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INTERNATIONAL BASK FOR RECONSTRUCTION AND DEVELOPMENT

Mr. Friedmen became The Economic Adviser to the President
of the World Bank in October, 196k, having previously been Director
of the Exchange Restrictions Department of the International Monetary
Fund since 1950. He jJoined the Fund in 1946 serving as Chief of the
United States-Canada Division and from 1948 to 1950 as assistent for
policy matters to the Deputy Managing Director. From 1941 to 1946 he
was in the Office of the Secretary of the United States Treasury. He
received his Fh.D. at Columbia University where he was a University
Fellow. He was sctive in international discussions leading to the
formation of the Fund snd the Bank, the Ewropean Payments Union, the
re-establishment of convertibvility of European cwrrencies and the

reviev of the international monetary system and international liquidity.

In the World Bank he is in charge of economic activities,
policies and mechanisms relating to development finance, and is
chairman of the Economic Committee.

Pebruary 29, 1968
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Pebruary 29 1968

Dear Sir Michael,

On Mr. Woods's behalf I would like to
acknowledge receipt of The Atlantiec Trade
Btudy press release and paper "After the
Kennedy Round What Trade Policies Now?"

I am looking forward to reading the
paper and have also taken the liberty of
sending them to other interested colleagues
in the Bank.

Yours sincerely,

(signed) Irving S. Friedman

Irving 8. Friedman
The Economic Adviser to the President

84y Michael wWright
Chairman

The Atlantie Trade Study
Moor Nouse

London Well

London E.C. 2

(Copy to Mr., Woods's office for record purposes)
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My dear Anjaria, :

Pirst let me thank you for the action taken by the Reserve Bank
of India on SID. I am rather proud that the idea of getting more inter-
national support for SID has caught on. I think we have finally reached
a point where institutions are really flattered to be asked to be a
Patron or Sponsor. Now I can quit being treasurer and leave the Jjob
for someone else to carry on, with the feeling of having accomplished
something for the Society that may last.

Becondly, a friend of mine by the name of James Jennings 1s going
to be in Bombay about April 16 to 20, He is working here with a group
that has been set up by the Catholic Church to obtain U.S. publie support
for developument activities overseas. It is an outcome of the Papal
Encyelical on The Development of Peoples. Incidentally, if you haven't
seen this Populorum Progressio I believe you will find it most interesting.
(I enclose a copy in case you haven't.)

I have been working quite closely with this group on a purely
personal basis and have learned to know Jim quite well. He gave up a
very lucrative career in U.S. Steel to take on this work because of his
conviction that this was his way of contributing to the solution of the
world's ills. However, he has no background in thisffield and the
purpose of his wvisit to India, which will be part of a trip around the
world, will be to get a first-hand look at poverty and what is belng done
about it. He is not an economist and surely not a technician, but I know
you will be interested in what he and his group are trying to accomplish.
Perhaps I should add that it is part of a worldwide effort that is being
made, and I hope that it might be particularly important in those Western
Buropean and North American countries where the Catholie Churech is
important; e.g., United States, Canada, France, Italy, and Belgium. If
you could find a little time to chat with him I aw sure it would make his
experience in Indie much more rewarding.

This is a very thoughtful time for me within the Bank with Mr. Woods
going and Mr. MeNamsra coming. I would be very pleased to have the
opportunity to talk wany things over with you. I expect to be going
to the UNCTAD Conference around March 15 for about a week -~ perhaps
some way or another we might see each other? I for one would like that
very much.

With very kind regards,
Yours sincerely,

Mr. J.J. Anjaria Irving 8. Priedman
Deputy Governor
Reserve Bank of India

Bowbay, India
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Mr. R.A. Clarke February 29 1968

Irving 8. Friedman
WILLIAM KLING

I am attaching a curriculum vitae sent to me by Ambassador
Tasca, the present U.S., ambassador in Moroececo who is an old
friend of mine.

As you undoubtedly know, Ambassador Tasca is en emminent
economist with a great deal of experience in international
affairs, and from past experience I know that he is a good judge
of people.

Attachment (1)
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Pebruary 29 1968

Dear Professor Aliber,
Thank you for your letter of February 22. -

I am sorry to learn that you are going
back to June 8 and 9 for the Conference since,
in the meantime, I have been invited to attend
the Annusl Meeting of the Bank for International
Settlements in Basle, which is on the same week-
end. Do you always hold your conferences on
weekends? I am sure you have thought of other
dates. Would something during the week be
possible?

However, in any case, I will still plan to
participate in the Converence and at least prepare
a8 paper for it as I am very interested in the
topic.

Yours sincerely,

Irving 8, Friedman
The Economic Adviser to the President

Professor Robert Z. Aliber
University of Chicago
Graduate School of Business
Chicago, I11. 60637
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February 29 1968

Dear Henry,

I should have acknowledged sooner your letter of
Pebruary 9 -- please accept uy apologies.

I do want to tell you that I have put Mr. Xling's
curriculum vitae into the mill and we will be either
directly in correspondence with him or writing further
through you.

At the moment things in the Bank here are pretty
uncertain. The Bank budget is being put together, but
with an outgoing president and the new president not yet
here it 1s hard to know at this time what, if anything,
we will be doing on the staff side. Evervone expects
the Bank to be in a period of expansion under McNamara.
We could use more good people but I simply refuse to
Join the guessers. 1 continue to give much thought
about the implications for myself of what is going on.

Edna and I, in any case, are locking forward to
visiting Morocco on the way to Ceylon in July.

With warmest regards to you and Lena,

Yours,

Irving 8. Friedman

The Honorable

Henry J. Tasca
Ambasgador

United States Embassy

Box 99
FPO New York, N.Y. 095hk



FILES February 28 1968
Irving . Friedman

Lunch with Mr. Merchant

Yesterday at lunch Mr. Merchant inguired what I thought the
three critlical problems which would confront the new president
when he came to the Bank. My reaction was that they were:

b The deeision whether the Bank should continué to try to

play the role of leadership in world economic development. In

other words, should it continue the Woods policy of making the Bank

a development finence institution, although Bank, to the private
notion, is that a bank is a bank. (Mr. Merchant thought that there
was no question of returning to the past and that the Woods innovations
ought to be further developed.)

2. The external indebtedness problem -- giving a lead to the world
as well as for Bank/IDA participation.

3. The structural changes within the Bank to cope with the new
roles of the Bank indé&ddted by Woods. This includes relations
between the president and the Board and the Board and the staff,

as well as within the staff itself, and relations between the staff
and members.

b, The implications for the Bank of having to ration part of IDA
funds so that both the recipient as well as donor countries became
mainly concerned with how funds were being used.



My, Levy February 28 1968

Irving 8. Friedman

Mr. Merchant, the U.8. Executive Director, asked me if I could
get some material for him to read on how the 1% of national income
target is computed, and any comments thereon.

I would eppreclate your help on this.

-

(&
/2



February 28 1968
Mrs. Doris £liasson: 61

Doris:

Mr. Priedman has requested that the following
person be added tc the Bank's wailing list. Could
this be arranged plesse? Thanks.

Professor Warren Adams
Eaylbam College
Richmond

Indiana



Mr. George D. Woods February 23 1968
Irving 8. Friedman

Commodity Btabilization Study

1. Please find attached the material for the draft outline of the
Commodity Stabilization Study, which, Mr. Avramovic informs me, has
been agreed with the Fund working party. There will be some minor
drafting changes in the final document, without affecting the
substance. We may wish to shorten the text for submission to the
Board if this proves necessary.

2. 'The Plan of the study is ambitious and, as indicated in the
headnote, may have to be shortened in the course of work.

3. The attached draft outline has also been sent to Mr. Schweitzer
for possible use on Monday.

Attachment
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which could not support large indebtedness on couventionsl terms., Purtbermore,
& nusber of members have greatly advanced in the preparatory work of improving
their economie performance and identifylng projects. It is also expected that
this will lesd to a more diversified use of the resources of the Assoeiation
from the point of view of both their geographical and sectoral distribution.
One particular factor in this expected change is the need to obtain a more
diversified pattern of production end improved foreign exehange earning cspacity
in the countries concerned. In this connection, in eccordance with the
Resolution of the Soard of Covernors of the Bank of Septesber 29, 1967, a study

by the Bank staff in consultation with the Fund staff,
is being prepsred/on the stabilization of prices of primary products at a
resunerative level, ineluding possible solutions snd their economic feasibility.
4. ‘The discussions of the proposals for the replenishment of the resources
of the Association have teken place in the face of considerable difficulties
in some contributing countries, represented by large balance of payments defiecits
or budget and other difficulties. These difficulties have not wade posaible
additions to the resources of the Asacciation on a larger sesle than is now
proposed. Nevertheless, a 60 per cent increase over the level of the First
Replenishuent enlarges the role of the Association in the provision of develop-
went finance. The progress mentioned above ofddeveloping countries towards
the development of a larger capacity to utilise effectively finaneial
resources op concessionary terms is expected to Mtim in the eoming years.

ISFriednan/USacchetti
Pebruary 23 1968



INTBAFRAL - FEBRUARY 21 1968
HEW DELEY

AT EXPECTED T0 BE CONSIDERED BY EXECUTIVE DIRECTORS
DURLEG BARLI MARCH (STOP) WOODS BSESVES LESSEM-POR ME 70 B3E IN
WASEINGTON THEN YUWERY BUT BELISVES IMPORTANT POR ME T0 ATTESD UNCTAD
FOR SIGSIPICANT PERIOD OF TIME (8TOP) WILL THEREPORE PLAN TO BE I
DELAX FOR LAST PART OF COSPERENCE FROM ABOUT MARCK 13 OR 14 TO EZ¥D OF
CORFERENCE PLEASY INPONM PREBISCH, EVERTS AWD OFWERS INTERESTED (STOP)
HAVE PULLY ISFORMED JALAN OF DISCUSSIONS
BUPPLEMENTAKY FINABCE (ST0P) HE EXPECTS 70 BE IN DELKI MONDAY (870P)

TODAY WITH MR. WOGDS Om

Irving 8. Frieduan
Office of the President



RAYMOND MIKESELL FEBRUARY 21 1968
DEPARTMERT OF ECONOMICS
USIVERSITY OF OREGCU

HOPE YOU CAN MAKE LUNCH ON THE 29TH LOOKIHG PORWARD
TO SEEING YOU WARM REGARDS

IRVING PRIEDMAN

Irving S. Friedman
Office cof the President



FEB.21 19¢.

HOTES FROM MR. KAMARCK ON TODAY'S S8M

1. At Senior Staff Mr, Woods asked Mr. Avramovie what the position is
on sending the outline of the Rio Study to the Board. Mr. Avramovic said
that he was discussing this with the PFund. Mr, Woods said that he did
not think we should be held up by the Fund - that we should send the
outline to the Board in March whether the Fund wanted to do it in March

or April or not. He said that his idea is that the Board having the
Sufldne in March 1t could be discussed in April with the new president

and consequently something ready for the Annusl Meeting.

2. Mr. Woods sald he is having lunch with Mr. Melamara and Mr. Schweitzer
on Monday. IFf he does not hear from Mr, Avramovic by Friday he will tell
Mr. Schweitzer and MeNamera that we are going to send the outline to the
Board wvhether the Fund is ready or not for this.

3. I an preparing a memorandum from you to Mr. Woods on Fund/Bank
collaboration in economic work as & briefing document for Mr. Woods and
Mx. McHamars.

L. There was no mention of supplementary finance or Hew Delhi at the
B58M.
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Pebruary 21, 1968

Dear Mr. Carney:

I acknowledge receipt of and thank you for the copy
of your paper entitled "The Dilemma of International Trade
Theory in Relation to Economic Development.” I find the paper

to be interesting and thought provoking.

Sincerely yours,

George ). Woods

Mr. David Carney

Director

The United Hations African Tnstitute for
Economic Development and Flanning

P.0. Box 3186

Daker, Senepgal

ISFriedman/DBudhoo: rgw
February 20, 1968



February 21 1968

Desar Mr, Tilakeratna,

Thank you for your letter of February
10 advising me of the deadline for my paper
and e summary statement for the Seventh SEANZA
Central Banking Course. I most certainly will
try to get it to you bvefore June 1.

With kind regards,

Yours sincerely,

Irving 8. Priedman
The Beouomie Adviser to the President

Mr, W.M. Tilakaratne

Director of ¥conomie Research
Seventh SEANZA Central Banking Course
Central Bank of Ceylon

COLOMBO : CEYLONW



February 20 19608

Dear Professor Huang,

Thank you for your letter of February 16.
Your request for the documente has been passed
on to cur ILuforwstion office who will be
mailing them to you.

From the summary of your paper Flight
Capital and Economic Development in Southeast
Asie it looks most interesting, and I would
be glad to see it uyself and get others'
opinions also.

Yours sincerely,

&M&vﬁt ( bkl
wber fohot et

Irving 8. Friedman
The Eeonomice Adviser to the President

Professor Kai-Loo Huang
Economies Department
Moravian College
Bethlehem, Pa. 18018



INTBAFRAD February 20, 1968
KEW DELAX

L.T.
IHDIA
No.9 FOR KARASZ

JALAN WILL BE LEAVING POR NEW DELHI THIS WEEK ARRIVING MONDAY TWENTYSIX STOP
HE WILL CARRY PAPERS ON SUPPLEMENTARY FINANCE STOP PLEASE ARRANGE HOTEL
HOT RECEIVED REPLY TO MY CABLE OF FEBRUARY SIXTEEN TO YOU STOP REGARDS

FRIEDMAN

Irving 5. Friedman
The Economic Adviser to the President



February 20, 1968

Dear Mr. Bilheimer:

Thank you for your letter of January 25. The National
Counecil's interest in possible effects of the U.S. balance of -payments
measures on development efforts is, of course, shared by the World
Bank. At present, however, there are reasons for hesitating to put
out a pesper on the subject.

The Administration has declared its intention to avoid adverse
effects on the flovw of capital to the developing countries. 1In a
recent white paper -~ "Maintaining the strength of the United States
dollar in a strong free world economy” published by the U.S. Treasury
Department ~- it is stated that "We camnot expect to strengthen our
balance of payments at the expense of the less-developed world.” The
ceiling for investments in less developed countries is relatively high,
and the U.S. Government has indicated that it will be interpreted with
flexibility in cases where it appears to cause undue strain on less-
developed countries. It is of course too early to tell how the
measures will be applied in detail and what their effects will be.

The official U.8. attitude towards international institutions of
development is also given in the white paper: "In the field of the
multilateral development finance institutions, new efforts have been
made to assure the compatability of our participation with our balance
of payments policies. While these efforts have balance of payments
improvement as an objective, they also seek to strengthen these institu-
tions and fully preserve their multilateral character."

In the same white paper the fact is acknowledged that the

operations of multilateral development institutions, such as the World Bank
and the Inter-Americen Development Bank, have heen a net positive factor in

the U.S. balance of payments. In the case of the World Pank Group, for

instance, the amount of funde received by it from the United States is more

than offset by the amount of funds that flows back to the United States
from it in the form of principal and interest paid to bondholders,

administrative expenses, investments in the United States and United States

exports financed by it.

Mr. Robert S. Bilheimer

Executive Director

National Council of the Churches of Christ
in the U.8.A.

475, Riverside Drive

New York, N.Y. 10027



Mr. Robert 8. Bilheimer -2 - February 20, 1968

I hope you will understand the difficulties I see in publishing a
paper on this matter now. I trust that the facts mentioned in this letter
will be of help to you in understanding and evaluating the problem.

Sincerely yours,

Irving 8. Friedman

The Economic Adviser to the President



Mr. Woods February 19 1968

Irving S. Friedman

Letter No. 15 from New Delhi

I would like to bring this letter from Mr. Karasz to your
attention since it reports your views on Supplementary Finance
and says you will be discussing this with me "before his trip to
Delhi". e

I would like very much to discuss this trip with you.

Att:



February 19, 1968

Dear Mr. Townsend:

I am attaching hereto the promised article
on Supplementary Finance for Finance and Development.

I will let you have a biographical note to
include with the article.

Thank you.

Irving 8. Friedman

Mr. R.B. Townsend
Room F-5hk

4;//7/’



. February 16, 1968

Supplementary Financial Measures

Mbstréf the balance of payment problems facing the developing
countries would be quite familiar to readers of this journal. 1/ On the
payments side, these countries are faced with large and increasing needs

for foreign éxchange to pay for normal imports, developmental imports 6n

.an increasing scale, and an increasihg burden of servicing past indebtedness,

On the receipts side, their foreign exchange earnings, which are much larger

than capital inflow, expand slowly and fluctuate widely. This is tola large

V".,extent due to predominant concentration of their exports in a few primary

commodities for which world demand has been growing very slowly, at a much

~ smaller rate than manufactures. At the same time, owing to the low

- elasticities of demand and. supply, the primary commodity trade has been

‘ subject to violent fluctuations in prices and, as a result, earningse.

‘Finally, the less developed countries have generally such a poor reserves

s poSition that they have had serious difficulties in coping with these

problems on their own.

various international efforts have been made to

. assist the less developed countries in dealing with these problems. ‘The

' need to overcome the difficulty created by slow growth of exports is a

major consideration in the efforts to provide assistance needed to

- accelerate the process of developmént and diversification and also under-

‘lies the pressure to secure better access to markets for LDC's. The

’ 1/ See, for example, P. Host Madsen‘- "Balance of Payments of Developing

Countries" - Part I and Part II, Finance and Development, June and
December 1967. -1
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operations of the International Monetary Fund in generai are addressed to
. assisting countries to deal with short-term disequilibria in their balance
~of payments; in particular, the recently established compensatory financing
"'faciiity has been concerned with the problem of fluctuations in export
 ‘re¢eipts by providing funds.to compensate for temporary declines in export
: receipts from a medium-term'trend; y -
However, two aspects of the development éfforts of the less
. developed countries'give rise to a special kindrbf balance of payment
‘problem for which there is no international machinery available at present,
One gspect is the increasing use of the planning or programing technique in
”_organizing their development efforts. This involves fairly firm commitments
to development activities over a medium term period in the future on the
‘; basis of certain expectaﬁion about available resources, especially foreign

- exchange receipts, over this period. To the extent that

e -
T

export earnings fall short of such expectations, the - development
1 program is put in jeopardy. Secondly,‘a key aim of planned development is
often to bring about by deliberate policy measures a change in past trends
~in export performance. In other words, the problem here is not so much to
maintain the existing trend, but to create new trends by deliberate policy
measures affecting exports. An unanticipated disturbance in the export
market resulting in a shortfall in export earnings from expectations may
have grave consequences for the balance of payments of the developing
counﬁries. This kind of uncertaiﬁty cannot be measured by extrapolations of
past trends but rather from eétimates of future expectations, which take accounﬁ
_1of‘the éffects of the country's ownlpolicieé.
' ?rojectibns of expoft earnings are built into development programs in

v‘two ways: the development
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program contains commitments to certain policies affecting exports,; which enter
into the prOJections, the development program in turn is based on the export
projection and is tested for financial feasibility on the basis of anticipated
‘export earnings and other sources of development finance. If -exports fail-to

‘materiallze according to expectations, then at least the time schedule of planned

‘hexpenditures is put in Jjeopardy unless the country enjoys an unusually high level
fof reserves or can rely on other sources of external capital on suitable terms.

Few developing countries, however, have sufficient reserves or adequate
access to appropriate foreign funds to meet this kind of problem. As a result,
Tan.unexpected export shortfall usuallylleads to slowing down, and even halting,
'plannedlinvestment,'and to hastily improvised import restriction programs which
impede efficiency, particularly in the productive sectors. Investments alreedy
made may be wasted: invesfments that have been started may have to be discontinued;
fcompleted plants may stand only paftially utilized. Contraction as well as the re-
fheping of domestic expenditures is usually necessary, and sometimes even desirable,
‘when nnexpected declines in export earnings occur, but too often the axe falls.on |
‘long—term - but basic - investnents, fesulting in a loss of momentum in the
development effort. The hastily improvised reduction inldevelopment expenditures
ibecomes the counterpart to the unexpected reductiont in ekternal funds available for
denelopment. |

‘ In a number of countries:a disruption of development has precisely been
the result of an unexpected export shortfell. What is more, in a number of these
cases, the export shortfall has been due largely to unexpeeted movement in supply and ,
demand conditions‘abroad, over which the affected country had no control. Colombia
in the‘early 1960'3 is an outstanding example. In Colombia there was a significant

‘shortfall in exports below the plan target made in l96l largely because of the fall

in coffee exports in ————— ———————— R —
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the 1960's., Though some decline in coffee prices had been expected, the
extent of the decline was far beyond anything tﬂat could have been reasonably
anticipated. The most immediate effect of the shortfall in export earnings
was the slowing down of the rate of growth of industrial output. The rate

of capital formation in Colombia is heavily dependent on the flow of imported
machinery and equipment which increased by some 20 percent in 1960 and 7 per-
cent in 1961, but declined by 13 percent in 1962 and 19 percent in 1963.
Actual investment expenditures of the national government in 1963 were less
than two-thirds of the target established under the plan which had been
reviewed by the World Bank staff,

Recently, in Novermber 1965, the World Bank stéff proposed a schema,
generally known as the Scheme for Supplementary Finance, to meet the problem
of unexpected shortfalls which are potentially disruptive of the development
efforts of the developing countries. The study incorporating the Bank staff
proposals was made in response to a resolution adopted by the first United
Nations Conference on Trade and Development in 196L. It requested the Bank
to study the feasibility of a new scheme which "should aim to deal with
problems arising.from adverse movements in export proceeds which prove to
be of a2 nature or duration which cannot adequately be dealt with by short-
term balance of payments support." An adverse movement was defined as a
‘Mshorifall from reasonable expectations™ and the object of the scheme was
"to provide longer term assistance to developing countries which would help
them to avoid disruption of their development programs." The resolution,
originally sponsored by the United Kingdom and Sweden, and adopted by a vote
of 107 to none with 10 abstentions from Eastern Bloc countries, also

requested the World Bank to work out such a schems, if appropriate.
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During the course of 1966/67, the Bank staff study on Supplementary
Financial Measures was further examined by an expert group 6f governmental
representatives consiéting of 1l developed and developing countries set up
by the Trade and Development Board of the United Nations. The Report of
this Group has been sent to the UNCTAD, and the proposed scheme is being
considered by the Conference.

The main ingredients of the shceme proposed by IBRD staff are as
follows: A member country wishing to benefit from the scheme would enter
into an understanding with the administering agency as to the main elements
in its development program, the related policies, and its export projection.
As long as the agency was satisfied that the member country was implementing
these agreed policies and programs, it would be presumed that any shortfall
from the agreed export projection was outside the country's control and
likely to disrupt its development programe. The scheme would then provide
speedy relief.

