 4 June 1979.

-.
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VI. RECOMMENDATIONS OF THE COMMITTEE

66. The Committee on Contributions recommends to the General Assembly the
adoption of the following draft resolutions:

DRAFT RESOLUTION I

~ca1e of assessments for the apportionment of the
expenses of the United Nations

The General Assembly

Resolves that:

1. The rates of assessment for the following States, admitted to membership
in the United Nat~cns on 20 September 1977, shall be as follows:

Member State Percer.tage contribution

1977 1978-1979

Djibouti .

Viet N81ll

0.02 0.01

For 1979, these rates shall be added to the scale of assessments established under
subparagraph (a) of General Assembly resolution 32/39 of 2 December 1977;

2. For 1978, Dj'ibouti and Viet Nam shall contribute at the rate of
0.01 and 0.03 per cent, respectively;

3. For 1977, Djibouti and Viet NaJj1 shall contribute at the rate of
one ninth of 0.02 and 0.03 per cent, respectively;

4. The contributions of the two new Members for 1977 and 1978 shall be
applied to the same basis of assessment as for other Member States, except that in
the case of appropriations approved under General Assembly resolutions 31/5 C and D
of 22 D~cember 1976 and 32/4 B and C of 2 December 1911 for the financing of the
United Nations Emergency Force and the Uni~ed Nations Disengagement Observer Force,
and under Assembly resolution S-8/2 of 21 April 1978 for the financing of the
United Nations Interim Force in Lebanon, the contributions of those States (as
determined by the group er- contributors to which they may be assigned by the
Assembly) shall be calculated in proportion to the calendar year;

5. The advances to the Working Capital Fund of Djibouti and Viet Nam. under
regulation 5.8 of the Financial Regu1~tions of the Untied Nations shall be
calculated by the application of rates of assessment of 0.01 and 0.03 per cent,
respectively, to the authorized level of the Fund, such advances to be added to

-21-
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the Fund pending the incorpora.tion of the new Members' rates or usseaemenb in a
100 per cent scale;

6. Subject to rule 160 of the rules of procedure of the General Assembly,
and notwithstanding the provisions of subparagraph (f) of General Assembly
resolution 3062 (XXVIII) of 9 November 1973:

(a) Viet Nam shall be called upon to contribute towards the 1976 expenses of
those United Nations activities in which iG participated at the rate of one half
of 0.06 ~er cent for the first half of 1976 11/ and at the rate of one half of
0.02 per' cent for the remainder of that year;

(b) Viet Nam shall be called upon to contribute towards the 1977 expenses of
those United Nations activities in which it participated at the rate of eight ninths
of 0.03 per cent.

DRA'FT RESOLUTION II

Amendment to rule 159 of th~ rules of procedure of the Ge~l"'al AssemblY

The General Assembl.y

Decides to amend rule 159 of its rules of procedure to read as follows:

"Rule 159

l1The members of the Committee on Contributions, no two of whom shall
be nationals of the same State, shall be selected on the basis of' broad
geographical representation, personal qualifications and experience and
sb..ul serve for. a period of three years cor-respondfng to three calend.a.r
years. Members shall retire by rotation and shall be eligible for
reappointment. The "General Assembly shall appoint the members of the
Committee on Con'Gributions at the regular session immediately preceding
the expiration of the term of office of the members'or, in case of
vacancies, at the next session. 11

111 In respect of the former Republic of South Viet Nam.
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ANNEX I

Compositions of baskets of currencies and international
units of a~count
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ANNEX II

Creation of the special drawing right, its early
~volution and present status

/:Extract from IMF Surve~, 18 April 1977, summari~ing portions of a published
work by Margaret G. de, Vries entitled: The International Moneta;y Fund,
1966-1971: The System Under Stress; volume I, Narrative, and volume II,
Documents.?

1. The special drawing right remains a relatively novel feature of the world
monetary system, having been set up in the Fund only a little less than eight
years ago, on 6 August 1969. In the late 1950s and early 1960s a few economists,
mainly outside, official circles, had begun to discuss the problem of international
liquidity and to propose the creation of a new reserve unit to supplement gold or
national currencies. One proposal, fer instance, in 1962 and 1963 was that a
collective or composite reserve unit (CRU), consisting of a stated proportion of
the leading currencies, be created by a group of industrial countries and used as
exchange between their monetary authorities.