Within the overall limitation of funds available to the agency,
the amount of assistance would depend on the shortfall of actual exports
from the internationally agreed projections, the amount of previously
accurmilated earnings above expectations (so-called noverages"), the amount
of financing available from other sources, and finally, the feasible
adjustments that the country itself could undertake to absorb part of the
effects of an export shortfall without disrubting its development prograim.
The extent to which the country would be called upon to use other.sources
of finance, as well as the nature of the feasible domestic adjustment,
would be discussed in advance with the agencye.

The scheme would be administered by an international agency, which

might be ons alrecady existing or a new one established for the purpose.
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Supporting member governments would provide resources permitting operations
during an initial five-year period. The Bank staff study estimated that a
level of $300 million to $400 million per year would probably be needed for
the first five years. Benefits of the schem2 would be available to all

developing countries prepared to meet its requirements, Terms of assistance

————

development finance. For many countries the terms would have to be quite
concessional,

Adoption of the scheme would provide developing countries with the
assurance that, if policies with which the administering agency agreed were
conscientiously carried out, development goals would not have to be scaled
down because of a shortfall of export receipts from reasonable expectations,
The agency would act quickly to fill the need for supplementary resources if
a shortfall occurred which threatened disruption and could not otherwise be
overcomz or offset. On the other hand, if failure to pursue agreed policies
were to jeopardize the country's eligibility for assistance, the government
would be so informed without delay., The scheme thus aims to provide an
incentive to countries to adhere to high standards of performance in the
pursuit of economic development objechives.

The policy understanding between the couniry and the agency
stipulated in the scheme builds on existing practices in the field of inter-
national development finance. Already, for example, understandings emerge
in the course of day-to-day relationships between the World Bank and member
countries; understandings on stabilizabion programs with the IMF are a well-
established practice. For successful opsration, the scheme envisages close
collaboration bstween the agency and the IBRD, the IMF and other inter-

national agencies. Also, the policy understanding would be arrived at,
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- extending over the entire period of the development program, would be arrived

e 2 .

not by the agency acting alone, but through consultations, interchange of

knowledgé and iiews with the country concerned. As a result, the under-
standing would reflect a realistic evaluation of the members' needs and

possibiliﬁies reached after full consultation rather than imposed on the

country by the agency. The ingredients of the understanding would vary

from country to country. Standardized criteria would be avoided;.and much *

"reliance would be placed on the objectivity of the international agency and

its competence to égree with the country concerned on policy measures

adapted to the conditions of the country, yet designed to achieve the

objectives of economic development. .

Another basic principle is that the export projection from which

~ shortfalls are to be calculated would not only be as objective and scientific

| as statistical techniques énd available data permitted, but also that it be

agreed to between the agency and the country. This projection usually

. at in the context of an understanding on the program as a whole. Revisions

in export projections would be made when conditions, other than the export

: ' shortfall, necessitate the reformulation of the development program itself.

(

Many developing countries are already used to making export

f projections. They are an integral part of the planning process, serving
as the basis for assessing the feasibility of investment

. programs which constitute the core of their planned development efforts.

The World Bank is similarly accustomed to making and judging the reasonable-
‘ness of projections in the course of its regular country work. The quality
of projections can; of course, be improved by sharpening analytical tools

'and strengthening the basis for technical judgments;‘however, the improvement.
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:1 '15 projection techniques by itself will not eliminate the problem of short-
fails since unexpected changes in.the world economy will continue to take
. place. ‘ |
Close cooperation between the member couﬁtry and the international :
 agency (or agencies) is really the key to the séhéme. The performance |
criteria and export projections are to be worked out in such a wa& that the
country concerned and thé international agency can‘agree on what is feasible .
and desirable,.thus‘worthy of support by the international community. As a
consequence, both donors and recipients would have a stake in the success
L 4 of the agreed developmenf programs. 'Iﬁ short, the scheme would further
- strengthen the process of making development an international responsibility thaf‘is
already being carried outin the context of the provision of basic development ‘
finance,
£ An interesting relationship exists between the scheme for
v‘Supplementary financial measures and international efforts to stabilize
‘ prices of primary commodities. Progress {n negqtiating international
agreements on particular commodities will reduce the cost of supplementary
financial measures, to the extent that such agreements make certain parts
 of a.countfy'a earnings more predictable and thus reduce the size of export
shortfalls, There will, however, still be a need for supplementary
financial measures ih respect‘of that part of export earnings not covered
“‘fby agreements, and this is likely t§ be substantial, at least for the
‘ :f§reseeabie future.
Because the two approqches deal with inter-related problems, it
“has some£imes been suggested that the adoption of supplementary financial
measures might reduce the efforts to achieve commodity agreements. This is

~unlikely to happen. One reason is that countries have certain important
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advantages in earning foreign exhcange from their own exports, subject to
commodity agreements, as against obtaining foreign exchange as loans from

supplementary finance, even if the loans are provided on concessional terms.,

' Secondly, supplementary financial measures are only concerned with the extent

 ‘_to which actual export earnings are close to their expected values, and not

: with the.price behavior oprartiéular commodities.

The scheme is now in the hands of the deernments for considera-

tion at the Second United Nations Conference on' Trade and Development

- currently being held in New Delhi. 'Also before the Conference is the report of

theufepresentatives of ‘14 of thesé Govérnménts, which met in three sessions of the
Intepgouernmen£al_6rouprréferréd to above. "' -All .developing countries in the i
Inter-governmental Group, and some developed countries, have expressed the

view that the important bbjective of preventing the disruption of good

development programs by unexpected adverse export movements can be met by a

‘scheme with the essential characteristics of the Bank staff scheme. As a

result of the deliberations of this Group a number of points with regard

to the operation of the scheme have become clearer; there are also some

‘points concerning the details of financing and actual administration

which would require further considerationL if and when an agreement in

'principle has been reached to establish the scheme., It remains to be seen

what the Govermments concerned will eventually decide with respect to

‘this proposed scheme.



February 16 1968

Dear Professor Golay,

I was most interested to receive your letter of
February 9 1968 regarding Mr. Oanh. I had not realized
he was in the market for a position. It has been a number
of years since I saw Mr. Oanh and it was before he had
returned to Viet Nam vhere, as you undoubtedly know, he
held a number of important Central Bank and political
posts. As of the time I knew him I regarded him as a
well-trained economist with a keen interest in problems
of the developing countries, partiecularly his part of
the world.

1 feel sure that he is capable of supervising graduate
student research in both economies and in your South East
Asia program., He did his doctoral thesis at Harvard under
Guy Orcutt and came very highly recommended to me by Orcutt.
At the International Monetery Fund he really did not do much
research so I had no opportunity to get any additional im~
pressions. My only possible qualm would be whether he was
strict enough in the application of high standards in dealing
with graduate students, but this, however, is a kind of
intuitive impression. Incidentally, he has an excellent
command of the English language.

On balance I would recommend him for the position for
which he is being considered. Indeed if you decide not to
be interested in him, would you let me know since I might
conceivably try to contact him for possible employment at
the Bank.

Sincerely yours,

Irving 8. Friedman
The Feonomic Adviser to the President

Professor Frank H. Golay
Department of Economiecs
Cornell University
Ithaca, New York 14850



February 16, 1968

Dear Mr. Schlanger,

Thank you for the check for twenty-
five dollars representing payment of half the
advances and royalties on the hardcover reissue
of my book BRITISE RELATIONE WITH CHINA, 1931~
1939.

I am, of course, glad to know that
the book is still of academic interest, and
look forward to receiving the complinmentary
copies as mentioned in your agreement Mr. Holland.

Yourg sincerely,

Irving 6. Friedman

The Economic Adviser to the President

Mr. Henry G. Schlanger
Oetagon Books, Inec.
175 Pifth Avenue

Hew York, N. Y.



February 16 1968

My dear Scott,

I am attaching hereto the promised
article on Supplementary Finance for -
Finance and Development.

Incidentally, would you wan;-“iit to

write a biographical note to be  included
with the article? Thank yous
>

Irving ., Friedman




IHTBAFRAD ' FEBRUARY 16 1968

INDIA
HO. B POR KARASZ
WOULD APPRECIATE OPINION OF YOURSELF AND SARMA OF WHEd BEST POR
ME TO COME TO UNCTAD (STOP) AT PRESENT AN PLANNING TO COME ABOUT
PEBRUARY 28 (8TOP) WILL PINALIZE PLANS AFPTER HEARING FROM YOU AND
TALKING TO MR. WOODS WHO IS RETURNING THIS WEEKEND REGARDS

Irviag 6. Frieduan
Office of the President



Mr. Hulley February 15 1968
Irving 8. Friedman

Reply to Mr, Cheng

I am quite unhappy about the suggested replies to Dr. Cheng.
Could you, perhaps in consultation with Bob Cavaneugh, draft a

reply addressing yourself only to the question which he has asked
us to comment on. >

Attachment:
Letter & draft paper on "World Bank Certification of
International Bound Issues of the Less-Developed Countries - a Proposal"

from Hang-Sheng Cheng, Dept. of Econowics, Iowa State University of
Science and Technology, Ames, Iowa.



Yor. 5.8, Cope Fabpruary 15 1968

Thenk you for youwr mesorandun of Februsry 1 on the Feonoule
begtion of the President’s Report sud the propvsed lsan to
Bicaragus.,

it is quite cicar thal that part of the Operatiosal Memorandum
dealing with the Igoucmis Seetlon of the President's Report iz out-
dated and needs rovision., I hope to get out a draft of a new
instruction ou thie some time within the next few wesks., I would
be gled to have wiy suggestions on this that you ndght have,
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February 15 1968

Dear MMike,

Thanks for your letter of February 13. As
things look at the moment I may be in New Delhi
wvhen you get here. However, there is a possibility
I will be leaving later in Mareh.

If the latter possibility comes to pass then
why not lunch here on February 29. If I leave
earlier for Delhi, then I'll let you know.

With warm regards,

Yours sincerely,
Irving 8. Friedman

PS. Incidentally, your letter speaks of February
29 and 30. As you know February 29 is Leap Year
Day. I presume the reference to February 30
instead of March 1 has some deep Freudian
implications!

Professor R.F. Mikesell

W.E. Miner Professor of Economics
University of Oregon

Department of Economics

Eugene, Oregon



February 15 1968

Dear Dean Little,

Thank you for your letter of February 1
inviting me to participate in your 1968
Summer Lecture Series. I will be happy to
accept the invitation to come on August T, or
if that isn't convenient to you, July 31.

I am hoping to bring my wife with me and
therefore we will make our own accommodation
bookings.

Sincerely yours,

Irving 8. Friedman

The Economic Adviser to the President

Dean J.R. Little

Associate Dean of the Paculties, and
Chairman, Summer Lecture Series Committee
University of Colorado

Boulder, Colorado 80302



GEORGE WOODS FEBRUARY 12 1968
EXCELSIOR HOTEL
ROME FULL RATE

ITALY

STRONG INFORMS ME PM SPOKE TO HW AS SUGGESTED WALT
DOES NOT KNOW WHETHER MENTION WAS MADE IN WASHINGTON TALKS
REGARDS

FRIEDMAN

Irving S. Friedman

Office of the President

(Copy for Miss Schmitt)



Area Department Hconomic Advisers February 9, 1968
Irving 8. Friedman
Economie Committee lMeetings

Now that the Economie Committee has had an opportunity to review
almost all the countries with vhiech the Bank Group is concerned, ve have
reached a stage when a nurber of economic reports are coming out on
countries for which no new policy decisions msy need to be taken since
the situation has not significantly changed since the Comnittee's last
meeting. In these circumstances it may not be necessary for the
Committee to hold a meeting., Therefore, when reportsz are about to
appear on countries for which the Area Department concerned believes that
no new Policy Meworandum is necessary or vhere the Poliey Memorandum
proposes no significant changes in policy, I should appreciate a short
reporandun setting out the relevant circumstances, unless it can be
handled by oral communication. It will then be possible for me to decide
whether any meeting is required and, if so, whether it should be a nmeeting
of the full Committee or of some smaller group of those immediately
concerned. We have already been following this practice for some months
but it seeuns advisable to put it on 2 more regular basis.

e mo me
¥Mr. Ddelman
Mr. B. King
Mr. Meldarmid
Mr. Thompson
Mr. Van der Mel
Mr. Weiner
Mr. Wright

Mr. Kemarck
Mr. Owen



PERSONAL

DECLASSIFIED
AUG 162023

February 9 1968

W%

PS:

WBG ARCHIVES
Deaxr Barbara,

I am enclosing the promised bibliography. It has gotten
somevhet bigger than originally plamned bhut I thought that on
balance it should be a bit longer rather than shorter.

You will note & number of major omissions. For one thing
I heven't included any of your own valuable contributions! I
have also not included varicus documents and publications put
out by the World Bank such as survey mission reports on various
eountries and areas, country economic studies, special economic
series, ete. I have not included meterial which, in effect,
educates anyone on the World Bank Croup as such. The Zupplementary
Finance study is included but it isn't really a study on the Bank
or IDA but rather on a new problem in international finance which
is in dire need of constructive action.

Incidentally, there are one or two references to bank un-
published papers and these could be provided if needed. The
paper on estimates of cepitel inflows we have kept confidentiel
primarily because it lists by countries our estimates of their
capital inflow needs and it might be diplomatically embarrassing
to have these estimates in some published form. However, all of
these estimates are to be found in cur individual country studies
that all include chapters on externel financial aid requirements
and these studies we do circulate outside the Bank.

I have arreanged for Monsignor Bordelom to be included among
the panelists at the 3ID Conference and he seeme to be happy to
do it -~ I am sure he will make & very worthwhile contribution.

I am sorry thet we éid not get to see each other during your
recent visit. My present plans are to go to the UNCTAD for about
ten days between the end of February and early March.

With kind repgards,
Sincerely,

(signed) Irving S. F riedman

Irving 8. Friedman
lLady Jackson
Sheraton Commander Hotel
Cambridge,
Mass . 02138

If you want a list dealing with the World Bank group, it could be
provided. (handwritten by ISF)



Hirschuman, Albert O., The Strategy of Economic Development
Rostow, Walt W., Steges of Economle Growth
Hagan, Dverett, |

Myint, H., The Economiecs o f She Dmlm_m 1964

Seers, Dudley, "The Limitations of the 6%&1».1 Case", in The Teaching of
Development Eeonomies, 1966

Population and Manpower

Enke, Stephan, "The Economic Aspeets of Slowing Population Growth",
Econonmic Journal, March 1966

M; mk’ A w O

Meade, J.E., "Population Explosion, the Standard of Living and Sociel Confliet”,
e J » June 1956: also "Mauritius - s Case Study in

Economic Journal
Malthusian Economics”, Economic Jourmal, 1961

“the A__A qu im Bcrom Uu

Heller, Walter W., "Fiscal Policies for Under-developed Countries" in Part One

on U.H., Taxes and Fiscal Poliey in Under-developed Countries, 195

Compos, Roberto, "Iwo Views on Inflation in Latin Ameriea”, in A.0, Hirschuman,
Latin American Issues



Investment Criteria or Planning

United Nations, Economic Commission for the Far East (ECAFE), "Criteris for
Alloceting Investment Resources among Va.rimu Fields of Development
Under~developed Countries”, Q tin for Asis and the F
Eest (June 1961)

Lewis, W. Arthur, Devel t Pl

Johnston, Bruce P. and Mellor, John W., "The Role of Agriculture in Hconomie
Development™, Americen Hcomomie Review, September 1961

Harbison, Frederick and Myers, Charles, Edu on , Manpowex
Stretegles of Human Mm.._ Dﬂ_m..n*

Denison, Ldwerd ¥., Why Growth Rates Differ
Mason, E.E.

(1967)
IBRD, "The World Bank's Estimate of Capital Inflow into the Developing Countries"

latest revision prepered by E.K. Hawkins with assistance of S.H. Kso
and P. Leon ~ internal paper only.

Johnson, Herry G., Leonemic Polieles toward Less Developed Countries, 1967
Myrdal, Guoner, Rich Lands and Poor
IERD, Supplementary Fimanciel Measures (prepared by Irving S. Priedman with the

assistance of the Heconomie Btaff), 1966

Polits.cu.l Seience Acmhtion, Mtun. Jum T, 1967
Frank, lsaieh, "New Perspectives in Trade and Development", Foreign Affairs, April 196

de Vries, Borend A., tiries, World Bank

Prebisch, Raul, “Toward a Global Strategy of Development", UNCTAD, TD/3 January 1T 196
Thorp, Willard, DAC Chairman's Report, 1967 |

Avramovic, Dragoslav, Economic Growth and Kxternal Debt

Ministerial Meeting of the Group of 77T, iy of ers



Pepanek, G., Pakistan's Development, 1967
Geiger, T., The Conflicted Relationship, (Bections on Latin Ameriea), 1967



Mr. Nespoulous Neuville February 9 1968
Irving S. Friedman

Mr. Douglas Gibson's visit - Feb. 1L-15 1968

I would appreciate your setting up a schedule of appointments for
Mr. Gibson. You might set aside Thursday morning 9:30 for me.

I should inform Mr. Reid on Monday what the schedule will be.

Thank you.

ot
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UNCTAD II

Mr, Friedman reported that, in his opening speech at the UNCTAD II
Conference in New Delhi, Mr. Prebisch, Secretary General of UNCTAD, had
strongly supported the supplementary financing scheme. The Dutch and German
representatives had also made helpful remarks on the subject, although Germany
had been expected to take a negative line. A newspaper had reported that
Mr. Debre, the French Finance Minister, and Mr. Eugene Rostow, the U.S. Under
Secretary of State for Political Affairs, as having reflected at a press
conference a hostile attitude, but Mr. Rostow had not mentioned it in his

speech, and had also spoken of the need for further study.



February 8,1968

Mr. Kamarck 800

Do you agree as amended?

Irving S. Friedman



DRAFT

To: Area Department Economic Advisers
From: Irving 8. Friedman

Subject: Economic Committee Meetings

Now that the Economic Committee has had an opportunity to review almost
all the countries with which the Bank Group is concerned, we have reached a
stage when a number of economic reports are coming out on countries for which no
new policy decisions may need to be taken since the situation has not
significantly changed since the Committee's last meeting. In these
circumstances it may not be necessary for the Committee to hold a meeting.
Therefore, when reports are about to appear on countries for which the Area
Department concerned believes that no new Policy Memorandum is necessary or
vhere the Policy Memorandum proposes no significant changes in poliey, I should
appreciate a short memorandum setting out the relevant circumstances, unless it
can be handled by oral communication. It will then be possible for me to
decide whether any meeting is required and if so whether it should be a meeting
of the full Committee or of some smaller group of those immediately concerned.
We have already been following this practice for some months but it seems

advisable to put it on a more regular basis.



February 7, 1968

My dear Shenoy:

Thank you for your letter of January 19 and invitation
to lecture at the Hew Delhi lNational Defence College.

My plans, at the moment, are to leave here probably on
February 25 and return week ending March 9. As much as I
would be delighted to address the college members I feel that
the UNCTAD discussions at that time will require my whole
attention. Please express to Rear Admiral ¥.X. Heble my
regrets. (Incidentally, I have not heard anything from
Mr. Gilmartin ebout this.)

Hoping to see you in Delhi ~ my present plans are to stay
at the Ashoka Hotel.

With kind regards,

S8incerely,

Irving 8. Friedwan

My. B.R. Shenoy

Director & Professor of fconomics
University Bchool of Social Sciences
Gujarat University

Ahmedabad~2, India



BIBLIOGRAPHY ON ECONOMIC DEVELOPMENT

General
Lewis, W. Arthur, The Theory of Economiec Growth

Hirschman, Albert 0., The Strategy of Economie Development

Rostow, Walt W., "The Take-Off Into Self-Sustained Growth", conomic Journal,
March. 1956

Hagan, Everett, On the Theory of Social Change: How Economic Growth Begins

Population and Manpower

Enke, Stephan, "The Hconomic Aspects of Slowing Population Growth",
Economic Journal, March 1966

Herbison, Frederick and Myers, Charles, Education, Manpower, and Feonomic
Growth: Strategies of Human Resource Development

Savings and Capital
Nurkse, Ragnar, Problems of Capital Formation in Underdeveloped Countries

Denison, Edward F., The Sources of Economic Growth in the United States and
the Alternatives Before Us

Heller, Walter W., "Piscal Policies for Under-developed Countries" in Part One |
on U.N., Taxes end Fiscal Poliey in Under-developed Countries (195h

Compos, Roberto, "Two Views on Inflation in Latin America”, in A.O. Hirsehman,
Latin Awerican Issues

Investment

United Wations, Economie Commission for the Far East (EcaFE), "Criteria for Alloecating
Investment Resources among Various Fields os Development in Under-
developed Countries", Economic Bulletin for Asia end the Fer Bast
(June 1961) '

Lewis, W. Arthur, Development Planning

Hirschmen, Albert O., Development Projects Observed

Johnston, Bruce F. and Mellor, John W., "The Role of Agriculture in Economic
Development”, American Economic Review, September 1961

Binger, H.W., "The Distribution of Cains Between Investing and Borrowing Countries",
American Economic Review, May 1950
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Trade and Aid
OECD, Quantitative Models as an Aid to Development Assistance Policy (1967)
IBRD, "The World Bank's Estimate of Capital Inflow Into the Developing

Countries” - latest revision prepared by E.X. Hawkins with assistance
of 5.N. Kao and P. Leon -~ still internal paper only.

Johnson, Harry G., Economic Policies toward Less Developed Countries

Myrdal, Gunner, Rich Lands and Poor

IBRD, Supplementary Pinancial Measures (prepared by Irving S. Friedman with
the assistance of the Economic Staff)

Friedman, Irving 8., International Problems of Economic Development,
The Canadian Political Science Association, Ottawa,
June T, 1967

Frank, Isaiah, "New Perapectives in Trade and Development', Foreign Affairs,
April 1967

De Vries, Barend A., The Export Experience of Developing Countries

Prebisch, Raul, "Toward a Global Strategy of Development”, UNCTAD, TD/3,
January 17, 1968

" Morris, James, The Road to Huddersfield




DECLASSIFIED
AUG 1 6 2023

Dear Governor Real:

I am taking the liberty of writing to you again about
support for the Society for International Development by the
Central Bank of Argentina. We have now established a new
category called Sponsor of the Society, for institutions which
contribute from $500-1,000 per year. I do hope that it will
be possible for the Central Bank of Argentina to be in this
category. The Society for International Development is having
its Annual International Conference at the beginning of March
and I am now preparing my report as Treasurer of the Bociety. -
I would like very much to be sble to include Argentina with the
other Central Banks who have Joined this category.

I am asking Fernandez to carry this letter for me and
would appreciate, if possible, a telegraphic reply.

With best wishes,

Sincerely yours,

Irving S. Friedman

Dr, Pedro Eduvardo Real
President

Central Bank of Argentina
Buenos Aires

Argentina

ce: Mr. Andrew Rice



DECLASSIFIED

PERSONAL ML 2823 : February 6, 1968
WBG ARCHIVES
Dear Jorge:

1 have been asked to follow up the letter from Andrew Rice
of Decenber 8 asking whether your institution could become a
Patron of the Society for International Development. Our Patrons
contribute $1,000-L,000 per year and include the leading inter-
national financial institutions. I am now preparing my report as
Treasurer of the Society for the Annual International Conference
early in March and would appreciate very much knowing your decision
pefore finalizing my report for the Conference.

There is much I would like to talk to you about and have
your advice. The world continues to be a most troubled place and
I find it hard to know what policy directions are most desirable
and practical! Are you going to be in Washington soon? 1I'll be
at UNCTAD in Delhi for ebout two weeks (about February 25 - March 10),
but hope to be home before and after.

Warmest regards,

Bincerely,

Irving 8. Friedman

Mr. Jorge Sol Castellanos

Director

Banco Centroamericano de Integracion Economica
Tegucigalpa, Honduras

cc: Mr. Andrew Rice



DECLASSIFIED
AUG 16 2023
PERSONAL WBG ARCHIVES  February 6, 1968

Dear Governor Machado:

I am writing this as Treasurer of the Society for
International Development. T am informed that your Bank has
agreed to contribute $100 per year, and I would like to express
my appreciation for this. I have been out of the country a
great deal or I would have written sooner.

At the moment I am beginning to prepare my report as
Treasurer of 8.1.D. for the International Conference being held
in early March. I thought that you would want me to tell you
that, as we dlscussed very briefly at the airport, we have
established a new category of contributor called Sponsor of the
Society for institutions that contribute $500-1,000 per year.
A pumber of central banks have joined this category, including the
Bank of Brazil. HNeedless to say we would be very happy if it was
possible for your Central Bank to also join this category. I
hesitate to write this coming so soon after your generous decision
to give the Society $100 per year, but thought that you would like
to know of these latest developments.

8ince I am writing this as Treasurer of 5.I1.D. and not in
my official capacity, I will say nothing sbout the many thoughts
that come to mind when thinking about Venezuela. I do hope we
will have a chance for a long chat in the fairly near future.
With warmest regards,

Sincerely,

Irving 8. Friedman

Mr. Alfredo Machsdo Gdomez
President

Banco Central de Venezuela
Caracas, Venezuela

cc: Mr. Andrew Rice



February 6 1968

Dear Andy,

In reply to your letter of January 31
I am sorry to say that we don't have such a
list.

Please call on me to be of help in any

other way.

Sincerely,

Tyving 2. Friedman

Mr. Andrew E. Rice

Executive Becretary

Soeiety for International Development
1346 Connecticut Avenue HW
Washington DC 20036
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Pebruary 6 1968

Desr Gardner,

Hr, Woods's seoretury has brougnt to my
attention your note of January 30 addressing
to him an advance copy of the Hconomie Report
of the President and the Annual Report of the
Couneil.

George, a8 you may know, hes gone out to
the UNCTAD Conference but I ws sure that he
would wish to have your mnote acknowledged.

With beot wishes on your new assignuent,

fours sincerely,

Irving 6. Frieduan

Mr. Gardner Ackley

The Chalrman of the Council
of Eeoncmic Advisers

Washington D.C.

(Copy for Mr. Woods's office)



February 6 1968

Mr. Kamarek and 800

Mr. R.A. Clarke 200

I would appreciate your help in
replying to the attached letter. Thanks.

(Letter dated Jan.8 from Professor Robert C. Vogel of Wesleyan University

Middletown, Conn. requesting possibility of work for the Bank
in Latin America during his year's leave and sabbatical from Wesleysan.)



February 5 1968

Dear Arthur,

You will recall that I promised we would
send %o you a background paper on Bank Estimates
of Capitel Inflow for the guidance of the Benk
group in Delhi. I am eanclosing two copies.

The paper was prepared by Hawkins and gone
over by myself, and perbaps by others. I think
thet you will find 1t nest useful. Despite the
statistics given here I don't think that in eny
public statement we ought to say wore than that
our estinates are still within the neighborhood
of $3 ~ $b pillion. The way it is put in the
paper wvas worked out by Hawkins and myself.

Kind regards,

Yours sincerely,

(signed) Irving S. Friedman
Irving . Friedmsn

Mr. Arthur Karasz

International Bank for Reconstruction
and Development

P.0. Box k16

Hew Delui, India.

- N



Mr. Hulley 1021

I would appreciate your drafting a reply to
this. I think we ought to at least refer to
the fact that we have already given to the
public on World Bank bonds.

My own first reaction is to discourage giving
a paper on the subject, explaining why.

(i o e VOB -
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ROBERT % ALIBER
UNIVERSITY OF CHICAGC "
/' GRADUATE ECEOOL OF :
CHICAGO

. usA
BELIEVE DATES MAY 31 JUSE 1 ARE FEASISLE

PLEASED ATLERD COMFERKACE

Irving 8. Friedmen

(8T0P) WILL BE



February 5,1968

Mr. Williams 853

Please note suggested deletions.
Who is Kao?

Irving 8. Friedman

(In reply tomemo on Distribution of
Confidential Economic Reports - Jan.18/68)



KARASZ - February 2, 1968
IHTBAFRAD
HEW DELHI

Full Rate

IEDIA
FOUR

REGARDING SUPPLIERS CREDITS PLEASE ADVISE WHETHER YOU STILL COHSIDER
REPRESENTATION FROM WASHINGTOH DESIRABLE AND PROBABLE TIME DISCUSSION
8T0P UWHLNWMMWWMP AWAITING YOUR

ADVICE
FRIEDMAN
IRVIEG &. FRIEDMAN Copies to: Mr., Hoffman
My, Kamarck
THE RCOHOMIC ADVISER TO THE PRESIDENT My. Sacchetti

¥Mr. Eslmanoff



Mr. Kamarck
M. Adler February 2 1968

Irving 8. Priedmen
Annual Report

Mr. Douner has requested ac outline of an economiec chapter
for the Annual Report before the Board meeting. He said he would
beve no objection to cur eirculating it under "at the request of
an Executive Direetor"”. He thought this would help the discussion/
I said we would conaider the matier.



FEB 1- 1968

Mr. Hulley 1021

The attached is self-evident -~ I thought
you might find it interesting. I haven't
read it yet. I'm sure Reid would appreciate
any comments that you or I might have on

it.

REID CHAMBERS PAPER ON PUERTO RICO)



January 31, 1968

Mr. Kamarck 800

Irving 8. Friedman

Cable from Algerian Minister of Planning
on not distributing Algeria Economic Report

of November 16/67



Mr. George D. Woods January 30, 1968
Irving 8. Friedman

External Debt

Attached hereto sre two tables on external debt, as requested.

It will be noted that the five largest countries account for over
k1% of the debt and the ten largest account for nearly 60%. However, as
indicated in Table 2, there are a number of small countries which have
serious indebtedness problems, even though the total magnitude of debt is
relatively small.



TABLE 1

EXTERNAL PUBLIC DDET CUTSTANDING JANUARY ), 1967 OF COUNTARIES CONSTITUTING
ABOUT 755 OF THE DEBT OF ALL DIVELOPING COUNTRIES

(In 000 §)
Debt outstanding Curmlative
Country Jamary 1, 1967 percentage

India 7,318,057 17.6
Brazil 3,201,2kk 25.) -
Pakistan 2,533,278 31.5
Mexico 2,235,914 36.9
Argentina 1,887,792 kb
Yugoslavia 1,715,L63 Lhs.6
Indonesia 1,657,934 49.6
Turtay 1,552,200 534
Chile 1,259,977 56l
Iran 1,021,605 58.9
Colorbia 1,013,149 61.3
Israesl 933,027 63.6
Poru 891,066 65.7
Nigeria 593,619 67.2
Afghanistan 552,691 68,5
Korea 551,601 69.8
Grecce 459,943 70.9
Venszuela 153,950 72.0
Ghana Lh3,h15 73.1
Philippines 128,632 Thl
Algeria 122,166 75.2

Total 31,172,552} 75.2

All daveloping countries

L1,h72,934

Statistical Services Division
Economies Departnont

January 30, 1963



TABLE 2

RATIO OF SERVICE PAVIENTS TO EXPORTS FOR 1966 AND EXTERIAL PUBLIC DEBT OUTSTANDING
JANUARY 1, 1966 AND 1967 FOR 20 COUNTRIES WITH LARCEST RATIOS

(amounts in 0003)

i leb gtanding
Servics payments Debt outstanding

Janvary 1, 1966-January 1, 1967
Mali 71.0 135.9 193.1
Brazil 29.4 3,054.0 3,201.2
Indonesia 25.5 1,919.5 1,697.9
Israel 24.9 ' 118.0 2933.0
Argentina 23.9 1,960.5 1,887.8
Yugoslavia 21.8 1,855.5 1,715.5
Mexico 21.) 2,05’3.9 2, 235.9
Ghana 20.1 Lioh.6 3.l
Uruguay 17.5 275.3 258.5
Indis 16.3 6,256.3 1,318.1
Chad 15.0 20.6 23.5
Donminican Republic 1.3 126.0 172.0
Colonbia 134 1,032.4 1,013.1
Pakistan . 12.0 2,3,’.&3.2 2,533.3
TuniSia. . I 11‘9 362-5-8 h1306
Turkey 11.6 1,219.9 1,552.2
Chile 11.2 1,226,0 1,260.0
Afghanistan 11.0 555.4 552,7
Costa Rica 10.2 15k 2.1
Peru 10.0 666.8 891.9

Statistical Services Division
Economics Department
Jamary 30, 1968



Mr. George D. Woods January 30, 1968

Irving 8. Friedman

Criteria for IDA Allocations

Please find attached three memoranda on the Criteris for IDA
Allocations, two of them prepared by John Adler and one by R.M. Sundrum
and B. Jelan, after discussions with Bank staff in Area, Economie and
Development Services Departments.

The eonclusions which emerge from the papers (and the discussions
with me and others) may be summerized as follows: In the future, the
allocation of IDA resources should be based on & jumber of criteria
Ancluding the following:

(1) The “"poverty test", which at present limits eligibility for
IDA credits to countries with a per capita income of less than
$250, should be raised to, say, $300 or $350, or some other
measure of poverty should be used in a flexible fashion.

(2) This "relaxed" test of poverty should be combined with an
evaluation of the ability of countries to generate and mobilize
savings. ’

(3) The performance eriteria to determine IDA eligibility should
not be changed and should be the same as those applied to Bank
lending.

(4) o aifferentiation should be made between project eligibility
for IDA credits or Bank loans. But because of the difficulty of
meeting local costs, IDA should be more receptive to requests for
the financing of local currency expenditures than the Bank.

(5) The amount of foreign financial sssistance which a country
receives from sources other than the Bank and IDA should be taken
into account.

(6) The lack of creditworthiness eriteris should be refined to take
account not only of the debt service ratio but also of the ratio of

debt service to loeal savings and, vhere appropriate, to government

revenues.

(7) Terms of IDA credits should be more flexidle, e.g. for countries
with reasonsble prospects that their balance of payments problems can
be overcome in the not too distant future, maturities of IDA eredits

should be shortened from 50 to, sey, 30 years, perhaps with a provise
that after 20 years these terms will be reconsidered.

If IDA resources are allocated on the basis of these new eriteria and
1f sccount is taken of the fact that many more countries in Africa and several
more in Asia are likely to qualify for IDA assistance, the following pattern
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of the regional distribution of IDA operations emerges:

(1) The share of IDA eredits of other Asian countries other than
India and Pekistan (Indonesia, Ceylon) and of Africa, especially
French-speaking countries, will inecrease.

(2) There would be a modest incresse inm IDA credits to Latin
America.

(3) 'me share of India snd Pakistan inm IDA resources would
substantially decrease.

On the last point, even these more refined eriteris mey result, from
a practical viewpoint in too much for India and Pakisten and, in that case,
some more arbitrary limitation on IDA commitments to them may be necessary.



RAUL PREBISCH January 30, 1968
OBEROI HOTEL

NEW DELHI ] awLT

INDIA

FRIEDMANS ATTEMPTED PHONE CALL WAS TO INFORM YOU OF LATEST
STATUS OF PROPOSAL I MADE IN STOCKHOLM SPEECH FOR REVIEW OF
DEVELOPMENT PROBLEMS BY OUTSIDE EXPERTS STOP BELIEVE NOW ABLE
TO PROCEED WITH IMPLEMENTATION OF PROPOSAL BECAUSE OF PROGRESS
MADE IN IDA REPLENISHMENT STOP WISH TO EXPRESS MY APPRECIATION

FOR YOUR PERSONAL SUFPPORT OF PROPOSAL STOP REGARDS

WOODS

George D. Woods

T

President

ISF/mlr
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OBEROT HOTEL
Pull Rate
INDIA
\\

PERSOHAL STOP ma@smmmmummmmw
Wumnmmmmwmm
BY OUTSIDE EXPERTS STOP u\gmwcummtmrmmamm
HAVE GIVES HIS PROPOSAL STOP hmmmmmmmm

%,

Irving 8. Friednan
The Economie Adviser to the President
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IDA __ CRITERIA
Some Issues

Eligibility Criteria

1. VWhat should be the country "eligibility" eriteria for IDA
assistance? Are the present criteria in terms of economic performance,
ereditworthiness and per capita income satisfactory? If not, how else
to "ration" the resources of IDA?

Purposes and Programs of IDA Assistance

2. GShould the purposes of IDA assistance be different from that of
the Bank?

3. Should IDA funds be used for specific projects or whether such
funds may be used for non-project aid?

k., Can IDA funds be used to cover a part of the local costs?

5. What should be the emphasis on revenue-producing projects as
against projects which are only partially revenue-producing?

6. How about IDA financing some special projeéts or purposes, e.g.
export promotion projects, regional projects, finencing buffer stocks, ete?

Terms and Conditions of IDA Assistance

T. Should we change the terms of IDA assistance according to the needs
of various countries? If so, should this be done ad hoe or in terms of
two or three categories?

8. Is the IDA interest charge too low, or the maturities too long?

9. Supervision of IDA funds received by initial IDA borrowing governments
and relent to ultimate borrowers?

Programming of IDA Operations
10. Should IDA "program" investments in advance?

11. Should there be limits on credits to any one country or region?

January 30, 1968



January 30, 1968

Dear Monsignor Bordelomn:

I am enclosing a copy of the Preliminary Program of
the 10th Anniversary World Conference of S.I.D., which is
scheduled to take place March 6-9. You will notice that
there is to be a so-called Panel Workshop on Saturday morning
March 9, on the subject of "Mobilizing Popular Bupport for
Foreign Aid" with Andy Rice presiding. I have suggested to
Andy that it might be desirable to involve you in this dis-
cussion. He is agreeable to having you added to the group
as 8 discussant, if you so desire.

Please let me know if you would like to have this done,
and I will pass it on to Andy Rice.

Sincerely yours,

Irving 8. Priedman

Very Reverend

Monsignor Marvin Bordelon

National Conference of Catholic Bishops
1312 Massachusetts Avenue, N.W.
Washington, p. €. 20005



DECLASSIFIED

PERSONAL :

SETENEN AUG 16 2073 January 30, 1968
WBG ARCHIVES

Dear CGengo:

I see that you are on the 8.1.D. Program. I do hope
that you will be visiting with us for some time, as needless to
say I am looking forward very much to seeing you in Washington.
I might not be here for the 8.I.D. Conference since I might not
have returned from the UNCTAD meeting in Wew Delhi.

I em planning to be in Hew Delhi from about February 25
to about March 11, with a stopover on return at the monthly
meeting of the B.I.S8. However, my plans are still uncertain.
In any case I would hope that you would stay in Washington for
some extra days. We would, of course, be most happy if you
would like to stay with us.

There is a great deal to tell you but I won't try to
write, since I hope that we will be seeing each other. I surely
migs your wise advice!

With warmest regards,

Sincerely,

Irving 8. Friedman

Mr. Gengo Suszuki
Auvditor

Bank of Japan
C.4h0 Box 203

Tokyo, Japan



I, ECONOMIC WORK AND WORLD BANK GROUP

(a) Bcope
(b) Division of Responsibilities among the Departments (and I.F.C.)
(e) Review Machinery
(a) Coordinating ‘Machinery
(e) Relations to other Functions
(f) Overall Supervision
(g) Critique:
(1) Strong points

(i1) Week points

January 30, 1968

(Given to Mr. Kamarck)



) ! I~y ’
a,f. LI o Y.
‘."A\

o

/

I Introduction: The Problem of Growth of Developing Countries

1. The problem of economic development of developing countries

is going to be with us for some time to come. The optimistic atmosphere
which marked the beginning of the "development decade" with its target .
of 5% growth of national income, has given way in some cases to a more
realistic appraisal of the world development problem, and in others to
pessimism about possibilities.

2. The Algiers charter adopted by the Ministerial meeting of the

Group of 77 on October 2L, 1967 notes that the gap between the developed
and the developing world is widening: "While the developed countries are
édding annually approximately 60 dollars to the per capita income of their
people, the average increase of per capita incame in the developing

wor;d amounts to less than 2 dollars per annum". It appears that the
average annual rate of increase of the gross domestic product in the
developing countries declined from L.6% in 1950-55 to L.L% in 1955-60

and again to L.2% in 1960-65. However, these aégregate growth rates
conceal wide variations among countries and regions. There have been a
number of "success" stories in tackling the development problem as was.

pointed out by Mr. Woods in his address to the annual meeting of the

IBRD in Rio de Janeiro, September 1967.



IT The Growing Need for External Resources

1. The assistance needs of developing countries stem from two

sources: First, because of their low levels of per capita income and
deficiencies in the organization for mobilizing domestic resources they
may be unable to raise enough domestic resources to finance investment
needg of rapid growth. Secondly, because of the relatively large import
needs of investment, and the problems in expanding foreign exchange
earnings rapidly, they may for structural feasons be unable to transform
enough domestic resources into foreign exchange earnings to meet payments

requirements for growth. Both the savings gap and the foreign exchénge

e 0 S

gap may be met by foreign assistance. Foreign capital on commercial
terms while meeting this problem in the short run, may only worsen it

in the long run as the repayment of past debt may absorb substantial
foreign exchange earnings.

2. The external assistance requirements of developing countries

have been variously estiﬁated. However, almost all such estimates

made in the 1960s indicate that the requirements of developing countries
for external resources would require a larger increase of flows over
present levels. The World Bank has estimated that the developing
countries could use to advantage an additional three to four billion
dollars of external resources.

3. Against this background of increasing requirements for assistance
the slow growth of net flows to LDCs and the stagnation in official

bilateral assistance is very disquieting.

-



III. Aid Flows: Levels and Trends

Ls The total net flows from developed to less developed countries

| indreased from $9 billion in 1961 to nearly $11 billion in 1966. This

includes aid from bilateral and;multilateral sources and private capital

flows.

2. The flow of aid to LDCs from 15 DAC member countries after nearly

doubling in six/;}:azrs 1955-61 (from $3.2 billion to $6.0 billion) has

stagnated around $6.0 billion in the five years 1962-66.

3. The stagnation of aid flows reflects the stagnation in the assistance

to LDCs/from the major donor countries viz the U.S.A., France, Germany

and the United Kingdom. The share of these countries in the total official

aid flow from DAC members declined from 91% in 1961 to 84% in 1966. The

total aid flow from these countries was $15.47 billion in 1961 and $5.35 billion

in 1966. N
ST

k. The assistance from a number of minor donor countries has increased

significantly during 1961-66, (e.g., Canada, Japan, Sweden, Austria and

Australia). However, because of the low base figﬁres and the relatively

small weight of assistance from these countries in total aid flows, the

~effect on the total aid flow has not been marked.

5. The stagnation of aid flows occurred in a situation of increasing
incomes. The combined national income of the fifteen DAC countries

increased by about $361 billion between 1961 and 1966, while total aid
million

'flow increased by $420/dollars. The marginal propensity to devote resources

to aid with increase in national income averaged about .00l. .In other words
of every 1,000 dollar increment in national income, on the average only one .

dollar was devoted to increasing aid. In Canada the figure was nearly 11 dollars,

in Sweden 7 dollars, and in Japan about 5 dollars.



For the four major donors (U.S.A., U.K., Germany and France) taken together
the.figure was negative.

6. Since UNCTAD I it has become common to measure donor's aid
performance against a target of 1% of nationai income, counting total

net public and private financial flows as assistance. Both the numberator
and the denominator of this target ratio are subjects of controversy.

What should be included in "assistance"? Should this be related to

gross national product or to national income? However, if we neglect

these pfoblems, there is an indication of a movement away from the target
of 1%. Total official net flows of financial resources for all DAC
countries declined from 0,72% of national income in 1962 to 0.57% in 1966.
The total official and private flow in the same years was 1.02% and

0.88% respectively. u%\f“*-———4-”
Te Net official aid as a percentage of govermment expenditure in

DAC countries averaged 1.8% during 1961-65, and fell to 1.6% in 1965.

This shows while government expenditures are increasing foreign aid is
failing to increase proportionately.

8. The growth of assistance through multilateral agencies has been
marked in recent years. Total multilateral assiétance has increased from
$u82 million in 1960 to $1,393 million in 1966. Of total official bilateral
.,and multilateral aid to LIDCs, multilatefal aid accounted for 11% in 1960
and for 23.5% in 1966.

D ‘The net official flows (including flows from multila£eral agencies)
to North African countries (Algeria, Morocco, Tunisia and Libya) have

declined from $673 million in 1961 to $282 million in 1966. The sharp



decline is explained largely by the decline of assistance to Algeria.

However, aid to Morocco and to Tunisia has also declined during this

period.
Morocco $117 million (1961) $93 million  (1966)
Tunisia $87 million (1961) $72 million (1966)
10. There is a wide disparity in per capita receipts of net

official bilateral and multilateral assistance by .developing cbuntries.
The French Departments and Territories in Latin America and in Africa
received per capita assistance of $131.0 and $82.0 respectively in 1966.
Liberia received $49.0 per capita, Israel $39.0 and Jordan $36.0 per
capita. In contrast Pakistan received $3.7, India $2.5, Nigeria $1.7

and Ethiopia $1.8 per capita in the same year. Among the North African
countries, Algeria received $9.8 per capita, Morocco $7.2 and Tunisia $18.0
per capita.

‘Al The real content of aid has been adversely affected by the

" increased reliance by'donors on tied aid. Studieg indicate that this may
decrease the real equivalent of a given monetary amount of assistance

by.about 15%.



IV The Role of Trade

1. The acceleration of export earnings of LDCs would offset

the relatively slow flow of capital from the developed countries. There
was a marked acceleration in developing countries' total export earnings
in recent years. According to GATT, whereas, the exports of developing
countries increased by 23% or $5 billion between 1953-5L4 and 1959-60,

they iﬁcreased by L1% or $11 billion between 1959-60 and 1965-66.