2. The start of official discussi<.ms that led to the eventual creation of the
special drawing right was prObably the announcement by President John F. Kennedy
to the Board of Governors of the Fund on 30 September 1963 at their 18th
Annual Meeting, held in Washington, that the United States "stands ready to
support such measures as may be necess~~ry to increase international liquidity""
At that time, the Group of 10 - the finance ministers and central bank governors
of the 10 countries participating in the Fund's General Arrangements to Borrow
(Belgium, Canada, France, Germany, Federal Republic of, Italy, Japan, Netherlands,
Sweden, United Kingdom pI' Great Britain and Northern Ireland and United States of
America) - stated their intention to study world liquidity • Simultaneously,
Fierre-Paul Schweit~er, who had then been the Fund's Managing Director for only
a month, announced that the Fund, as well, was intensifying its study of
international liquidity. .

3. Five yea.rs to toe day after President Kennedy's statement, President
Lyndon B. Johnson, on 30 September 1968, announced to the Board of Governors of
the Fund, at their 23rd Annual Meeting, again in Washington, that the
United States was among the first countries to accept the proposed amendment of

-the Fund's Articles of Agreement which established the special drawing right.
Almost another year went by before a sufficient number of member countries had
ratified the first amendment, permitting it to become effective on 28 July 1969,
and it was not until 6 August 1969 that the required number of members had
deposited the necessary instruments of participation in the Special Drawing
Account, permitting it to come into existence.

4. The period from 1963 to 1969 had been filled with discussions and
negotiations about whether any new reserve asset was needed at all and about the
specific feattires required for such an asset. For years, the concept of creating
a reserve asset and even the term itself were 'repugnant to some national
authorities, who preferred something more comparable to international credit 
such as drawings on the l\'und.
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,. There were also sharp differences between. industrial countries that favoured
expansion of the supply of' ~orld liquidity through the introduction of a new
reserve asset and others, mainly the six original members of' the European Ect"lnomic
Community (EEC), that wished to see, first the elinination of the balance-ofM

payments deficits of the United Kingdom and the United States. The EEC countries
were concerned about whether the United Kingdom' and the United States, which were
under less pressure to correct their payments deficits because their currencies
were held as reserves by other countries, would pursue financial policies that
would aggravate world inflation. Accordingly, progress in the discussions often
hinged on the status of the balance of payments of these two reserve currency
countries as well as on the levels of world reser~=s, especially of gold.
Meanwhile, study groups were set up to examine proposals for deliberate reserve
creation.

6. As a result of their differing viewpoints, the countries of the Group of la
could agree by September 1965 only to draft a contingency plan for reserve
creation - that is, a plan that could be used if a supplement to world reserves was
ever needed. Thus, it was necessary to work out both the provisions of such a
contingency plan and the method of implementation.

7 • In 1966, Mr. Schweit zer, as Managing Director, took an important initiative
in proposing to the Group of la arrangements for reserve creation that would operate
through the Fund and would inc.lude all Fund members. He spoke out. repeatedly
against the limited approach then being favoured by the Group of la and strongly
advocated a world-wide arrangement.

8. Determining the features of the new reserve and the method of allocation tc~k

the better part of two years. The deputies of the Group of la met nearly every six
weeks, while the Fund's executive directors and management dis(!ussed intensively
all the relevant issues. Then, in an unprecedented move, the Fund's executive
directors held four joint meetings with the deputies of the Group of la for the
purpose of exchanging views and facilitating agreement on a plan.

9. The most crucial question concerned the number of countries entitled to receive
the new asset. Undoubtedly, the most significant outcome of'. the long negotiations
was agreement on a plan that included all Fund members - both developing and
industrial countries. But there were other important questions as well: How was
the new asset to be fina.nced? What rules would govern its use? Would the new
asset be subject to repayment? In finding answers ,to these questions, the basic
issue was whether the new ~nstrument would be a genuine reserve asset, ,freely
usable and not subject to repayment, or whether it would more closely resemble
credit, subject to rules for its use and to repayment obligations. Some countries 
mainly the United Kingdom and the United States - preferred to shape the new reserve
in such a way that it woul~ be readily accepted in place of gold; other countries 
most notably France - were eager to retain guld as the heart of the monetary system
and strongly preferred that the new unit be more like credit than money.

la. The special drawing right that finally emerged was a compromise - what the
General Counsel of the Fund has called an alchemy, a blend of both a reserve asset
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and a credit. After the specific features of the special drawing right had been
decided on, the difficult question of what voting power would be required for the
entry into force of this plan and for any decision to create special drawing rights
thereafter had to be answered. The majority of 85 per cent of the total voting
power of the Board of Governors was agreed on, and as part of the compromise, at the
insistence of the countries members of EEC, it was agreed that certain changes in
the Fund's rules and practices regarding its regular resources would also go into
effect.