However, one cause for this acceleration in growth of exports was the
rapid growth in demand for LDC exports from the developed countries which
during first half of the sixties experienced exceptionally rapid growth.
This emphasises the point that the acceleration of exports from
developing countries is also governed by policies in developed countries.
2. The trade and protection policies of developed countries tend

to discriminate against exports from developing areas. Studies by GATT

- and UNCTAD reveal that the recent tariff cuts in the Kennedy Round, are
not going to be of much help to LDCs. This is the background for the
idea éf preferences for exports of manufactures from developing countries.
However, most estimates indicate that a preferential reduction in tariffs
would lead to an increasé in exports of manufactured goods from LDG's to
developed countries of only a billion dollars or perhaps less.

3. However, more exports alone would not solve the problem of

developing countries for external resources for development. The estimates

| of the foreign exchange gap that have been made for LDCs assume fairly
rapid increase in exports of the developing countries. For example the
UNCTAD estimate for the gap assumes that exports from LDCs will grow at
5-5.6% per annumfovar 1960-1975, with exports of manufactures growing at

8+3-9.3% per ann@m.
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Irving 8. Friedman

I asked Hulley and his Group to do something on the attached
subject for me. It must be regarded as tentative since no one knows,

as yet, how these restrictions are going to be administered.



DRAFT, January 22, 1968
Hulley/Dubey/Maane

The U.S. Balance of Payments Program for 1968

This is a summary of the program, to which are appended preliminary
observations on ways in which it could affect the Bank Group and the less
developed countries. Principal sources used were (1) Executive Order 11387
of January 1, 1968 "cherning certain capital transfers abroad;é
(2) VForeign Direct Investment Regulations", Commerce Department, published
in the Federal Register, Volume 33, No. 1 of January 3, 1968; (3) "Guidelines
for banks and nonbank financial institutions", Federal Reserve Board as
published in its Press Release of January 1, 1968; (L) Newspaper reports

and discussions with U.S. Government officials.
CONTENTS

I. Purpose of the Program
II. Elements of the Program
ITII. Control of Direct Investment
= IV. Guidelines for financial institutions
V. Possible effects on World Bank Group
VI. Possible effects on less developed countries

Annex: Definitions of country groups
Table 1: Classification of IBRD members

Table 2: U.S. balance of payments program for 1968



I. Purpose of the Program

1. Because of a sharp deterioration in the U.S. balance of
payments during the fourth quarter of 1967, the U.S. Government is
strengthening its program to contain the outflow of dollars and gold.

The goal is to reduce the deficit to a level of $1 billion in 1968.

The Federal Reserve Board points out that the measures "have beeﬁ
designed to focus the major effect ... on the developed countries

of continental Western Europe without adverse effects on ... developingA
countries."

2. In preceding years the U.S. had already taken several steps
to reduce net private capital outflows. In 1963 an Interest Equalizaﬁion
Tax was imposed on purchases from foreigners of securities issued in
developed countries other than Canada; the tax is administered by the
Treasury Department. In 1965 a program of voluntary restraint on foreign
investment was launched; it is administered jointly by the Commerce
Department (responsible for guidelines on direct investments) and by

the Federal Reserve Board (responsible for guidelines on loans by
financial institutions).

3. During the initial years of this program, the U.S. balance

of payments improved from a deficiﬁl/of $3.9 billion in 1960 to deficits

of $1.3 billion in 1965 and $1.L billion in 1966. In 1967, however, the

l/ U.S. official estimates of the balance of payments deficit are prepared
on two alternative sets of definitions. The older and more frequently
quoted one is the "liquidity" basis; it adds changes in liquid liabilities
to foreigners (an increase adds to the deficit) to changes in reserves.
The figures cited in this note are on the liquidity basis.
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situation started deteriorating again. On a seas&nally adjusted annual
basis the deficit increased from $2.1 billion in the first quarter to

$2.7 billion in the third. Preliminary figures for the fourth quarter
indicate a sudden further deterioration to a rate in the neighbourhood

of $8 billion on an annual basis. This would mean a deficit for the

whole of 1967 of the same order of magnitude as in 1960, namely nearly

$4 billion. U.S. gold reserves which have been decreasing from a level

of $23 billion in 1957, dropped further by more than $1 billion in 1967

to a level of US $12 billion. This is about double the loss in 1966.

About three-quarters of the loss occurred after the British devaluation.

In his statement on January lst, President Johnson indicated that the change
was due to (a) rising costs for the war in Vietnam, (b) an increase in
private loans and investment abroad, (c) a smaller than anticipated

trade surplus, (d) a rise in tourist spending and (e) the "uncertainty

and unrest" that went with the devaluation of the pound sterling. It

has subsequently been reported that about $1.L billion of the approximately
$2 billion deficit in the fourth quarter was due to disposal by the U.KX.

of its dollar securities ($500 million) and speculayion and uncertainties
($900 million). The President conclﬁded that an enlargement of the balance
of payments program was necessary.

IT. Elements of the Program

. New measures which have been announced are as follows:

(a) Direct Foreign Investment: The voluntary restraint

program has been replaced by more severe, mandatory
restraints. The reduction in the balance of payments
deficit expected from this is $1 billion. (This item

is more fully described in Section III below).
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(b) Lending by Financial Institutions: The voluntary

restmints on foreign lending are tightened; a

reduction of $500 million is expected. The Federal
Reserve Board has been given authority to make this
program mandatory should such a measure become desirable

(This item is more fully described in Section-IV below).

(c) Foreign Investment in U.S.: Conversely,efforts to
attract foreign investment in the U.S. will be
intensified.

(d) Tourist Expenditure: An appeal to Americans to "defer

for the next two years all non-essential travel outside
the Western Hemisphere", and possible legislation to
discourage such travel are expected to reduce the deficit
by $500 million. Conversely the program to attract
tourists to the U.S. will be intensified.

(e) U.S. Govermment Foreign Expenditures; The foreign exchange

costs of U.S. Government spending abroad are to be
reduced by $500 miliion.

(f) Improvements in Trade Balance: A long range program

to stimulate exports, if necessary with financial support,
and negotiations with trading partners to adjust tax
systems that discriminate against U.S. imports is expected
to increase the trade surplus by $500 million.

(g) Domestic Surtax: Legislation is proposed for an income

tax surcharge of 10%.
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5. Grouping of Countries under the Program: The application

of the restraints on direct foreign investment and lending by financial
institutions is to discriminate between three groups of countries,
(Table 2). The three groupings (see Mnnex) are:

Schedule A: Less developed countries

Schedule B: Developed countries outside continental
Western Europe :

Schedule C: Developed countries in continental
Western Europe

Schedule B includes the oil-exporting countries of the Middle East, as

well as Bermuda, the Bahamas and Hong Kong. Spain and Portugal are

included in Schedule C, while Finland, Iceland and Greece are in Schedule A.
There are some differences in the treatment of certain countries in the
different measures. Thus South Africa is in Schedule C for direct
investment and in Schedule B for loans from financial institutions.

Canada, Japan and the U.K. receive special treatment in the guidelines

for fiﬁancial institutions. Measures on tourism discriminate in favor

of the Western Hemisphere.

III. Control of Direct Investment (including reinvested earnings):

6. The mandatory restraint on direct investﬁent abroad in the
three groupings of countries is as follas:
Schedule A: Limitation of direct investment to an annual level
of 110% of the investor's average investment in
all Schedule A countries combined in 1965 and 1966.
Schedule B: ILimitation of direct investment to an annual level
of 65% of the investor's average investment in all
Schedule B countries combined during 1965 and 19656.
Schedule C: A moratorium on all new direct investment. Limitation

of reinvestment of earnings to 35% of the total average
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direct investment by the investor in all Schedule C
countries combined in 1965 and 1966.

Repatriation of Earnings

7. Each company that makes direct investments abroad must
return to the U.S. at least once a year a share of its foreign earnings.
The amount is equal to the greater of:
(a) The same percentage of the company's share of total
earnings in each or any of the three areas as it
repatriated during the years 1964, 1965 and 1966.
(b) Earnings in excess of reinvested earnings (see paragraph 7
above).

Limitation of Liquid Balances

8. In addition, and to make the regulation concerning
repatriation of earnings more effective, the Secretary of Commerce

has issued a rule whereby each direct investor is required, on or
before June 30, 1968, to reduce the amount of all bank deposits and
other short-term financial assets held by him, to an amount not in
excess of the average end-of-month amounts held by him during 1965 and
1966. The excess amount must be returned to the U.S.

Exception for Small Investors

9. The restrictions do not apply to direct investments abroad
totalling not more than $100,000 for any one investor.

IV. Guidelines for Financial Institutions

Commercial Banks

10. The new ceiling on foreign credits outstanding for 1968

is 103% of the amount outstanding on December 31, 196L, for all large
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commercial banks. The banks are to reduce outstanding term loans
(with original maturity exceeding one year) to Schedule C countries
by not renewing them at maturity, and not using the proceeds to make
loans to residents of these countries. Short-term loans (up to one
year) to Schedule C countries are to be reduced during 1968 to 60%

of the amount outstanding on December 31, 1967. Within the ceiling
absolute priority is to be given to bona fide export credits. The
next highest priority is to be given to loans to developing countries.
Furthermore, the restrictive policies of banks should avoid an undue
burden on Canada, Japan and the United Kingdom.

1/

Non-banking Financial Institutions

11. Total holdings of covered foreign assets (see paragraph 12)
are to be reduced by 5% or more during 1968, below the level held on
December 31, 1967. Holdings of liquid funds abroad are to be reduced
to zero during 1968, even if this entails a reduction in total covered
assets much larger than 5%. ‘'However, an institution may maintain such
minimum working balances abroad as are needed for the efficient conduct
of its foreign business activities!" No new investments in the Schedule C
countries are to be made, except credits judged essential for financing
U.S. exports.
12. The following assets are not covered by the program:

(1) All bonds and notes of international institutions of which

the United States is a member;

(2) Long-term investments in Caﬁada, Japan, and all developing

1/ These institutions include insurance companies, investment companies,
finance companies, mutual savings banks, employee retirement and
pension funds, college endowment funds, charitable foundations, trust
companies and trust departments of commercial banks.
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countries, including credit instruments with maturities
exceeding 10 years at the date of acquisition, direct
investment in financial subsidiaries, and equity securities
issued by firms domiciled in these countries;

(3) Equity securities of firms in developed countries other
than Canada and Japan, acquired in U.S. markets from
American investors.

V. Possible Effects on World Bank Group

IBRD
13. Although the IBRD is classified as a foreigner in the
U.S. balance of payments, U.S. holdings of its bonds are exempt
from the coverage of the guidelines. (Approval by the U.S. Government
continues of course to be necessary for each new bond issue in the U.S.).
According to the language of the guidelines,

"foreign financial assets not covered by the guidelines

are still reportable on the quarterly statistical reports

to the Federal Reserve Banks, but are not subject to

ceiling limitations. Such non-covered foreign investments

include...

1. Bonds and notes of international institutions of which

the U.S. is a member, regardless of maturity."

In the early years of the balance of payments program, the

Board gave out press releases on holdings of both covered and non-covered
assets. It appears that some institutions may have been induced thereby

to seek to reduce not only covered assets, but all foreign assets, including
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IBRD bonds. As the Board has ceased to publicize holdings of uncovered
assets, this particular incentive to reduce such holdings has been
eliminated.

IDA

5 ) 8 The U.S. Govermment is currently entering into negotiations
with other Part I countries for a second IDA replenishment at the level
of about $400 million per annum for the next three years.

IFC

15. . The new restrictions might have some effects on the
investment plans of U.S. firms contemplating joint ventures with IFC.
These effects will be similar to those on all U.S. investments in LDCs
(which are discussed in Part VI below).

VI. Possible Effects on Less Developed Countries

16. U.S. Government officials state that the 1968 ceiling

of 110% of the average of 1965 and 1966 was selected for new investment
in IDCs because it was considered to be high enough to avoid strains

on those countries. However problems may arise in such underdeveloped
countries as Korea, Taiwen and Thailand where private investment has

just recently become attractive to U.S. investors, and where official
development plans for an important part are based on a rapidly increasing
inflow of private capital; a strict administration of the rules could
slow down the rate of development in such countries. A further complication
is that the announced ceilings apply to individual investors. Companies
which made relatively large investments during 1965 and 1966 may be
planning little investment in 1968. On the other hand companies which

made little or no investment during 1965-66 may have substantial plans
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for 1968. It has been informally indicated that the U.S. Government
may let potential investors in Schedule A countries use amounts

within the ceiling not used up by the firms who already are established
there. However, such switches could presumably not be effected without
administrative delays in the flow of direct investment to LIDCs.
Furthermore, it is feared by some officials that the message that it

is still possible to make direct investments in LDCs may not get through
to many companies concerned, especially those which might benefit from
switching or other administrative leniency.

Other Investments

17. Commercial banks are to reduce total foreign credits
outstanding to 103% of the level on December 31, 196l (compared to a
ceiling of 109% in 1967). In effecting the necessary reductions, banks
are again asked to avoid adverse effects on export credits as a first
priority and on LDCs as a second priority. A similar explicit statement
of priorities has not been made in the guidelines for non-bank financial
institutions, although it was made in previous years. Thus it is possible
that the reductions may affect credits to developing countries.

Tourism

18. The proposed cut in tourist expenditures of $500 million
could be damaging to those developing countries in the Eastern Hemisphere
where the inflow of American tourist dollars forms an important portion
of their total foreign exchange earnings, or where the development of a
tourist industry is an important part of the overall development plan.

Examples of such countries are those of the Mediterranean and East Africa.
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Government Expenditures Abroad

19. A reduction of military foreign exchange costs and of AID
expenditures abroad will be sought. The largest effects from these

reductions are likely to be felt in East Asia.



ANNEX
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(The following definitions are derived from regulations

and guidelines issued by the U.S. Government. Their

application to members of the Bank Group is shown in
Table 1)

I. Direct Foreign Investment (from Commerce Department "Foreign Direct

Investment Regulations", Federal Register, Volume 3, No. 1, 1968).

1s Schedule A countries include less developed countries i.e. all

countries (except the communist ones) which are not chedule B or C
countries (see below).

2. Schedule B countries include Australia, the Bahamas, Bermuda,

Canada, Hong Kong, Ireland, Japan, New Zealand and the United Kingdom
and the following oil-producing countries: Abu Dhabi, Bahrain, Iran, Iraqg,
Kuwait, Kuwait-Saudi Arabia Neutral Zone, Libya, Qatar and Saudi Arabia.

3 Schedule C countries include South Africa and continental

Western Europe but exclude Turkey, Greece and Finland.

II. Financial Institutions (from Federal Reserve Board, "Guidelines for

banks and non-bank financial institutions", Press Release, January 1, 1968)

b Developed countries are Abu Dhabi, Australia, Austria, the

Bahamas, Bahrain, Belgium, Bermuda, Canada, Demmark, France, Germany
(Federal Republic), Hong Kong, Iran, Iraq, Ireland, Italy, Japan, Kuwait,
Kuwait-Saudi Arabia Neutral Zone, Libya, Liechenstein, Luxembourg, Monaco,
Netherlands, New Zealand, Norway, Portugél, Qatar, Republic of South Africa,
San Marino, Saudi Arabia, Spain, Sweden, Switzerland, and the United Kingdom.
Also to be considered "developed" are the followiﬁg countries: Albania,
Bulgaria, any part of China that is dominated or controlled by international
coﬁmunism, Cuba, Czechoslavakia, Estonia, Hungary, any part of Korea that

is dominated or controlled by international communism, Latvia, Lithuania,
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Outer Mongolia, Poland (including any area under its provisional
administration), Rumania, Soviet Zone of Germany and the Soviet sector

of Berlin, Tibet, Union of Soviet Socialist Republics and the Kurile
Islands, Southern Sakhalin, and areas in East Prussia that are under

the provisional administration of the Union of Soviet Socialist Republics,
and any part of Vietnam that is dominated or controlled by international
communi sm.

B Developed countries of continental Western Europe include

Austria, Pelgium, Denmark, France, the Federal Republic of Germany,
Italy, Liechtenstein, Luxembourg, Monaco, Netherlands, Norway, Portugal,
San Marino, Spain, Sweden and Switzerland.

6. less developed countries are all countries not mentioned

in the above paragraphs L and 5.



TABLE 1

Classification of IBRD member countries according to U.S. Government

regulations and guidelines on investment abroad

Member Classified Member Classified
Country in Schedule Country in Schedule
Afghanistan A Kuwait B
Algeria A Laos A
Apgentina A Lebanon A
Australia B Liberia A
Austria c Libya B
Belgium C Luxembourg C
Bolivia A Malagasy Rep. A
Brazil A Malawi A
Burma A Malaysia A
Burundi A Mali A
Cameroon A Mauritania A
Canada B Mexico A
Central African Rep. A Morocco A
Ceylon A Nepal A
Chad A Netherlands C
Chile A New Zealand B
China A Nicaragua A
Colombia A Niger A
Congo (Brazzaville) A Nigeria A
Congo, Dem. Rep. of A Norway c
Costa Rica A Pakistan A
Cyprus A Panama A
Dahomey A Paraguay A
Denmark C Peru A
Dominican Rep. A Philippines A
Ecuador A Portugal C
El Salvador A Rwanda A
Ethiopia A Saudi Arabia B
Finland A Senegal A
France C Sierra lLeone A
Gabon A Singapore A
Gambia : A Somalia A
Germany, Fed. Rep. of c South Africa % C
Ghana A Spain c
Greece A Sudan A

# The Commerce Department classifies countries in Schedules A, B and C in its

"Foreign Direct Investment Regulations."

The Federal Reserve Board does not

use these terms in its"Guidelines for banks and nonbank financial institutions."
However, the "less developed countries" mentioned in the Guidelines are the

same as the Schedule A countries; the "developed countries outside continental
Western Europe" are the same as the Schedule B countries plus South Africaj;

the "developed countries of continental Western Europe'" are the same as the
Schedule C countries minus South Africa.

conto eo o



Table 1 - cont.

Member Classified Member Classified
Country in Schedule Country in Schedule
Guatamala A Sweden o]
Guinea A Syrian Arab Rep. A
Guyana A Tanzania A
Haiti A Thailand A
Honduras A Togo ' A
Iceland A Trinidad & Tobag A
India A Tunisia A
Indonesia A Turkey A
Iran B Uganda A
Iraq B United Arab Rep. A
Ireland B United Kingdom B
Israel A United States -
Italy H Upper Volta A
Ivory Coast A Uruguay A
Jamaica A Venezuela A
Japan B Viet-Nam A
Jordan A Yugoslavia A
Kenya A Zambia A
Korea A




Table 2

U.S. Balance of Payments Program

for 1968

(for details, see accompanying text)

Direct Investors

a) Total investment

(includes reinvested
earnings) as percent
of 1965-66 average

b) Limitation of liquid

balances abroad to
average 1965-66 levels

Commercial Banks

a) Total claims

Term loans

c) Short-term credit, as

percent of end-1967
level

Non-bank Financial Institutions

Developed Countries

Less Developed Outside Continental In Continental

.Total investments, as percent

of end-1967 level

New investments

Countries Western Europe Western Europ:s
o =
Schedule A Schedule B Schedule C
' 2/
110% 65% 358

applicable in all foreign countries

103% of December 196L global total
(compared to 109% in 1967)

Renewable Renewable Not

Renewable
0 ‘ - 60%

3/
95% global total, with exceptions

Allowed Allowed Prohibited
Global reduction of $500 million

Discouraged outside Western Hemisphere

L. Government Expenditures Abroad
5. Tourism
v

South Africa is included under Schedule C in line 1 and under Schedule B

in lines 2 and 3.

Allowable out of reinvested earnings only, not from new capital funds.

IBRD bonds and other bonds and notes of international institutions of which the
U.S. is a member are exempt, as are equity investments and loans over 10 years
in Canada, Japan and Schedule A countries.



January 26, 1968

Dear Artaur: Y

Seyven~Schreiber's AMERICAN CHALILLNCE
arrived at the same time as your letter. Thank
you very much for sending it to me. I am sure
I shall have fum with it and look forward to
passing it on to Ken.

Thenks for reminding me sbout a representative
from the Economics Department going to New Delki in

connection with suppliers' credits -- this is being
arranged,

Looking forward to seeing you in New Delhi.

Sincerely,

Irving 8. Friedman

Mr. Arthur Karasz

Internationsl Bank for
Reconstruction and Development

L, Avenue d'lena

Paris
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PERSONAL January 26, 1968
b % AUG 16 2093

w
Dear I.G: e ARCH'VES

I was very glad to learn that you are now recovered and I
presume that you are back at work. I guess I should congratulate
you on your new assignment as Economic Secretary. However, since it
means more work I am not sure that a true friend would congratulate
you. It is undoubtedly good for India and, in the world of the
nation state, what is good for India is assumed to be a matter of
congratulations to you! However, as an internationalist I am not
sure that it is not more important to keep you alive and healthy!
The invitation to do a year at Cambridge must have been very attractive
and hard to turn down.

I am glad to learn that Alek has been spreading The Word in far
countries. I am sure she did a splendid job and hope that she also
enjoyed it personally. Of course, this means giving you an opportunity
of belng both a mother and father at the same time and, despite the
difficulties, I bet it was fun!

By now the World Bank is getting used to the idea of McNamara
becoming its head. I for one am very sorry to see George go, though I
am pleased thet it was a completely voluntary decision on his part.

He seems to have enough courage not only to know when to quit, but
actually to do so,

I am somewhat concerned about the future of the economic work
here, particularly its role in promoting innovation. ILike any
established institution innovations are not quite welcomed by everybody.
I do not think I would even have had limited success without the strong
support given by George to the entire effort. Perhaps, what little we
have accomplished thus far would best be served by my leaving the
institution. In this way the new President would have a chance to
choose his Feonomic Adviser, and the person so chosen would have the same
advantage as I have had, namely that the others would know that he
enjoyed the full confidence, and presumably support, of the President.

I am afraid that otherwise any attempt to argue for the continuous
strengthening of the economic work sounds like an exercise in self-
pleading. Anyway, I am getting too worn out to continue the pace of
work I have had here, and I can only see it getting vorse.

I do hope to be coming out for the UNCTAD Conference, at least for
a little while. At the moment I am planning about ten days from about
February 25 to March T or so. I am mostly coming to have a chance to



talk to you and others about India, and to do what little I can to explain
further our supplementary finance scheme.

I was very interested in your news about the Patel family. You

and Alek will surely haye many places to visit, if only you can get your-
self away from the work.

Cur own family is fine. Ken has returned from Paris and is now
back at college. John has not yet heard from any of the colleges, but is
in 8 more optimistic mood at present -~ perhaps it is not optimism but s
realization that he has done all he can.

Please give our best to Alek.

With best wishes for 1968,

Sincerely yours,

Irving 8. Friedman

P.8. I am looking into the question of Dr. Sen, but have been so busy
with McNamara's coming and related things that I have not been
able to do much yet, but promise to do so.



Mr. Mervyn L. Weiner January 26, 1968
Irving 8. Friedman

COLOMBIA -~ Distribution of Economiec Report to Executive Directors and
Consultative Group

In reply to your memorandum of January 24, I have been following
the procedure that where it is not neceesary we should not call for an
economic committee meeting. However, I think that any economic report
going to the Board reviewing the current situation and outlook is
important enough to be the subject of, at lesst, s apecial meeting. I
have been having smaller neetings in my office with representatives from
the Area Department and FHeonomics Department, and anyone else interested.

I would, therefore, appreciate it if you would have your secretary
arrange with mine a time for such a meeting -~ leaving an hour for
discussion. (Zssentially, the agenda for such & meeting is whether we
are all in agreement on the conclusions of the economie report, since I
assume that the actual review of the report itself will have been finished.

ece: by, Adler
Mr., Collier
Mr. Sacchetti



January 26,1968

1. Mr. Stevenson 800

2. Mr. Clarke 200

Would someone prepare a suitable reply

for me - thanks

Irving S. Friedman

(letter from Irving Brecher's son -
Richard A. Brecher - asking for summer work. )



JAN 26 1968

BANK-FUND COOPERATION

Mr. Friedman said that the economic work on Indonesis was an out-
standing example of Bank-Fund cooperation, worthy of special mention, This
was reflected in many ways including the full participation of the Pund
experts in the Economic Committee deliberations on Indonesia, now taking place.
Incidentally, the participation of Fund staff in meetings of the.Ecunomit

Committee had now become routine.



Mr, John Hulley January 25, 1968
Irving 8. Friedman

U.S. Treasury book "MAINTAINING THE STRENGTH OF THE UNITED STATES DOLLAR
IN A STRONG FREE WORLD GLCONOMY"

Could you please obtain two copies of the above book -~ copy
of which has already been passed to your office - and let me have them.

The copy already sent to you, should be retained in your office.



January 25, 1968

Mr. de Fontenay 1021

Has anything more happened on this?

Irving S. Friedman

(Meeting of French-speaking African
countries.)
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Dear Douglas:

I was very pleased and proud to read the newspaper report on
your going to the Treasury. Were it someone else I might comment on
the fact that you were taking over during the most difficult period
in the ecomnomic history of Emgland. But to you I would rather say
I am glad that you have this opportunity because I am completely
convineced that the present Gordian knot in which the world is tied
must be cut decisively and intelligently in the period shead. It is
going to take some bold strokes, but I am profoundly convinced that
practical solutions will be found by capeble people to restore Britain
to the position in which it can help the world, as well as Britain,
be a betber place in which to live.

I am most appreciative of the insights you have given me for
many years -- most recently during the last year -- into the realities
of your country. As a result I think I am not naive about these
difficulties. But despite it all, including what has been happening
in my own country, I have not yet dispalred of finding a way to turn
around the unfavorable world trends. Indeed I envy you your opportunity
to make an luportant contribution to turning this tide. If in any way
1 can be of help, please let me know.

With best wishes for the lew Year,

Sincerely yours,

Irving 5. Friedman

8ir Douglag Allen

Departument of Economic Affairs
Storey's Gate

London SW 1
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Dear William:

May I add my congratulations to the many others
on your appointment. All would agree that it was the
finest selection and most deserved. It will seem odd
for you not to be on the finsncial and economic side
of the Treasury, particularly in view of the great many
problems in which you have been involved over the years,
but your new job sounds like an opportunity to make an
enduring contribution to Britain. Will you be at all
relieved from the life of the "guickie decision”
characteristie of a Treasury official?

I do hope that we will continue to have oceasions
to see each other, whether in London, Washington, or
elsewhere.

With best wishes tor the New Year,

Sincerely yours,

Irving 8, Friedman

8ir William Armstrong
H. M. Treasury

Great George Bireet
London 6W 1



January 2k, 1968

Dear Mr., Prasad:

Thank you for your letter of January L. I am
pleased to enclose a copy of my address to the Canadian
Political Science Assoclation entitled "International
Problems of Feconomie Development”. I am also sending
a list of other publications availsble from the Bank.

On your request for references thet may be useful
in preparing your research paper, I feel that the best
course would be to supply you with a representative semple
of recent publications in this field ineluding books,
aerticles and statistical neterial. lMany of the bocks
listed ~ for instance International Aid by Little and
Clifford - contein selected bibliographies; some of these
are quite exhaustive.

Sincerely yours,

Irving 8. Priedman
The Economic Adviser to the President

Mr. D. N. Prasad
Reader in IDconomies
Vardhaman College
Bijonor (U.P.)

India
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January 24, 1968

PERSONAL

Dear Wilfried:

I gather you have now taken on your new responsibilities.
Please accept my warmest congratulations. It must be good to have
the period of uncertainty over and to begin to immerse yourself in
your new work. I would, of course, be most interested to hear from
you ~- when you have the chance -~ to learn more sbout your new
life, Among other things I hope that it means far more occasions
for you to come to the United States and Washington. I am getting
a good deal of personal satisfaction and pride from your appointment.

As you know we seem to be getting to the last stage of the
race for IDA replenishment. George came back from Germany convinced
that agreement should be found as quickly as possible, and I fully
agreed, lNeedless to say I am despondent with the magnitude reached,
although I do get some pleasure from the fact that the balance of
peyments safeguards we are now discussing are of a much less difficult
character and are regarded by all as not establishing a precedent.

Of course, I am well aware that anything that is actually begun may
become a precedent, but if things change in the next couple of years
and the next IDA replenishment has no payments safeguards, perhaps the
present replenishment will prove to be the exception -- I hope so.

History tends to be so iromic. At the very time when the
World Bank had a President who was prepared to give vigorous and
creative leadership this proved to be the very years in which leader-
ship was most difficult for objective reasons external to the Bank.
I wonder if ever before in history we have had so many countries pursue
wrong economie policies simulteneously? I bemoan the fact that the
international monetary system, which seemed to be the one area in
which we were creating something that was distinctly separate from the
political arens, is now deeply involved in international polities. It
makes one wonder whether these strenuous efforts in the field of public
poliey are really worthwhile. However, I am not complaining as these
developments have made life exciting both in the Fund and in the Bank.

In the Bank, of course, the central topic of interest is
McNemara and the implications of his coming over to the Bank. For
reasons I need not spell out to you, I am very sorry to see George go.
Much of what he has done will, I am confident, bear fine fruit in the
future. I hope that, at that time, there will be some who will still
remember the efforts he made to initiate these developments. As for
myself, as you can readily imagine I am giving deep thought to whether
I want to stay on. I am convinced that to do my job successfully and



Dr. Wilfried Guth -2 - January 2h, 1968

with any sense of personal satisfaction, it is necessary to have the full
confidence and strong support of the President. It is a unique relation-~
ship in the Bank, since it does combine executive functions with advisory
functions in an area of activity that is of significance in virtually all
that the Bank does. As an innovator of practical policies -- and I

think that is my main jJob  -- I inevitably come up against the resistance
of those who see no reason for innovation or, if they do, think that it is
wrong. You know the people, so I feel I don't have to elaborate the point.
I do not want to stay on to do a routine Job ~- the fun I get is being

the innovator as well as the analyst and adviser. The Bank has proven
stimulating, educational and worthwhile. On balance I don't regret having
accepted George's invitation to come. I have no prejudice whatever against
McHamara, from all I hear he should be a very fine President and a challenging
person with whom to work. However, as I said before, I don't think that my
present Job can be done by anyone unless it has vigorous help from the
President. I hope that I don't sound concerned or worried, because I am
really not. As so many times in the past, I wanted to share these thoughts
with you, and regret conversation is difficult to arrange.

Please give our warmest regards to Ruth. Our family is doing
fine.

With best wishes for the New Year,

Sincerely yours,

Dr., Wilfried Guth
Fasanengarten 15
Koenigstein in Taunus
Frankfurt & main

Germany



January 24, 1968

Dear Dr. Cheng:

I am sorry I was not able to see you when you
wvere in Washington recently. I am terribly busy
these days.

I am bringing your paper to the attention of
other interested colleagues and will let you have
their comments¥*in due course.

With kind regards,

Sincerely yours,

Irving 8. Friedman
The Economic Adviser to the President

Dr. Hang-Sheng Cheng
Associate Professor
Towa State University
Department of Economics
Ames, Iowa 50010

¥As well as my own.
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Jenuvary 2k, 1968

Dear Joe:

I acknovledge receipt of, and thenk you for, your
letter of January 18 and its attachment entitled "MAINTAINING
THE STREHGTH OF THE UNITED STATES DOLLAR IN A STRONG FREE
WORLD ECONOMY."

I feel certain that release of this important
document at this time will add & new dimension to current
public discussion on the program for achieving equilibrium in
the balance of payments of the United States, and will leed to
a better understanding of the nature and working of the
international monetary system. Your plea for coordinated
miltilateral action to ensure further growth and prosperity for
all nations of the free world is one that responsible and
discerning people everyvwhere will readily support.

With best wishes,

Sincerely,

(Signed) George D Woods

George D. Woods

The Honorable

Henry H. Fowler
Secretary of the Treasury
Washington, D.C.

ISFriedman/DLBudhoo:rgw
January 23, 1968



Mr. Alexander Stevenson January 24, 1968
Irving 8. Friedmen

I.F.C. and Financing of Commodities

I notice that at the next meeting of the I.F.C. Executive Directors
they are going to talk sbout the financing of commodities. Is that a

continuation of the study that Gertrude Lovasey was doing?
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Mr. George D. Woods January 19, 1968
Irving 6. Friedman

World Bapk Group - Next Steps in Eeonomic Work

On December 15 I sent you a draft memorandum on the progress thus far in
transforming the World Bamk Group into a leading development institution. 1In
this wemorandum I will try to focus on what the World Bank CGroup might do next
in the economiec field. |Most of the sugpgestionz represent an extension or
improvement of the work vhich is already golng on. There are, however, a few
subjects which may require the initiation of new work.

1. Economies of Project Selection and Evaluation

I will not try to comment on the possible improvement from an economie
viewpoint in the work of project selection and evaluation. Sinsdlarly I will
not try to comment on the possible extension of the World Bank Group lending
activities into new areas such as housing, tourist facilities, etec. despite
the economie importance of these matters. I presume these matters will be
covered in the memorandum which is being prepared for you in the Projects
Department. I would, however, like to say that I have been gratified with
the inereasing acceptance of the approach that the economic evaluation of a
project can only intelligently take place against the background of an
evaluation of an entire sector and its relationship to other sectors of the
economy. In talking about 'cost and benefit' what we should be more and more
talking about are not only finaneial returns relating to a project but also
'developmental returns' for the whole economy. This is especially important
gince 1 believe that the World Bank will be called upon incressingly to help
other possible investors -~ public and even possibly private -~ to identify
and even evaluate economically desirable investments. Moreover, as international
capital resources are becoming relatively more scarce while the ability of
developing countries to make effective use and capital production investments
have greatly improved, more importence will be attached to the economic advantages
of any investment in a country as compared with other possible uses in that
country and/or in other countries. This inter-country comparison of the
economic efficiency of potentisl investments is & very difficult question and I
believe that more and more of our economic research effort or the research effort
we help inspire outside the Bank, will have to go into these kinds of questions,
othervise the investment decisions or recommendations to others by the World
Bank Group are going to be open to seriocus challenge.

2. Country Lconomic Research Work

The economic country work has now reached a point where the detailed fact-
finding stage has been largely completed. This work has revealed that in quite
a large number of countries the information aveilable 1z not good emough for
serious investument decision-making. Por the timebeing there is no practical
choice except to do one's best in reaching economic conelusions by using
available information with sophisticated use of judgment by economists with
experience in these matters. IHowever, there is growing wvorldwide recognition
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by the economists and statisticians of the great need to improve our basie
economic knowledge of the LDC's. The World Bank Group is likely to become
pars of this worldwide effort to obtain the data needed to Judge econcmie
situations and policies as well as select snd evaluate projects. Our i{nter-
national cheracter means that our economic work will always be subject to

the most careful and eritical serutiny by experts elsewhere. There is the
fortunate eircumstance that computer techniques can greatly reduce the nan
hours necesssry te do a good job. We have alresdy started making use of these
facilities as well as increase our knowledge of hitherto relatively neglected
questions sueh as population policies and defense expenditures, but it is
necessary for this purpose to continuously improve the seientific skill of
the staff as well ss the availability of mechanical facilities.

3. antry Eeonomic Polie

The coneept of insisting on reasonably good economic performance as a
pre-condition for World Bank loans or IDA eredits or recommendations to
consultative groups or consortia, is now widely accepted. In practice,
however, more has to be done to ensure that special reasons are not too often
found for making perticulsr loens and eredits, which in effeet invalidate the
performance oriteria. The Bank's reputetion in this field now stands high
because it is generally believed that we do & very careful Job in arriving at
our judgments on economic performance and that we are suffiecleatly courageous
and non-political to implement sueh policies in practice. This Job of
evalusting country performance has become all the more iwportant becsuse of
our leadership role in consortia and consultative groups. The burden on owr
poliey Jjudgments end adviece being 'right' is greater. Therefore, in addition
to our current work in the Hconomic Committee, we are also rethinking what
our performance criteria should be in the future. It is also important to
ensure that the wechanism for implementing the economic policy decisious on
& country, in the course of the Bank's many varied kinds of activities, works
wvell. This is particularly important as the World Bank Group moves ian the
direction of thinking in terms of "programmes” dmplemented overstime tather than
separate project investments. Ve have made & beginning on this in establishing
some follow-up progedures. However, much more will have to be done. This
might well involve less time spent on dolng long econcmic country reports and
more time spent on implementing agreed policies on economie performance or
adapting such poliey sttitudes to changed clrecumstances.

b,

The external debt problem has been with the Bask for many years. The
Bank has been involved in various ways in the external debt crises of countries.
The wost recent and cutstanding case is the present Indian debt re-scheduling
exercise. At present, the less developed counrtries as & group are making
service psyments on public and publiely gusranteed debt of about §b billion a
year, of which ebout $2.8 billion is for amortization and ebout $1.2 billion is
for interest, and this level has been rising steadily. This represents nesrly half
of the gross publiec flows into ILDC's. The problem is no longer isolated and is e
major aspect of the whole problem of development finance. A successful overall
atteck on this problem could provide an important source of development Tinance.
Thus the world mey vell be approaching the point vhen a plece mesal approsch to
the debt prodblem is no longer sensible and & systematic coordinsted approach
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to the problem, based on some acceptsble international ecriteria, needs to be
underteken. Whether or not the World Bank Group should take the lead in

this exerecise iz difficult to say at this time -~ there are obvious arguments
pro and econ, [lHowever, it would seen safe to say that in any case the World
Bank will have to play an important part, not only because it is one of the
vorld's major creditors of the LIC's, but also becsuse its international
cheracter end reputation might meke it the one body (ecting in some wey with
the Pund) countries would be willing to entrust with this task.

Restrictions placed on the outflows of private capital for certain
purposes by the United Gtates and intensification of such restrictions by the
United Kingdom, heighten the importance of the role of the already scarce
private capital and how it might be most efficiently used in the developing
countries. The World Bank Group mey well find private firms of the
developed countries eager to associate themselves with the activities of the
IFC or the World Bank in the hope that this might help them obtaln a more
favorable reaction from the U.85. suthorities when requesting permission to
make direct investments abroad. Similarly, in making jJudgments on countries'
economies, we may find the U.8. authomities administering the capital controls
paying close attention to what the World Bank studies are saying ebout the
significance of private foreign capital for the developing countries as one
element in their decision wakipg., In this and other ways, these changed
conditions may affect the work of the World Bank Group. For the economie work,
it may well mean mueh closer attention to the investment sctivities of the
private foreign sector.

6, IDA Replenishment - Questions for Consideration before Third Replenishment

The World Bank staff have mcoumulated a considerable amount of experience
in the last three years of the IDA replenishment exercise. We have lesrned
how to estimeate the needs and effective use of development finance and more
particularly of consessional aid. luch of this kind of work has now become a
regular bi-product of the ecomomic work on countries and the statistieal work
of the Economi¢s Department. At the moment we are preparing & paper on
eriteria to guide the use of IDA funds for future discuasions by the Executive
Directors. lowever, in sddition, the IDA exercise also indicated that a numbder
of questions of & broad policy nature, though of less immediate importance,
eould profit from re-examinstion, before the third replenishment exercise.
These include:

(a) What should the relative burden sharing in contributioms to IDA be,
since the dramsatic changes in the world economy have clearly made the
present divisions arbitrary and fundamentally irrational?

{b) The problems which arise from the linking of comtributions from
one donor to enother, or in other verds, hov to overcome the “slowvest

boat in the convoy” as a consequence of this linking. Closely related
is the role of the-Bank contribution.

{e) How to cope with the probler of countries that simply refuse to
consider the magnitude of their contridution to IDA separate from their
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other contributions to development finance (inecluding contributions
which take plaee indirectly from the maeintenance of high prices in
their markets for certein exports of the less developed countries).

(d) How to cope with the possible requests of governments that they
have special problems, i.s. balance of payments, budgetary, monetary,
or others which domers:-claim-s impair their ability to contribute to
what might otherwise be regarded as a ressonable magnitude to IDA.

(e) How to meke effective use of the locel currency contribution of
the Part II countries, a subject to which the President of IDA has
repeatedly invited thoughtful attention.

(£) How to reconcile the desire of donor countries to play a greater
role in the formulstion and implementation of IDA policies with the
desire to maintain the independent charscter of IDA and its reputation
for objective mon-political approach to development finance. (This
may arise in the nore immediate future.)

(g) The encouragement of more supplemental eontributions from domor
countries and "speeisl” partmership relations in whieh contributions
from domor countries are combined with IDA funds to serve objectives
vhich IDA regards as being of high priority in & msuner compatible
with the operating practices of IDA. It may well be found that the
growth of IDA may come not only in the form of inereasing its general
pool of resources but alsc in the form of speeial funds given for
special purposes such as rehabilitation of Indonesia, special projects
in the Middle Fast, tremsportation in Afriea, Supplementsry Finance,
Buffer Stoeks, ete. Such funds might come from a completely different
combination of countries with different proportions inm burden sharing
than in the genersl replenishment. Indeed it is conceiveble that they
might come from one country es long as there were no strings attached
to their usege. In effect it would be kinds of supplemental contributions

ﬁ@“ofug%@hijﬁf?gr @‘n@us;fiai%g% SR CREEE W en s
T. World Bank Borroving

Aside from the "fimancial” aspects of World Bamk borrowing, we may need
to devote even more attention to conditions in capital markets, different vays
and means of raising capital, reserve positions of Central Benks, regulations
and restrictions on foreign investuents, budgetary situations, balance of
payments positions and outlook, ete., because of the great changes in the world
economy. (We have demonstrated that the World Banmk helps the U.8. balance of

payments position, but this is the sort of guestion on which we will need to
keep on working so long as the underlying problem continues.)

8. Supplementary Finsnce

It seems likely from the latest information that there will be an agree-
ment on the forthcoming UNCTAD Cenference to keep alive the Supplementary
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Finence proposal (and perhaps in some way to relate it to IDA), while at the
same time avolding the gquestion of asking for finance during & period when
IDA and other requests for funds are before the U.2, Congress and other
legislatures., Until now, all countries participating in these discussions,
vhether developed or undeveloped, have agreed that if there is to be a
system of supplementary finance, it should be in the IDA because it is part
of the pieture of development finance, requiring the same kind of expertise
and involving finaneing facilities on zimilar terme and conditions. Thus,
there is at least the poesibility that IDA will be asked the question whether
it iz prepared to adwinister a program of this kind and on whaet conditions.

I do not, hovever, see any deliberations on this matter taking place, in any
case at the Board level in IDA, until the end of 1968 or 1969, with staff work
going on after the UNCTAD Conference in preparation for such discussions.

9. Commodities

The study on commodities requested at Rio has arocused worldwide interest
and expectations., We are proceeding with these studies and should be able to
have a Board discussion of owr outline in February or March. It is too early
to say vhether we will have something finished for the next September Conference.

Partly oas a reault of the discussions on supplementary finance and partly
88 a consequence of the utter frustration so far in being able to reach agree-
ments on international commodities, e.g. cocon, there is a growing feeling in
suthoritetive government cireles that in some way or another the World Rank
Group ought to be doing something sbout the commodity problem in a manner that
goes way beyond anything we have considered thus far., What is being suggested —
is that even such gquestions ss internationsl agreement on production quotas and
export guotes should be comsidered within the framework of the World Bank Group.
The reason given is essentially that the problem of instsebility of commodity
prices has no other sound solution except by diversification, vhich is another
nawe for development. To achieve this diversification it is necessary to have
an effective institution vhere countries could meet and decide things together
with the help of an international staff. The Coffee Diversification Pund
proposal is an exanmple of this kind of thinking. These views are current in
governments, ineluding at the highest officiel levels in the United States
Goverament. This is not a prediction that we will be doing this kind of work
but that ve should at least be prepared to gilve consideration to all sorts of
suggentions in thie field. ‘

10. Vietnam Reconstruction

In Septesber 1965 at the Covernors' Conference the Vietnarm authorities
approached the Bank as to whether we would be prepared to play e role in the
reconstruction of Vietnam. At that time we sald that we would be prepared
to consider playing a role in the reconstruction process when hostilities came
to an end, VWhen the Vietnam hostilities do cease, it may well be the World
Bank will be called upon %o play a role in the reconstruction process. The
Asian Development Bank exists, but for a nusber of years the ataff is likely
to be quite inadequate for such & major assignment and, of course, both
institutions, as well as the Monetary Fund in its area of speecialization,
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might well be involved simultaneously.
11. “Post-Vietnaw' Planning

It will be recalled that asbout two years age we developed some thoughte
on the desirsbility of the United States Government doing some "post-war”
planning in the field of development even duripg the period of the Vietnam
hostilities., The memorande enmbodying these thoughts vere circulated to
various U.8. senior officials on a personal basis and some informal discussions
took place. The end of the hostilities in Vietnam could release large sums of
monies for development and might provide s much more favorable political and
publiec environment for suech sctivities all over the world as well as in Vietnanm,
I believe, that we should conslider setting up a small group within the Bank to
do this kind of forwerd thinking. Fortunately, much of the spade work ies done
in our economic reports. If nothing elee we might avoid falling into the error
of assuning that things that are worthwhile doing but are simply inconceivable
under present circumstances are not even worth a current effort to prepare to do
these in the future, It i2 an obvious lessom from experience in development
finence that nesrly anything worthwhile doing tekes years to prepare. We should
have in effect a “shelf” of worthwhile proposals of both a general character and
of specific investments that might be brought forvard if we were to find our-
gselves in a new period of much greater capital avallability.