11. Thus, the principa.l elements of a plan entitled "An outline of a facility
based on special drawing'rights in the Fundlt gradualJ:y took shape over a four-year
period. The Board of Governors approved the plan at the 22nd Annual Meeting of th(~

Fund at Rio de Janeiro on 29 September 1967. It remained to incorporate tne plan
into the Fund's machinery, and for this it was necessary to translate the general
terms of the plan into the precise language required for an amendment to the
Fund's Articles of Agreement. The amendment took the form of' 13 new. articles and
four new sections, plus other substantial changes in the articles. As the drafting
in the Fund proc'e~ded, once again a meeting of the ministers of the Group of 10 was
called to permit the industrial countries to settle their differences.

12. A proposed amendment to the Articles of Agreement was, none the less, drafted
within a few months' time, and the Board of Governors approved it in May 1968.

The first allocation of special drawing rights

13. Again, there was discussion of the question of how the need for supplementing
world reserves should be determined. In brief, the decision to allocate special
drawing rights $9.5 billion over a three-year period beginning 1 January 1970, as
approved by the Governors late in 1969, was based on a determination that the world
reserve situation existing at the time was tight.

14. Before special drawing rights could actually be allocated and put into use,
other important and difficult decisions had to be made. How should the principles
governing transfer of special drawing rights between participants be implemented in
practice? How far should the Fund go in exercising its authority to accept special
drawing rights in lieu of gold or members' currencies in its General Account? The
first issue, Which had come up in many previous discussions, was the degree of ease
or constraint to be placed on tra.nsfers between participants. Again, some
executive directors were concerned that a few industrial countries would have to
hold the bulk of the special drawing rights, while other directors were afraid of
making the use of special drawing rights so restri'ctive that they would not become
fully accepted as reserves. With regard to the second issue, it was clear that
Fund acceptance of the special drawing right would help to establish the new unit,
but there was the· danger that the Fund itself might hold too great a volume of
special drawing rights. The executive directors had to weigh the various factors
and,in taking the necessary decisions, played a unique role in the successful
launching of anew reserve asset.

15. The special drawing right became an accepted reserve asset, even more quickly,
probably, than its advocates had dared to hope. By the time of the 1970 Annual
Meeting,. in Copenhagen, Mr. Schweitzer. was able to state that in his judgement, the
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experience up .to that time with the operation of the special drawing rights facility
had been highly successful, and it could be stated that the spe'cial drawing right
had become established as a reserve asset. And after the middle of August 1971,
when the United States suspended convertibility of officially held dollars into
gold, monetary officials began to suggest giving the special dravTing right an
increasingly prominent role.

16. The lengthy debates over the formation of the special dra't(ing right illuminate
many facets of present-day interna"l:;ional monetary problems. For example, those who
today contend that the special drawing right should have been set up with addi.tional
features - such as a link to development finance - can appreciate how much was
really accomplished. Those who believe that, in retrospect, too much attention
may have been paid in the late 1960s to the problem of liquidity and too little to
the problem of balance-of-payments adjustment can recall why the liquidity exercise
took so long. Those who are interested in measuring the present supply of world
liquidity may find useful the techniques considered earlier. And those y.rho, in
recent years, have regretted the slowness of' the reform of' the monetary s)rstem can
take comfort from the ultimately fruitful negotiations on liquidity and reserve
creatit>n.

17. In a very short time, the special drawing right h cs become an accepted feature
of the world monetary system. It has virtually replaced gold and the United States
dollar as the numeraire of the system and is being increasingly used as a unit of
account for international financial transactions, both of'ficial and private. The
proposed second amendment of the Articles of' Agreement sets out as an objective
that the special drawing right is to become the central reserve asset of the
i.nternational monetary system as the role of gold in the system is reduced. Among
the important provisions of the amendment, which member Governments are now
considering for ratification, are several that will strengthen the use of' the
special drawing right as a reserve asset and broaden its possible uses.

18. In view of the large amounts of United States dollars still being used as
reserves in the monetary system and the uncertainty about the future role of' gold,
the extent to which the special drawing right will become the primary reserve asset
is still a subject of conjecture. Nevertheless, attention continues to focus on
the special drawing right. For'instance, a number of monetary specialists have
been advocating measures, including greater control of all reserves by the Fund,
that would bring about early use of' the special drawing right as the primary reserve
asset.
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