12, Relations with Soviet Countries

There are meny reasons for inereasing our knowledge of the Soviet countries,
ineluding the poseibility that some will become members of the World Bamk Group.
We have teken steps to begin this work and mey expect it to become of incressing
importance in the coming years. This increased knowledge may, among other things,
help in coping with possible difficult problems of mesmber relations.
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Irving 8. Friedman

Would you please look in the latest issues of Le Monde to see
whether there has been any report about the meeting which has been taking
place, or took place recently, in Africa of the French speaking countries.

Thanks .



DRAFT
To: Mr. George D. Woods

JAN 16 1968
From: Irving 8. Friedman

Subject: World Bank Group as Leading Development Institution

On December 15 I sent you & memorandum on the progress thus far in
trensforming the World Bank Group into a leading dovulakmant institution.
In that memorandum I did not try to focus on what the World Bank Group might do
next as I have in memoranda in previous years. I think it might be usefhl if
I were to express some ideas as to what the World Bank Group might do next from
the viewpoint of what are the present problems which the World Bank Group might
legitimately be expected to try to cope with either by the developed countries
or the less developed countries. These, of course, range quite videly from
subjects which ere already being handled by the Bank to those which ere quite
novel. For convenience I have tried to separate the topics under two broad
categories: I The Improvement and Extension of Existing Work; and IT New Work.

I. The Improvement and Extension of Existing Work

I will not try to comment on the possible improvement from an eeoﬁomﬁc;
viewpoint in the work of project selection and evaluation since this presunably
will be covered in the memorandum which is being prepared for you in the Projects
Department. I would, however, like to make the comment that I have been gratified
with the increasing acceptance of the approach that project evaluation from the
viewpoint of economic science can only intelligently take place against the back-
ground of an evaluation of an entire sector end its relationship to other sectors
of the economy. This does increasse the burden of economic evaluation in making
any cost benefit analysis, but, on the otherhand, the use of mere standard
procedures of obtaining information and methods of enalysis enables the greater
use of computer techniques, thus reducing the time necessary to find answers to
these difficult economic questions. Moreover, I believe that the World Bank
will find that it is not only called upon to judge the wisdom of its own investments

in particular sectors, but also increasingly to help other possible investors -
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public and even posaibly private -- to identify economically desirable investments.
(Whether we would be prepared to even go so far as to help evaluate such potential
investments is still another question.) Moreover, as international capital
resources have become relatively more and more scarce because of the increasing
ability of developing countries to make effective use amd capital production
investments, our economic judgments on the advantage of 1aventnan§s. either
directly by the World Bank Croup or indirectly in advising through Consultative
Groups, the Bank is going to have to take into consideration the basic question

of all economic science, namely what alternatives have to be come up with in order
to make a certain investment? These alternatives will be found in other countries
as well as within any one country. This inter-country comparison of country
investments is a very difficult gquestion for economic science if done carefully and
is to be taken seriously. I believe that more and more of our research effort or the
research effort we help inspire smixmfxkx outside the Bank, will have to go into
this question, otherwise the investment decisions or recommen dations by the World
Bank Group are going to be open to serious challenge.

The economic country work has now reached a point where the fact-finding
stage in depth has been largely completed. This work has revealed that in some
countries the information available is not good enough for serious investment
decision-making. For the timebeing there is no choice except to do one's best
on the basis of available information with sophisticated use of judgment by people
with experience in these matters. THowever, there is growing worldwide
recogpition by the economists and statisticians of the need to improve the
manufacture(?) and collation of economic data relevant for the investment decision-
making process. The World Bank Group is likely to become g:;tof this worldwide
effort to obtain the necessary date here on the international economic level as in
the case of evaluation of the economic costs benefits of the project. There is

the fortunate cirecumstence that computer techniques can greatly reduce the madm-hours
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necessary to do a good job. However, it is necessary skak for this purpose to
continuously improve the scientific skill of the staff as well as the avallability
of mechanical facilities, since technological inrovation in this field is rapid.

The concept of insisting on egually geood economic performance as a pre-
condition for World Bank loans or IDA credits is now widely accepted. In
practice, however, more has to be done to ensure that various reasons are not
found for meking particular loans and credits, which in effect ivalidate the
performance criteria. The Bank's reputation in this field now stands high because
it is generally believed that we do & very careful job in arriving at our
Judgments in performence and that we are suffieiently cautious and non-political to
implement such policies in practice. Ve have never tried to have absolute and ridged
standards of perfection. However, we have tried to have flexible but still high
standards which could stand up to internationel nafutiny end potential criticism,
particularly from various ereditor and donor countries and institutiomns. Moreover,

inter-relate

we have novw entered the stage where we have to learn more about how to iwkmxmxmkaxkrisyx
continuing programs of investment with our performance criteria, Changes desired by
the Bank in economic policy may cover a wide variety of subjects and mipmkef adopted
over & condiderable period of time. At the same time we may be considering a
geries of loans or credits and/or making recommendations to consultative groups or
consortia. The problem of inder-relating investment decisions by the Bank or its
recommendations to various kinds of caring groups is manageable, but it means that
the mechanism for ensuring that the economic policy decisions on a country are
implemented in our varied kind of potential activities, works well. Ve have made
2 beginning on this and it is reflected in many ways, including the changed character
of the economic section in the President's Report. THowever, it is only a beginning
and much more will have to be done., This might well involve less time spent on
doing long economic reports and more time spent on implementing agreed policies on

economic performance or adopting such policles to changed circumstances.
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The external debt problem hss been with the Bank for many years. The Bank
has been involved in verious waye in the debt erisis of countries. The most \oio
recent and outstanding cese x is the present Indian debt re-~gcheduling exercise. \x
At present, the less developed countries as a group are meking services payments :
of about $4 billion (? cheek with Levy) a year of vhich about __billien

is for merchandise and is for interest. The debt problem can thus be

seen as a means of reducing the burden on the balance of payments of many countries,
or conversely as enother technic for raising development finance gince free
foreign sxhewmge exchange would be released to the extent that external debt was
re-scheduled. The World mey well be approaching the point that an abysmal approsach
te the debt problem is no longer sensible and instead s systematic simulmtaneous approach
on the problem, based on somwe internstional criteris, would be undertaken. . Whether or
not the World Bank Group took the lead in this exercise is dAifficult to say at this
tise -~ there are obvious arguments pro and con. However, it would seem safe to
say that vhether the World Bank took the lead or not, it would have to play an
important part, not only because it is one of the World's major creditors of the
less developed countries, but because of its international character and reputation
night make it the one body (acting in some way with the Fund) that would be regarded
by all countries as the instition to which they were willing to entrust this task,

The World Dank Group has already done a great deal to encourage the outflow
of private capital. This is regarded not only in the work of the IFC and the
establishment of the Center for the Settlement of Investment Disputes, but also
in our work with individual countries. Although we try to avoid giving the
impression that we ere biased against the publie sector, we have not hesitated to
meke clear in many different cases how strengthening of the private sector,
ineluding a strong more foreign capital, was regarded by us as essential. A

country vhich was not meking appropriate use of the private sector might well be
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regarded by the World Bank Group as not heving satisfactory economic performance
policies. The problem, however, has now become much more complicated by the
restrictions placed on the outflows of capitel for certain purposes by the United
States and past restrictions by the United Kingdom. Coming at the same time as
the flowve of official ald are being held down in a number of the largest countries,
the whole extent of the availability of private capital and how it might be most
efficiently mobilized and used in the developing countries will ba-cm increasingly
more complicated and eritical. Yor example, we may well find private firmes of
the developed countries eager to associate themselves with the activities of the
IFC or the World Bank in the hope that these might help them obtain a more favorable
reaction from U,S. authorities when requesting permission to make direct investments
sbroad, Similarly. in making judgments on countries we may find the U.S. authorities
paying closer attention to what the World Bank economic studies are saying about the
significance of private foreign capital for the developing countries when considerhmg
finse financing policies. 8till another example, is the repatriation of capital
which originated in the developing country but which was invested in various assets
or enterprises in the United States as a mweans of capital flight, but whieh they now
wished to return in part because of availability of other sources of funds.
Another complication is the growing role of the Hurodollar and the development of
nev finance institutions, partieularly outside of the United Btates. The cq.fpim
shortage could also lead to increamsed pressures for inereasing suppliers' credits
or bringing about further chenges in the terms, particularly the maturities of such
eredits. This is an area im which the Bank has been sccumulating a certain amount
of expertise as evidenced by our Suppliers' Credit Study which we did in response to
UNCTAD's request and in our own opemations, e.g. joint financing. Ve may, hovever,
find it necessary to broaden and deepen our knowledge in this field if the Bank is
to be able to perform satisfactorily its role as the Vorld's Development Finance

Institution.
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The World Bank staff have sccumulated a comsiderable amount of experience in the
years of the IDA replenishment exercise. We have learned the value of the careful
preparatory work which was done in estimating the needs and effective use of
development finance and more particularly of consessipmal aid., This kind of work
will presumably have to be continued, but much has now become a bi-product of the
regular economic work on countries and the statistical work of the Economics
Department. However, the IDA exercise also indicated that a number of questions
of a broad poliey nature would need re-examination. These include:

(a) The problems which arise from the linking of contributiors from one donor to
another, or in other words, how to overcome the slowest boat in the convey as a
consequence of this linking.

(p) How to cope with the problem of countries faxxmx that simply refuse to consider
the magnitude of their contribution to IDA separate from their other contributions to
development ﬂ!mme, ineluding contributions taking place indirectly from the
maintenance of high prices in %® their merkets for certain exports of the less developed
countries.

(e) How to help create better public understanding of the World Benk Croup so

that there is more public support for a large increase in IDA resources, which

remains necessary, and may well have to be argued all over again in future replenishment.
(a) What should the relative burden sharing in contributions to IDA be, since the
dramatic changes in the world ecnomy have clearly made the present divisions

arbitrary and fundamentelly irrational?

(e) How to reconcile the desire of donor countries to play e greater role in the
formulation and implementation of IDA policies without destrpying the independent
character of IDA and ite reputation for objective non-politieal approsch to development
finanee.

(£) How to cope with the possible requests of governments that they have special

problems, i.e. balance of payments, budgetery, political, or other donor countries
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character which impaired their ability to contribute to what might otherwise be
regarded as a reasonable magnitude to IDA. Closely related is a serious attack
on the question of mekiny effective use of the loeal currency contribution of
the Part IT countries, and the encouragement of more supplementa) contributions
from donor countries end "special" partnershin relations in which eontridbutions
from donor countries ere combined with IDA to serve objectives which IDA regards
as subjects of high priority with countries in the operating practices of IDA.
It may well ba found that the growth of IDA in terms of its lending authority
may eame not only in the form of ineressing its general appeal for resources but
also in the form of special funds given for special purposes such es
rehabilitation of Indonesia, special projects in the Middle East, transporation
in Africe, Supplementary Finance, Buffer Stocks, ete. Such funds might come
from a completely different combination of countries with different conceptions
of sharing in the general replenishment. Indeed it is conceivable that they
might come from one country as long as there vere no strings attached to their
useage. In effect it would be another kind of supplemental contribution as IDA
has already obtained from Sweden, but of such a different charscter as perhaps to
merit consideration among the kmmmx next listed below, as new developments.

Supplementary Finance and Commodity Stabilizetion Studies

It seems likely from the latest information that there will be an agreement
on the fortheoming UNCTAD Conference to keep slive the Supplementary Finence proposal
and in some way to relate it to IDA, while at the same time avoiding the question
of seeming to ask for momey at a time when IDA and other requests for funds are
before the U.S. Congress and other legislstures. Until now, all countries
perticipating in these discuesions, whether developed or undeveloped, have agreed
that if there is to be a system of supplementary finance it should be in the IDA
because it is part of the pleture of development finance, requriing the same kind

of expertise in wordling the judgments and involving finanecing facilities on similar.
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terms and conditions. The question whether this should be done by the IMF has
been carefully considered by the countries and we have been moet cautious in not
borrowing the ide that it should be done by IDA. This, of course, could change,
but there is at least a strong poesibility that IDA will be asked the question
whether it is prepared to administer a program of this kind end on what conditions.
I do not see any deliberations on this matter in IDA taking p].me; howvever, until
k then end of 1968 or 1969 but, in the meantime, there would be need for staff
work for such daliboratiém. The study on Commodities requested at Rio has

: astonishing
aroused worldwide expectations. It is literally msmwwkimk for one who hae been
associated with the Pund and the Bank from the beginning to see how widespread is the
feeling that unless these organizations do something about the problem of commodity
fluetations, little will be done by any other institution or collection of countries
in the foreseeable future. Ve are proceeding with these studies snd should de
able to have a Board discussion of our outline in February or March., X8 It is
too early to say whether we will have something done for the next September
Conference. In any case, however, the substantative work will probably take
most of 1968 and 1f there are Board discussions, they would probebly be held in the
vinter of 1968/69.

Relations with Soviet Countries

There are many reasons for increasing our knowledge of the Soviet countries ’
including the pmuik possibility thet some will become merbers of the World Bank
Group and having a much better basis for their developrent finance sctivities.

We have taken steps to begin this work and may expect 1t to become of greatly
inereased importance in the coming years,



New Areas

As already indicated much of what was discussed above really reviews new
things in the sense that we have not done them before. On the other hand they
do represent a continuation of already started activities and in that sense might
be regarded as either doing m more of the same or at least being an outgrowth of
present activities. There are, however, two other matters which are really
different in kind that may well be preoccupying the Bank Group in the next few
yeers and for vhich preperation might well be needed much earlier.

Vietnam end Post-War Activities

It will be recslled that & nuber of years ago the Vietnam authorities
approached the Bank as to whether we would be prepared to play a role in the
reconstruction of Vietnam. At that time we said that we were prepared to play
e role in the reconstruction process when hositilities came to an end. In the
meantime, however, we have not taken steps to acquire intimate knowledge of the
Vietnam economy. The Fund has had occaesion to do this because it has continued
to advise the Vietnamese suthorities on foreign exchenge and monetary iwmprovements.
At the time of the end of the Vietnam hostilities the World Dank may well be called
upon to play a role in the recomstruction process. The Asian Development Bank
exists, but for a number of years the steffl is likely to be quite inadequate for
such a mejor sssignment and, of course, both imstitutions might well be involved
simultaneously &s well as the Monetery Fund in its own areass of specialization.

It will be recalled that sbout two years ago we put down some thoughts on
the desirability of the United States Government doing some post-war planning in
the field of development even beyond Vietnam during the period of the Vietnam
hostilities. The essential point was that World War II experience indicated that
the war time experience had made governments more comscious of the need to do
gomething sbout reconstruction and development and that commitments might be

entered for
skmexed into/periods of post-war activities that might not be made if left to the

end of hostilities. These memoranda were circulated to various U.8, departments
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and some formal discussions took place with senior officials., The end of the
hostilities in Vietnmam could release large sums of monies for the perfornance
of development and might provide a much more favorable politicel and publie
environment in using such funds for production investment in the less developed
countries all over the world as well as in Vietnam., I believe, that we should
consider setting up e small group within the Bank to do this kind of forwvard
thinking. Fortunately, much of it is done im our economic reports, where
country by country we try to find out what effective use could be made of
development finance 1if it were available in sufficient amounts to do the Job
foxxkkpxeonwnkry that the country could do well without external financial
restraints. Given this kind of continuous work the eventusl work would really
have to be on countries with which we are not familisr enough. After we have
done the Middle Eastern countries as now planned, it will only be Vietnan itself.
However, if at least one person had the assignment of thinking ebout this problem
we might be much better prepared to come forth with concrete suggestions on how to
take advantage of drematically changed environment to further the development process
in an effective and orderly manner. Efxmmpiiimxyxiirkmxwexskpkkxaxskixxx If
nothing else we might avoid falling into the error of essuming that the things wm
that are worthwhile doing are simply inconceivable under presemnt circumstances
because of inavailability of finance at this time. We should have in effect a
shift of worthwhile proposals of both a general character and specific investments
that might come forward if we were to find ourselves in a new pericd of much greater

capital availability.

Cormodities

Partly

ExxeXx os a result of the discussions on supplementary finance and pertly
as & consequence of the utter frustration so far in being able to reach agreement
on international commodities, e.g. cocoa, there is a growing feeling in authoriative

government circles that in some way or another the World Bank Group ought to be
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doing someout sbout the commodity problem in a menner that goes way beyond anything
we have considered thus far. Gupplementary finence is an extension of the
financial activities of the World Bank Croup in the same way that xke Compensatory
finence was Jjust a relatively small modification of traditional Pund financial
activities. VWhat is being considered these days is thet even such ‘quution- a8
the nature of production quotas and export guotas should be considered within the
framework of the World Bank Group. The reason is essentially that the pmblim
is recognized as having no other sound solution except by diversification or developmen
To achieve development it is necessary to have an cﬂ‘nntiﬁ instituion giving advice
on investment decisions and ineisting on hopefully achieving better economic
performance. Moreover, to do this there is & need for some efficient organization
vhere countries could meet and decide things together under the leadership of an
international staff, ete. Rwmsewkiyx Suprisingly enough, these views are current
in governments, including at the highut%:::i:lm the United Stetes Covernment.

The argument that this means en area of expertise which the World Bank simply has

not got and has never really contemplated, e.g. expertise on the commercial and

financial aspects of commodity markets. The anser is thet if this Job is not

done by the World Bank it simply will not be done and the world is demanding that an

effort be m:da to do it. This is not a prediction that we will be doing this kind
an:

of work, kmk that we will be giving serious consideration to suggestions from the
Coffee Diversification Fund made for example for this kind of thinking.



January 18,1968

Mr. Stevenson 800

Reference last paragraph -

~-== Of course, but would like to be informed
more of content of para.l, before answering.

Irving 8. Friedman

(memo from Kamarck on Economic Briefs)



January 17, 1968

Dear Professor Aliber:

I thank you for your letter of December 28 inviting me to
participate in the Conference on Decision-Making in International
Institutions to be held on your campus on June 8 and 9, 1968, I
shall be very pleased to participate and to prepare a paper on
decision-making in the World Bank Group of institutions along the
lines suggested in the enclosure to your letter. I note that the
draft of my paper should reach you by May 1, 1968. I will do my
best to meet this deadline.

I look forward to recelving a more specific outline of
your requirements in the near future. Could I also be informed
of the names of other participants?

Sincerely yours,
‘signed) Trving S. Friedmant

Irving 6. Friedman
The Bconomie Adviser to the President

Professor Robert 2. Aliber
University of Chicago
Graduate School of Business
Chicago, Illinois 60637



January 16, 1968

Mr. Thomas D. Finney, Jr.
Lawyer

815 Connecticut Avenue, N.W.
Washington, D.C.

As promised.

Federal Reserve Bank of New York
Circular No.6090 January L4/68 -
U.S. Department of Commerce Foreign
Direct Investment Program



Agenda for meetings and funetions to be held with
the Berne Union Delegation
Tuesday, January 16, 1968

Delegates: S8ir Anthony E. Percival, President of the Berne Union
Mr. R.H. Rowntree, Executive Vice President, Export Import Bank

M. Jacques Levy, President, Compagnie Frangaise d'Assurance pour
Ve« le Commerce Exterieur

Mr. Hugh A\»‘ut.ls'.w,h President, Export Credits Insurance Corporation,
Ottawa :

L #* # ® #*

10.30 a.m. Meeting on exchange of information in the office of
Mr. Benjamin King, Chairman of the External Debt
Review Committee.

1.00 p.m. Lunch hosted by Mr. Irving 5. Priedmen, The Economic
Adviser to the President.

3.00 p.m. Informal meeting with Mr, C. David Finch, Deputy
Director of the Exchange and Trade Relations
Department of the International Monetary Fund.

4,30 p.m. Meeting on matters of lending poliey in the office of
Mr. Irving 8. Friedman, The Fconomie Adviser to the
President.

6.00-8.00 p.nm. Cocktails in the Bank Executive Dining Room hosted by

Mr, Irving S. Friedman, The Economic Adviser to the
President.



Mr. George D. VWoods Janvery 12, 1968
Irving 8. Friedman

I thought you would like to know that I will be in Vew York over
the weekend and until Monday night. I will be seelng friends on
Saturday snd Sundey, including having dinner with the Overby's on Sunday
pight. On Monday I will be visiting with Al Hayes at the Ped. I had
hoped also to see Charley Coombs, but they have finmally ccherced him into
taking a vacation and he is in Florida. If time permits I will try te
visit others in the morning.

In the afterncon and evening I am partieipating in 2 seminar
meeting of the so-called "Bisheps Committee for World Justice and Peace,”
& group wvhich was set up to implement the Papal Encyclical for Peace end
Progress. This wvas something I agreed to do months age and, at my
initiative, Harold Graves has alsc been invited. The meeting will cover
two days: the first day being devoted to the problem of development and
vhat the Church might do to get support for development; the second day
will be an executive session of the churchmen alone to discuss internal
problems of implementation. There will be 16 or 17 people in all,
ineluding Tom Farmer who is CGeneral Counsel for AID: Monsignor Gremillionm,
Pirector in Kome of the Pomtifical Commission for Justice and Feace - the
one vho got me personally involved with these activities some time ago;
and Cardinsl Hoy of Canada, President of the Pontifieal Commission. A
lunch has been arranged for the partieipants in the semimer on Mondey, vwhich
will slzo be attended by U. Thant.



January 12, 1968

Mr. John C. Bullitt
AA/EA Room 6212
State Department
Washington, D.C.

The attached corres. is self-explanatory.
Perhaps we could get together and talk
about it some time,

(Also sent to Robert W. Barnett)

(Exchange of corres. between
Mr. Friedman and Mr. Watanabe on
Population Conference.)



January 12, 1968

Dear Ken:

Your Dad has asked me to mail some economics material to
you. I hope you will find the following of use, which is being
sent to you under separate cover:

"The Road to Huddersfield"
"In Defence of Development” - Reprinted from
The World Today
"International Problems of Economic Development" -
Address to The Canadien Political Science Association
Supplementary Financial Measures
Annual Report - Vor%d Bank and IDA 1966-6T

" " 196465
IPC 1966-67
World Bank Atlas of Per Capita Production & Population
World Bank Atlas of Per Capita Product Population Main Urban
Areas

Comparative Data Division Tables
World Tables
Reprint from the Encyclopaedia Britannica 1966-1967
Booklet from The Vietor Fund for the International Planned

Parenthood Federation

Sincerely yours,

(Ruby G. Watson)

Mr, Kenneth 8. Friedman
Box 348

Barlham College
Richmond, Indiana 4737k

Pub We will be sending you more papers from time to time.



X The Economic Committee met on January 2, 1968 to discuss a paper by

Mr. Peter Wright entitled "Some Economic Aspects of Local Cost Financing"

dated December T, 1967 (EC/0/67-150) /_attached /

2. The Chairman noted that Mr. Wright's paper did not recommend any departure
from present policies on local expenditure finaneing, but rather examined the
economic implications of any "tightening up" of present policies which might

be adopted by the Bank/IDA. The Chairmen recalled that since the Financial
Policy Committee Discussions in 1964 there had been no distinction between Bank
and IDA policies in the area of local expenditure financing. However, there

were indications that some staff members believed that there could be a distinction
between IDA and the World Bank in this respect and this would presumably be one
of the subjects in the forthcoming discussions on IDA criteria. Moreover, views
had been expressed at various times that given the relative scarcity of IDA funds
reductions in the use of IDA resources for this purpose would be sensible and

a number of Executive Directors had also seemingly reflected this viewpoint in
various Board discussions. The recent Draft Loan Committee paper on this subject
("Poreign Exchange Loans for Local Expenditure" dated November 3, 1967) proposed
that the Bank (but not IDA) should in future be rather more "restrietive".

3. There was no attempt to reach a decision as to whether future policy on
local cost financing ought to differ as between Bank loans and IDA credits.

It was agreed, however, that in any case there was strong economic argument for
continuing the present policy of ?ermitting local cost financing in those cases
where it was felt to serve the objectives of development, after careful scrutiny
by the Bank staff. From an economic viewpoint, the existing policy as set forth
(cite operational memorandum) was to be continued. However, further thought |
should be given to the finding of exceptional circumstances and "special cases" \
because of the great changes in world economy which were taking place, and vas \

giving a different content to these words.



L. The Chairman informed the Committee that he hoped to be able to submit

for discussion a draft paper on IDA lending criteria in the future.



January 11, 1968

My dear Takeshi:

Many thanks for your letter of December 15. I fully appreciate
your arguments against a meeting on population matters during the annual
session of ADB. In retrospect, it is probably true to say that we were
too optimistic in thinking that the meeting could be informally
organized with minimal administrative preparation and at relatively
short notice. It was, however, felt that no stone ghould remain
unturned in the effort to address so influential and distinguisked a
gathering on a matter of vital economic importance for the region.

I can see much merit in your suggestion for a meeting with an
expanded subject matter under the sponsorship of ECAFE or the Society
for International Development. It is, however, possible that such &
meeting may stimulate less interest among Finance Ministers -- and con-
sequently have a less direet impact on national economie policies -
than a narrowly defined, policy-reorientated one held under our Joint
auspicies. BSince, in any case, a discussion in April 1968 would seem
not feasible, we have time to give more thought to the question, I shall
be writing you again after informal consultation with other interested
parties.

With warm regards end best wishes for the New Year.

Bincerely yours,

Irving 8. Friedman

Mr. Takeshi Watanabe
Asian Development Bank
Commereial Center

P.0. Box 126

Makati, Rizal, Philippines



My, Hearold H. Graves Jeanuary 11, 1968
Irving 8. Priedman

Mr, Woods' UNCTAD Speech

The attached is for possible inmclusion in Mr. Woods' speech at
URCTAD, Hew Delhi. I would be happy if you would indicate that the
paragraph in question was drafted by nyself.

If you would rather not handle it this way, I would take it wp
directly with Mr. Woods, although I do think it better that 1t be sent
in the context of the speech itself.



IDA REPLENISHMENT -~ SUPPLEMENTARY FINANCE - COMMODITY STABILIZATION

I note that Supplementery Financial Measures is a separate item on the agenda
of this Conference. You will recall that the Bank Staff had prepared a Study on
the subject and made certain proposals in response to a request from the First
Conference., These proposals have been considered carefully by a group of
governmental exmﬂs, and members of our staff have participated in these
deliberations as advisers. With respect to the financial impiiaatiens of any
scheme we, in the Bank, have alvays taken the view that the replenishment of IDA,
now being considered, has the most urgent priority and needs to be accomplished
long before any Supplementary Finance Scheme could come into effect. We have
also taken the view that the question of what internationsl agency should administer
any such scheme was to be decided by the countries concerned; and we have made no
recommendetion on this. Then there is the problem of commodity stabilization.
The Board of Governors of the Bank and of the I'und adopted a resolution on this at
their Annual Meetings in Rio de Janeiro., Aeccordingly, studies have been taken in
hand in the Bank and in the Fund. It is not yet possible to see what the final
conclusions of these studies would be. We are considering vhether IDA resources
might be used for such purpose. If the answer is positive and our meumbers wish
us to pursue such policies, then, of course, additional resources will have to be
provided for the purpose. In any case, it is clear that Supplementary Financial
Measures and efforts towards Commodity Stabilization, if formulated and implemented
carefully, will each have their distinect and complementary roles in dealing with
the export problems of developing countries, and thus facilitating their economic

development on a surer basis.



January 11, 1968

Dear Mr. Schlanger:

\,
I have pleasure in returning a copy of your
letter giving permission for the reprinting of
BRITISH RELATIONS WITH CHINA, 1931-1939.

Thank you for sending me a copy af your catalog
which I found very interesting.

Sincerely,

Irving &. Friedman
The Economic Adviser %o the President

Mr, Henry G. Schlanger
Octagon Books, Inc.
175 Pifth Avenue

New York, N. Y.



January 11, 1968

My dear Silveira Gomes:

I am very pleased to learn that the Central
Bank of Brazil is to become an Institutional Member
of the Society for International Development. Please

accept my appreciation and also convey my thanks to
the President.

Sincerely yours,

Irving 8. Friedman
The Beonomic Adviser to the President

Mr. Bduardo da Silveira Gomes Jr.
Chief

Central Bank of Brazil

Rio de Janeiro, Brazil



January 10,1968

Mr. Raj 900

Perhaps we could have a chat about this
after you have had a chance to read this and
think about it. (I assume you know this

an quite well.)

Irving S. Friedman



January 10,1968

6 6
Mr. Sarma 103 DECLASSIFIED

AUG 16 2023
WBG ARCHIVES

Do you know Dr. Sen? What do you
think?

( lease keep this confidential.)

Irving S. Friedman



Januery 10, 1968

Dear Andy,

I have now been eble to read a copy of the
letter which you sent to the Couneil of Foreign
Relations. I can only say that I don't recognize

the fellow whom you are recommending! Seriously,
I do want to thank you very much for this fine -

letter., I have read and reread it with great pride
and I am looking forward to showing it to the family.

Thenks again,

Sincerely yours,

Irving 8. Friedman

Mr. Andrew N, Overby

Vice Chairman of the Board
The First Boston Corporation
20 Exchange Place

New York, N. Y.



Mr. C.F. Owen January 10, 1968

Irving 8. Friedman

East Africa: Technical Assistance Recommendations

I think you should distribute this to category 3(e) people with

an introductory note along the lines of your paragraphs 1 and 2.



Jaa. 10, M&

Messrs. Avramovic
Lamarek
Goreuz

Sundaraes

I velieve you will find the
attached of interest.

Irving 8. Priedman
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DISCOURS 2. CNULICE PAR 1. Rolond WUNGESSER & 1'0.C.D.E.

le 1er décuubre 196

Je suis heureux d'avoir o prendre, pour la premiérefois, la parole, au
nom de la Irance, au cours de cette session du Conseil de 1'0.C.D.3. consacrée aux
problénes relatifs aux relations avec les pays en voie de développement. C'est un
probléme permanent, mais 1'échéance de la Conférence de Delhi oblige & 1l'envisager
maintenant dans une perspective plus immédiate et plus coneréte. La délégation
frangaise ne peut que s'en féliciter, car aucun pays slus que le ndtre n'attache
d'importance a cette question : c'est d'ellc dont dépend le développement d'une
véritable coopération internationale, 1'établissement de relations plus équi’ables et
plus fructueuses entre les diverscs nations du monde.

I1 faut envisager le probliuc dens son enscuble : 1l'aide au développenent,
entendue dans son sens véritable, représente la convergence d'une série a'efforts.
Elle comporte des mesures cormercialss autant que l'avport d'une aide au sens habi-
tuel du terme. L'interveation faite eu nom de la délégation frangaise ne se limitera
donc pas & ce dernier aspect, meis portera sur le probldne général des relations
avec les nays en vo e de (éveloppement.

Ce probléue doit 8tre considéré avec réalisme, dans un souci d'efficacité,
et sans se dissimuler les difficultés. Dans cet esprit, et avant de rappeler les
conceptions de la France sur les divers moyens Ce favoriser lo développeuent du
Tiers-Monde, il est bon de reprendre deux considérations essonticlles cue ii. DEBRE
avait évoquées & la mdme rdunion de 1'0.C.D.H., l'ande dernidre.

Les bases d'une politique du développement : la nature et 1'ampleur de l'eifort
nécessaire,

1. La naturc de 1'eifort. Cet effort doit s'adapter 2 la diversité des
situations et des intéréts des pays en voie de développcment. On a peut-8tre trop.
tendance - dans les pays en voic de dévalovpement et dans les pays industrialisés -

a considérer le Tiers-londe comme un ensemble houogen., fait de situations semblables,
C'est une vue apparemment commode, mais simpliste et factice, qui riscue de faire
oublier la complexité réelle des problémes.

&

I1 y a certes des points coumuns, et un probléme zénéral des pays en voie
de développement, que nul ne pcut nier. Hais des nuys qui s'étendent sur trois
continents, oll se trouve une considérable varidté de climats, de productions, de
dimensions territoriales, dec stades de 1'évolution économi ue, sont bien plus diffé-
rents entre eux que no le sont les pays indusirialisés. L'iné;alité de dévelopnement
n'est pas seulsment un phénomdne cntre le Tiers-llonde et les pays avancés, c'est
également un phénoméne au sein du Tiers-Monde lui-méme. /

L LN}
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Il n'est donc pas de systéme zénéral et uniforme qui puisse apporter des
solutions toutes faites ct valables pour tous. La coopération internetionalc n'a de
valeur et de portée que si elle tient compte de la diversité des nations, de leurs
possibilités ct de leurs difficultés respectives. Blle ne peut aboutir que si elle
tend a remédier auxinégalités de développement & tous les stades, en qéustant les
moyens en fonction des besoins de chacun.

2. L'ampleur de 1'effort. Il faut &tre conscient de 1'étcenduc des sacri-
fices qu'implique pour tous le développemsnt des nations en retard, si 1l'on veout
dépasser chez les uns la simple générosité verbsle, chez les autres 1l'espoir de
remédes faciles apportés de 1'extéricur.

a) cffort dos pays industrianlisés. L'aide, cntendue au sens large,cu'il
est nécessaire de lui domer, suppose un préldvement sur les ressources de ces pays,
par diverses voies :contributions financidres, y compris parfois la charge des dons
alimentaires, prix élevés & paycr pour les produits de base, part faite sur nos
marchés & la concurrence des jouncs industrics d'outrc-mer.

Ce prélevement ne peut &tre négligeable, ni par conséquent se faire de facon
insensible, si 1l'on veut que 1'aide ait sa plcinc signification.

Or, dans le ulmc temps d'une port, se manifeste, sur le plan sociczl,
dans les sociétés industriclles une exigence toujours plus grande pour l'améliora-
tion des niveaux de vie, et d'autre part, sur le plan économicue, une compdtition
de plus cn plus sévére s'ecngage dans le monde. Dans lc mdme temps égalcnent, appa-
raissent des difficultés de conjonc.ure, cui relentissent le croissance en posant
des problémcsd'emploi.

Dans lcs nations démocratiques, il n'est pas toujours aisé de faire ainsi
accepter par les opinions publiques les sacrifices qu'inplicuent des transferts de
ressources aux pays plus défavorisés. Pour des raisons psychologiques ot pour des
raisons de concurrence, il n'est pas possible de concevoir ces transferts & 1'échelle
qui screit souhaitable, sans que les charges soiont égalcment réparties entrc lcs
pays industrialisés : tout le¢ monde peraft 1l'admettre quend il s'agit de mosurcs
comacrciales, comme par excmple los préférences. Il serait bon de 1'admettre égale-
ment quand il s'agit des charges finoncidres.

b) effort_des pays on voic de développement cur-mlmes. Il est évident que
ces sacrifices ne peuvent 8tre consentis par 1'opinion des pays avencds, cuc s'ils
vicnnent compléter 1'effort des pays bénéficiaires. I1 est évident aussi gque, pour
l'essentiel, le développement de chacue pays, cuel qu'il soit, nc peout vonir que de
lui-méme. Les pays du Ticrs-llonde doivent résistor & la tentation d'attendre de 1'cx-
téricur, de la Communauté intcrnationsle, la solution de lours difficultds : los
concours cxtéricurs ne peuvent &tre qu'un appoint, assurdment ndécessaire, neis qui
a peu d'effet s'il ne rencontre pas un milicu propice, s'il nc sort pas unec polixtique
cohérente et continue de développ:ment intornc.

Cette politique supposc naturclloment des transformations considérables ot
difficiles : non sculcment transformation des économics ot des sociétés, uwais aussi
évolution des csprits. Il fout,d'unc part, surmonter les conceptions ot les hobitudes
des sociétés traditionnclles, d'autre part,adapter les cmbitions aux possibilités cn se
fixent des objectifs raisonnables, ot notemnont cn veillant & co que 1l'industria-
lisation nc compromoite pas lc développoment ndeessaire de 1'agriculture.

L'effort rationncl de développement conduit onfin & 1'établissoent de
solidarités régionales qui permet oux pays on voic de développoment de rasscmbler
leurs rcssources dans de plus vastes cns.mbles, & 1'imoge de ce que les pays indus-
trialisés font cux-nfmes, ot qui n'est poes noins néeessaire pour le Ticrs-ilbonde.
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IT - L'action internctionale : cuclles solutions cnvisazor ?

Compte tenu de la diversité de situations dos pays en voic de développe~
ment, ot compte tenu de lours efforts propres, nous devons mettre en ocuvre un
cnsemble de moyens qu'il convient de conjuger ratvionnellement dens ce qulon appelle
volonticrs unc "stratdgic du développcment". Les conc:ptions frangaiscs sont & cet dgar
bicn connucs, mais il fout les rappeler une fois cncore. Les problémss n'ont pras changé,
et les solutions pour les résoudrec resiont los mlmes : 1l'aide sons doute dans son sens
classique, mais aussi ¢t bien davantage lo néeenisme des échanges.

A - L'aide

- D'unc monitre générele, 1'aide forme un toul mois scs différentes composantes
appellent des roflexions distinetes sclon qu'il s'agit de 1l'aide économicue proprement
ditc, qui doit constitucr un offort continu de souticn au développenent du Ticrs-londe,
ct 1'aide alimentairc, :ui a plutdt le caractére d'un sccours temporaire,

1. L'offort & ontrcorondre ot 1'éralisotion des charges. Le rapport du
Scerétaire Général crposs clairvement la situstion s 1o volume global dec 1l'aide
apportée par les pays dc 1'0.C.D.E, est on diminution. Cette ¢volution est regrettable.
Pour la ronverscr, nous avons préconisé 1'ézalisation par le haut des charges entre
pays donatcurs. L'objectif de 1 % du rovenu n-tionzl, que nous avions proposé i la
Conférence de Gendve, peut n'Stre as Jugé suffisent, meis ce seroit dé3a un pas
apprécieble dans lo bonne voics

L'égalisation dos charges pout &tre d'autre part lec moyen d'amdliorer les
conditions de 1'szide, dans la mcsure ol cottc amélioration s¢ traduit par de nouveaux
sacrifices de la part deos pays donatours. Il oSt évidont cependant que les probleémecs
sont différents & cet dmard sclon los pays bénéficiaires, ot qu'on ne pout envisager
de solutions uniformec.

2. L'aide alimentairc a été évoquée cotte annde dans lc rapport particulier
du Sccrétaire Général consacré aux problidmes alincntaires des pays on voic de dévelop-
pement, rapport d'un grand intérét qui trace des porspectives ambiticuses Jusqu'au decla
de 1'an 2.000,

I1 ost vrai que 1o luste contre lz feinm ¢st un devoir de solidarité interna-
tionalc, ct le Gouverncument frangois n'a jamcis mongué de 1o souli mer. Lo problene,
heurcuscment, n'cst pas cependant un probléms géndral des pays du Ticrs-iionde. Il ne sc
posc réellement que pour corteins d'entro cux ¢t dens des conditions qui varicnt solon
les aléas climatiques:nous pouvons constater cctte annce, avee satisfaction, que la
situation s'ecst, & cet dgard, nettoment anélioréc,

L'aide elimentaire cst donc avant tout un moyen de faire facc & dos situa-
tions temporcires : tomporcires & court terme sclon les variations de récoltes, tempo-

raires & moyon terme cn fonction de 1'évolution das procductions alimentaires ot da la

croissance démosraphique. C'est un palliatif bien plus qu'un instrument permanont
d'aide au dévelopucment.,

La solution n'cst pas on coffet d'en faire un instrument permanent. Ce scrait
cncourager la création artificiclle d'excédents, ddja considérables dens les pays .
développés : politique d'epparentc facilité, qui rencontre bicntdt ses linites, et qui
créc plus de difficultds qu'clle n'en résout. Il ns soroit pas bon non plus d'accqutumer
los pays bénéficicires a des trensferts qui les mettraient cn état de const-nto cépen-
donce, ¢t qui risqueraient de déecourager 1'cxpansion de lours propres productions
agricolcs.

La solution & long terme consiste & favoriscr lec développenent de ces pro-
ductions, élémcnt fondamental d'un progres dcuilibré des économics du Tiers-lionde, ct
scul remede véritoble aux difficultés alimentaires. Nous ne pouvons qu'ltre d'accord
avee le Scerétaire Général sur ce point. s
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I1 convicnt de tenir compte de cet objectif dans les politigques nationsles
d'aide, ce que nous faisons déjd dons unc importante mesure, pour notre part, ot de
concerter cutant que possible les cfforts cn ce scns. L'accent doit 8tre mis en porticey
licr sur la formetion des hommes ot la diffusion des techniques agricolcs, sons les—
quelles toute outre action, flt-clle ambiticuse, risque de demcurer sans résultat.

[N

B - Lc mécanisin: des échonges

L'aide ne peut Stre le soul moyen, ni le principal, pour faciliter le proces-
sus de dévcloppement. Elle imposc des chorges qui sont direcioment scnsibles sur le
budgct <t donc sur les contribucbles dens les pays donateurs. Elle risque d'étre
affectée par 1o conjoncturc politique ¢t économique de ces pays.

Sens doutc, faudra-t-il poursuivre ct améliorcr cctte aide. ilois c'est
daventoge par les échanges, c'ost-a-dirc par 1'accroisscment de leurs rccettes d'eox—
portation, que 1l'on peut ot que 1l'on doit apporter aux pays noing développés les
ressources extéricures dont ils ont besoin. Le commerce, 2 condition que ses mécanis—
mes soient anénegés de manidre équitable, doit &tre 1'instrumcent normal du développe= -
ment @ il crée des rclotions naturclles ot dursbles, fonddos sur des intdérdts réci-
progues, qui, d'clles-mlmes facilitent ot accompegnent le processus de croissance
écononiquec.

Hais ccs échanges doivent &tre andnogds. L'indgolité de dévelonpement ne
pormet pas une concurrcnee égalc, ot le pur libéralisme jouean détriment dos plus
faibles ; il cst devenu banal de constater la dirdnution de la pert du Ticrs-Honde
dans los échanges internationaux.

Cormient compunscr, autant que possible, ccs indgalitds ? La Fronce a

proposé doux voics, qui n'ont d'aillcurs vas la oo inportance :les préférences ct
la stabilisation des marchés.

,

1 - Les préfervnces. Le sujet.a déjh été troité dens 1'intervention du représeniant
de la Co.zmmeouté Economique Europdennc ot il ne scre nentionné ici que pour nénoire.
Qu'il suffisc de rappcler que nous avons été pormi les preiders & recormander le
principe des préférences ¢t de nous féliciter que ce principe soit aujourd'hui
commménent adris. J'ajouterai,cependent, que 1o scul objectif qui, do 1'avis du
Gouverncnient frangais, doive &tre rotenu cn 1'occurcnce,cst celui de llaide & appor-
ter aux poys sous-dévcloppés dons lour cnscmble pour cncourager lour développonent.

A cot égord, certeincs délégations demandent.que les pays en voic de
développcnient qui bénéficicnt actuclloment d'un acces préférenticl sur lc mcrché de
certains pays dévelonpds, acceptent d'aligner lours avantages sur ceoux, vraiscrbla-
blcment inféricurs, qui résultcraicnt des préférences nouvelles ; cutronent dit, pour
accorder & 1'unscible des pays cn voic de développoment un avantage, dont on déclare
qu'il cst de portéc limitéc, on demande & certains d'ontre cux dc sacrificr des avan-
tages antéricurcnont ccquis. Faut-il remorquer, ou passoge, que ccela aboutit & ouvrir

dc nouvelles possibilités au profit de certains pays incustrialisds

(@]

pos répondre au souci

C paralt p
i contrluuvr au développenient économique des pa ys pauvres.

tte noniere d'aborder lo probléne ne nous g
bicn conpris de

Au331, lo Gouverncuent frongais ne voit ni nécossité, ni justification &
1'établisscnent d'un licn cntre 1'cide indispcnsable & accorder aux pays cn voie de
développeniont et la suppression d'arrangements internationaux qui ont fcit la preuve
de leur uvilité,

2 - La stobilisation des marchds. C'cst, & notre avis, 1'éléuent fondamental de la
strut001c du dévcloppe.ient. D'abord, parce que les produits de base représcentoent plus
des 4/5erv aes cxportations des pays du Ticrs-Monde. Ensuite, parce que cc sont des
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produits dont les échanges sont los plus vulndre bles sux eléos de la conjoncturc, ct
aux nonocuvres de la spéculation. g

Le bon scns cutont-que 1'équité cormeoncont de remédicr & l'enarchic qui
sévit sur les morchés internationaux de procuits primcires, ot cui est, pour une
gronde part, la cause du recul dos pays on voic de développenent dons lew conmcree
pondial. Si lc princip:s est simple, les nodalités peuvent verier, ¢t on ne peut convi-
sagcr, 1a non plus, de solutions uniformos : il s'cgit de conclurc, »roduit par
procuit, ¢t sclon 1l.s coractéristiques de chacun d'cux, dos accords qui permcttent de
stabiliscr les prix ofin d'assurcr, de fagon continuc, des rossources plus élcovées
oux pays productcurs.

I1 pcut wa résulter, & certoins égards, unc charge pour les peys indus-
trizlisés inportatiurs. iais cettc charge - 1'uxporicnce le montre suffisaw vnt, ne
flt-cc quec dans 1o cas des politiques sgricolus nationcles - cst olus cisde & sup~
porter quo lc sacrifice budgéteire et fiscal. Une fois le nmécanismce créé, on s'y
accoutwic sons nel, ot on est pou tenté de lc remettre on causc.

Nous avons un cxcmple qui cst probont : 1l'accord international sur lc café
qui fonctionne depuis cing ans. Il 2 procuré cn noyennce quelque 1 nillierd de froncs
de reccettes suppléne ntﬂlrus_uuy pays productours, sans que les consommatcurs cn aient
séricuscnent de difficultés: linis, avee 1l'accord sur 1'étain, plus ancion ot de
portéc plus linitéo, cet accord cst cncorc le scul dont bénéficient les productours
des poys moins développés.

Quelles raisons cmp8chent d'aller plus loin ? I1 cxiste certes des difficul-
tés tcchniques, qu'il sorcit vein de nicr ou ée minirdser. Hais 1'cxpdéricnee nontre
suffisainent qu'clles peuvent 8tre surnontées quend sc nenifeste unc volonté poli-
tiguce Aussi, cst-il regrettable gue, contraircment & ce qui s'est possé pour
l'accord sur le eafé, la négociﬂtiOd sur lo cacao, qui ne soulevait pos plus de
difficultés c¢t aurcit df Ztrc »lus ciséc 2 conclurc on roison du notit nombre de
productcurs, nc comnicnce que naintenont. Lo volonté politique avait foit défout, ot
c'est 12 1¢ fond du problénc.

Peu 2 pou, cette idée dc stabilisation des marchés, qui rencontroit il y a
quclques années beaucoup descepticisme, finit par s'inposcr. Depuis 1o Confdrence de
Genéve, cn 1864, los csprits ont évolué, ¢n particulicr dans lcs pays ¢n voie de
développenient, instruits toujours daveontoge par 1'exporicnce découragesntc des
morchés inteornctionaux de produits prinaircs.

Des institutions tcllcs que la B.I.R.D. et le F.H.I., longtoops réscrvées,
pergoivent davontoge qu u‘l s ne peuvent se désintéresser du probléne : la résolu-
tion qui, o l'initiative do la Fronce ot dos poys ofriceins, o été adoptée 4 la
réunion de¢ Rio, apparalt dans cc sens coire un pas fort cncourageant..

Du c6té frongais, nous foadons sur lo rdsolution dec Rio des cspoirs prégis.
'cst pourquoi, jo wvoudrais profiter de notre reunion pour cxposcer los oricntations
quc devraicnt, & ron avis, prendre les travoux des Institutions de Brbtton-Woods,
Jc souh~ite que ces refleoxions contribucent & favoriscr unc convergence <o vues dont
les premicrs signes sont déja percceptibles.

On rnc peut certes demander aux Institutions financitrcs nondicles ni
d'asporter des coumpunsations finenciéres & long terme qui donnent aux pays on voie
de dévclopperient une garontic cbsoluc contre los fluctuations de lours recettes
d'exportations, ni d'intcrvenir dircetcment dans la conclusion d'accords de produits.

En rcvenche, il no somble que la Bonque Mondiale, 1'Association Interna-
tionale de Déviloppenment ot le Fonds Mondétoire Intermational nouvent, sons charge

snaf swi
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suppléncntoire cxeessive, apporter un concours cxtrinement préeicux ou bon Ffonction-
nenent des cccords cxistant ou éliminer certains des obstocles qui enpfchent ou
retardent la conclusion &'arrangencnts nouveaux.
LY
Les deux difficultés principales, cuxquellcs s'est toujours hourtéc la

misc on place de meconispos officaces de régulerisation des cours, sont en cffct

L)

- d'une part, 1l'absince de rmoyens de trésorcric suffisants pour gorantir lc bon
fonctiouncnent des accerds dens 1c tomps et surmonter les tcnsions cxceptionnelles
- d'autre part, 1'insuffiscnce de moyens dc pression ou d'incitation permcttaont
d'assurcr lc respeet des disciplines de production ot d'exportation, indispensablos

En cc qui concernc lc premicr point, lo Fonds ponétdire ot 1o Grodpe de la
Bongue Intern-tionale disposcnt do ressources de trésorcrie qui pouiraicnt fournir
1l'ossisc d'un fonds de garontic permettont & lo fois do conscntir cux organisiics
chargds dc 1o gustion des nccords por procduits, dcs avances de démorrage ¢t d'oe-
croftre, cn cas de besoin, los moyens d'intcrvention qui s'aversralent ndcessaircss

En cc qui concerne le sccond point, il cst hors de doutc cuc le respect des
disciplincsdes accords psut cntratner pour ccrtains peys participonts des difficul-
tés durables cxigeont une rdoricntotion perticlle d¢ leur économie. Il scroit logi-
que qu'unc partic des ressources & long terme de 1'AJILD. puissc Ctre systénatique~
nent affectée a des actions de diversificotion qui apparaitraiont comme un ldgitine

. o T . o . = . e Y o S5
| corolleire des limitotions imposées por les accords de produitSs

2

En outrc, 1'intérft quc porteraicnt les Institutions finoncidres de
Bretton-toods & 12 bonn. norche de ces néennisnces do rézulerisation donncrait &
1'enscible destactions ainsi entreprises 1n coution multilatérale ndeesssire 3 lour
cohéronee éconorique.

Pelles sont les réfloxions que lo délégnation frangaise croit devoir formu-
ler & propos des problénes du développenent. Ces réflexions ne sont pas nouvelles.
Hois 1lcs idées s'acheminent, par la fore.o dos choscs, lorsqu'elles sont servies par
la déronstration des faits ot que les échéances obligent d'oborder sons détour les
réalités. :

Les travoux de 1'0.C.D.E. ont fait beaucoup pour opprofondir ccs probléres,
pour faciliter 12 comprdhonsion ¢t le rapprochcrient des points ¢c vue : la question
dos préfércnces on porte cujourd'hui ténoignoge. Nous attondons que d'iei 1o pro-
chaine Confércence, pendent son déroulonent, ct oprés clle, ccs offorts soiunt
poursuivis ¢t qu'ils portent lours fruits. Ia déldgation frongaisc cntend bien pour
sa part, y contribucr.

& tout mécanisme d'imtorvention. - 1 4 3
\ . /’0? .@r\ S Ay s)"/,-.w'. i’-,.{ E
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Mr. R.A. Clarke January 9, 1968
Irving 8., Friedman

Mr. Akinori Marumo

Thank you very much for your help on Mr. Marumo.
By the way do we have some young professional who has had some

experience or treining in scientific management or operations research?

j
bt s



January 9, 1968

Mr. Woods 1220

You may be interested in this brief
note from Mr. Isaish Frank on the meeting

ne attended at Ditchley.

Irving S. Friedman

(Ditchley meeting on Trade and Aid Policy
toward Developing Countries, Dec. 15—18,1967)
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NEXT STEP ON IDA REPLENISHMENT

b For various reasons the time has come to settle the basie question of the
magnitude of IDA replenishment end the related question of acceptance by the
United States of a system of deferment designed to satisfy its need for adequate
balance of payments safeguards. The present situation seems briefly to be that
the United States continues to support a replenishment at a n average of $800
million for three years in the form of $600/$800$1,000 million. This has the
support of Canada and the Scandinavian countries other than Norway. The
Hetherlends, U.K. and Norway are at sbout $500 million per annum, with at least

the first two on record willing to consider more. However, France, Germeny,
Belgium, Italy, are at $375-400 million level, with the Freneh perhaps unwilling to
put up more thaem its 8.3% of $375 million. The Australians, Japsnese and Austrians
at this time may, at most, be put into the $375-4%00 million group. There are
indications that Denmark and Canade may be willing to increese their shares to help
achieve & higher level of replenishment.

2. The President of IDA has essentially two choices:

(a) He can report this situation to the Part II donor countries, with a request
that efforts should be made to reach a meeting of minds as soon as possible, with
the President presumebly stressing the urgency of the need for agreement. He
might go so far as to offer to chair a meeting of Ministers concerned, if such a
meeting is necessary.

(v) On the other hand, he could come up with a counter-proposal, which would
erystalize the views expressed so far in some form of "consensus view."” If this
view were acceptsble to at least the prinecipal donor governments, it might be un-
necessary to have a meeting of Ministers. In erystalizing the views expressed so
far into some form of consensus, the President of IDA would presumably take into
consideration the expressed views of all Part I countries. If he were to be guided

by the relative importance of countries as contributors, the weighted average would
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come out to about $600 million per snnum for three years. If all the contributors
are regarded as the same, the average comes out to $550 million per annum. As for
escalation - again weighting the countries by contributions - a majority favors
escalation; going by numbers of countries the split is nearly 50/50.

3. It is suggested that the President of IDA might canvas these alternatives
with the U.8. Governors along the following lines:

(a) He could indicate that he, as the President of IDA, has done all that he
could to make clear to the donor countries both the need for the replenishment at
the higher figures, the ability of IDA to administer such higher magnitudes effectively,
and ways and means of solving certain practical budgetery and balance of payments
problems facing some donor countries. He had found not a disagreement with the
needs of the LDC's or the sbility of IDA, but rather a basic difference in policy
attitude toward the use of multilateral agencies. The countries advoecating the
lower figures are willing to agree to a larger role for IDA, but of considersbly
smaller magnitude than those countries which have accepted ss a matter of basic
policy a much wider role for multilateral institutions in development finance,
particularly the World Bank Group.

(b)  If the countries which advocated the larger figures, particularly the U.S.,
Canade and Sweden, felt that it would be desirable to have further discussions at
the ministerial level, then he, as President of IDA, would be prepared to be of
help, but would stress the need for urgency. If, on the other hand, the U.S.
Governor felt that such further discussions among the Part I donors might not be
useful, he, as President of IDA, was prepared to suggest a compromise proposal to
all the Part I donors which would try to reflect the views of all the countries
participating in the replenishment.

{e) If a compromise counter-suggestion seemed desirsble, any figure between

$500 and $600 million per annum could be regarded as a compromise of the views
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expressed by governments so far. Based on comparative contributionms, $600 million
was justifisble. On the basis of the number of countries involved, a figure like
$550 million per esnnum could be suggested. On the basis that there was a middle
group that has been advocating $500 million -- and more particularly the Netherlands
position, advoeating $500 million as a minimum, but as the most that could be
achieved at this time -- the $500 million figure might be ergued as a compromise
suggestion made by the Netherlands. The President of IDA could discuss with the
U.8. Governor which particular figure he thought was most reasonable to suggest.

If the President of IDA would prefer, he might instead suggest at the outset a
figure of $550 million per annum although aware that there was a good chance that
the final figure would be lower but hopefully close to this $550 million.

(a) The President could stress that all of the sbove figures on magnitudes

assume that the United States will have some form of balance of psyments safeguards
but thet there seemed to be no chance of going beyond a deferment scheme which
would gusrantee to the United States no balamce.of payments impact from IDA operations
for three years. He ¢ould express the hope that the U.S. would accept this.

(e) With respect to the guestion of escalation, he could indicate that it

seemed more important to get agreement quickly on the magnitude and the general
approach to the balance of payments safeguards question. Discussion of escalation
might prolong the debate longer than it was worth. However, it would be quite
possible to envisage that if the Part I donors, or at least the principal Part I
donors, would egree on the magnitudes of replenishment for the three years and the
general balance of payments approach, e subsequent meeting of deputies could work
out the more detailed aspects, including consideration of possible escalation.

h, After discussions with the Covernor for the United States and a final
decision by the President of IDA on vhat his next step would be, the latter might
wish to inform the Executive Directors of IDA of what he contemplated doing before
taking the next step. This might well be particularly appropriate if the President

decided to make a compromise proposal.
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5. If the U.8. Governor suggests that the $400 million figure be mcecepted at
this time without further action by the President of IDA, the President could
indicate that he had no choice except to go along but that he would like to

check with other countries supporting the higher figures before giving a final
reply. In any case, he wished to act in such way as was consistent with his
conviction that an IDA replenishment of the magnitudes he had originally suggested
and the U.S. and others had supported was still regarded by him as refleecting the
true needs of the LDC's, the appropriate role of IDA and helpful to the donors im

meeting future demands for assistance.

IUSCF'



January 5,1958

Mr, Sarma 1036

Please note the suggested changes.

What should we do next with this memo?

Irving 8. Friedman

(UNCTAD II)

25



January 5, 1968

Mr. Sacchetti 803

Please return as Mr. Friedman has not yet
seen the attached.

Irving S. Friedman's office

(Letter from Santa Cruz on Suppliers'
Credits)



January L4, 1968

Mr. Budhoo 1035

Could you please do a particularly good
summary for me of the attached.

Irving S. Friedman

(The Need for International Reservescby
United States Treasury Department)



January 4, 1968

Mr, Kamarck 800

Irving 8. Friedman

(Jegr's Qe o bt )



January b, 1968

Dear George:

Thaenks for sending me a copy of a study on
The Need for International Reserves. I am looking
forward to reading it.

I missed you the other night at the Kamarcks
Kew Year's party; I hope that all goes well with you
and your mother. How about having lunch together?

Kind regards,

Sincerely yours,

Irving 8. Friedman

Mr. George H. Willis

Deputy to the Assistant Secretary
Treasury Department

Washington, D.C. 20220



Mr. George D. Woods January b, 1968
Irving 8. Friedman

Mr. Danielian's article in Reader's Digest

I attach a proposed letter from you to the Editor of the Reader's

Digest. It incorporates suggestions received from Harold Graves and
Bob Cavanaugh.

The Treasurer has been opposed to the line of argument used in
the second and third paragraphs. He feels that combining the effects
of IBRD and IDA would detract from the financisl integrity of the former
and would lead to negative reactions in the investmwent community. I
recognize this difficulty, but I feel that this difficulty must be
weighed against the difficulties of obtaining Congressional approval of
IDA replenishment because of the preoccupation with the U.8. balance of
peyments problem.

In the light of the new .8, program of balance of payments
restrictions, it is possible that we will need to marshal ewss additional
arguments. Among these is the overall surplus effect on the U.S. balance
of payments ylelded by the World Pank Group as a vhole. The U.S5. may not
use this argument in Congressional presentations, but I believe it is
defensible coming from us.
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by the U.S. is matched by one and a half dollers from other
contributors. Several other donors are in fact contributing

JeHulley/jb
Janvary 4, 1968



January b4, 1968

Mr. Ripman 1210

Do you see any objections to this letter
going out?

some point I would like to discuss with
you the question of Mr. Sarma's salary
since I think it ought to be raised before
he leaves us.

Irving 8. Friedman

(Letter to Mr. Jha, Governor, Reserve
Bank of India)



Jenuary 3, 1968

Dear Mr. Jha:

Mr. §. A. Sarma has been with us on a three-year
deputation, and his term expires on April 28, 1968 according to
present arrangements.

I would appreciate it if you would please agree to
his continuing with us till the middle of 1969 so that he can
rejoin the Reserve Bank of India early in July 1969.

I understand from Sarma that he discussed this with
you when you were here prior to the Annual Meetings. He himself
is agreeable to this.

Kind regards,

S8incerely yours,

Irving 8. Friedman
The Economic Adviser to the President

Mr. L.K. Jha
Governor

Reserve Bank of India
Bombay 1, India



January L4, 1968

Mr. Budhoo 1035

Please read through this and give me a
brief memo on the background of this matter
ag evidenced from the file, with a draft

ply for Mr. Watanabe.

Irving 8. Friedman
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pergonaL,  ~UG 16 2023 January 4, 1968
WBG ARCHIVES
Dear Bill:

I am looking forward to our heving dinner
together on the night of January 16. There will
be many things to talk about I am sure, including
your letter to George.

Sincerely yours,

Irving 8. Friedman

Mr. William Clark
D6 Albany

Piccadilly

London, W.l, England



January 4, 1968

Mr. Woods 1220

Attached hereto is a lebtter from
Williem Clark to you. When in London
Mr, Clark had asked me whether I would have
t @ up and sent to you a letter which he
Weo g0ing to write in Minorca. I sald I
would be glad to do this.

Irving 8. Friedman



Mr. George Woods January k4, 1968
Irving 8. Friedman

Visit of Mr. Plumptre

You will recall that Mr. Plumptre visited us to discuss the
possibility of establishing a Development Research Institute in Canada.
You saw his memorandum of November 28 on the subject. I thought you
might find it interesting to glance at & minute of the meeting we had
on this matter, prepared by a young Canedian official who accompanied
Mr. Plumptre.

I had also had the opportunity the night before the meeting to
have & long private chat with Mr. Plumptre on his proposal and related

matters.



Mr. J. Burke Knapp January 3, 1968
Irving €. Friedman

Modifiestions of U.K. Pro on IDA Replenishme

You will recall that the other dsy we agreed to ask Hulley to see
vhat the figures would look like if the U.X. proposal on deferment were
modified so that deferred obligations were drawn on pro rata with other
unused econtributions, or the deferred cbligations as they fell due were
put at end of queue.

Hulley has done the attached tables and they indicate that it would
make a significant difference in the year 1971-72 and lesser differences
in later years, depending, of course, on the level of replenishment,

I have suggested to Hulley that we not circulate this table to
others at this time since it may only divert attention and raise
questions.



January 3, 1968

Dear Mr. Rathle:

I acknowledge receipt of your letter of December 21,
1967. I am delighted to note your interest as a researcher in
the Bank and its problems.

With regard to your enguiry about the choice of an
appropriate subject for your report, I feel that most aspects
of development economics ~ and the fleld is vast -~ have
relevance for our work; vhatever you care to write will almost
certainly find its echo here, However, in order to further
acquaint you with our outlook and operations I am sending, under
separate cover, a copy of the latest Annual Report of the Bank
and IDA, together with & miscellanes of information pamphlets
and a selection of recent speeches end poliey promouncements by
our senior officers.

S8incerely yours,
{signed) Irving S. Friedman

Irving 8. Friedmen
The Economiec Adviser to the President

Mr. Habidb G. Rathle

Chase D 35

Harvard Business S8chool
Boston, Massechusetts 02163



The Ministers of African countries assembled together i ..ccevevscscsunvens

BBusnsnsasinsnnesaonnnal

Recalling resolutions adopted during the course of 1967 by ECOSOC; the
Trade and Development Board of UNCTAD; the ministerial meeting
of the group of developing countries; the Second Committee of
the U.N. General Assembly concerning the replenishment of the
resources of the International Development Association;

Avare of the need of the developing countries, in general, and the
African countries, in particular, for more capital 1n-rlow on
concessional terms;

Conseious of the vital role of IDA as a multilateral institution for provid-
ing finance to developing countries on concessional terms, and
also of the feasibility of developing countries absorbing ef-
fectively such funds on a much larger scale than hitherto;

Teking account of the rising share of African countries in recent years in
IDA ecredits and the anticipation expressed by the President of
IDA that the rising trend will continue in the future;

Believe that IDA replenishment on a substantial scale would benefit
African countries especially;

Fully Support the efforts of the President of the World Bank Group for a
substantial replenishment of IDA resources for a three-year
period, namely 1967/68, 1968/69 and 1969/T0.

ess grave concern at the considerable delay in conaluﬁing the dis-
cussions among donor countries;

equest governments, members of the IDA, to treat the question of IDA
replenishment as a matter of urgency, and

Ukge donor ceountries to agree to IDA replenishment at a level at
least twice the previous ome for the current year, 1967/68,
progressively inereasing esgh year to substantially higher levels.

Pinally, the African Ministers feel that the special difficulties of some
donor countries arising from their balance of payments situation
should not be allowed to affect the scale of IDA replenishment.
However, they do not object to any mutual errangements for
balance of payments safeguards that the donor countries uay
evolve among themselves as long as such arrangements do not impair
the effectiveness of IDA as & multilateral institution.

January 2, 1967



Mr. Dragoslav Avramovie January 2, 1967
Irving 8. Friedsan

Stabilisetion of Prices of Primary Products - Covernors' Resolution No.23)

With respect to the question of Bosrd discussion of the Study on
Stebilizetion of Prices of Primery Products, Mr. Woods has sent the
suggested mesorandun to Dr. Donner. Would you please undertake to meke
certain that we do discuss this matter with the Zxecutive Directors before
conclusions have Leen formulated.

ee: My, Kemarck



January 2, 1967

Mr. Hulley 1021

You may wish to incorporate some of these
~uggestions in a redraft of the letter
ince Mr. Woods is away.

Irving 8. Friedman

(Letter from Redaders Digest)



IDA _REPLENTSHMENT

Hague Meeting, November 7 and 8, 1967

A meeting of senior officlals of Part I countries on IDA replenishment
vas held in the Hague on Hovember T and 8, 1967. Part I countries represented
were France, Belgium, the Netherlands, Italy, Germany, the United Kingdom, Japan,
Austria, Sweden, Denmark, Norway snd the United States,

The purpose of the meeting was twofold: to ascertain vhat magnitude
of replenishment individusl countries were tentatively prepared to support and to
gauge the initial reaction of others to the U.S. proposal for balance of paynents
safeguards for donor countries in serious defiecit. A

On the question of magnitude Canada, Denmark and Sweden pledged support
for an IDA replenishment of the order already proposed by the United States
(32.% billion over a three-year period). The United Kingdom, on & medium range,
suggested an aggregate of $1.5 billion over the same period but did not rule out
& higher figure if other countries could agree on it. Four of the Common Market
countries - France, Germany, Italy and Belgium - were non~-ecomuital and the
Hetherlands, vhile showing sympathy for the British position emphasized that its
own posture could not be determined until after discussion with its Common Market
partners. On the relative shares of each country to the IDA pool Japan, the
Hetherlands and Austria complained that their percentages were too high; no one
volunteered to increase their proportionate contribution.

On balance of payments safeguard France, and to a lesser extent Germany
and the Hetherlands, were particularly eritical of the U.S. proposal. Other
countries, having stated their objections, were prepared to concede that U.8,
Congressional approval may be dependent on some form of balance of payments safe-
guard. A decision vas taken to convene a working party in Washington during the
first week of December to investigate the various aspeets of this issue,

A second full meeting of officials was proposed for the second half of
December after the meeting of Common Merket Finance Ministers had been held.

At a subsequent Washington meeting the U.S. indicated willingness to
consider counter-proposals wvhen other Part I donors had indicated the magnitudes
of IDA replenishment that they were prepered to support .

London Meeting, December 18 and 19, 1967

Magnitude

Four of the Six Common Market countries -- the Netherlands was the
exception (Luxembourg was absent) -- intimeted that they regarded a 50% incresse
in IDA resources -- from $250 million per annum to $375 million per annum over
the next three years -- as appropriste under present circumstances. A gimilar
vievpoint was expressed by Australia. There was some suggestion that the $375
million might be raised to $400 million. The Netherlands, Norvay and the United
Kingdom were agreeable to & doubling of IDA resBirces to $500 million per shnum;
the latter were, however, willing to consider-& higher amount if that was the
general consensus of the meeting. Canada, Denmark, Sweden, and the United Otates
reaffirmed their original position -- an IDA replenishment of 2,400 million over




a three-year period, escalating from $600 million in the first year to $800
million in the second and $1,000 million in the third. It vas gemerally
sccepted thet existing percentage shares should form the besis of new
eontributions, :

Balence of Payments Safeguerds

It was generally agreed that contributions should not be tied to
balence of payments safeguards. At the seme time most countries felt that,
given Congressional and other exigeneies, ad hoe arrangements could be made
for the United States. While refusing to be a party to any such arrange-
ments, France stated that it would not object to informal agreements mutually
arrived at by others.




VIBIT TO GERMANY (AND POSSIBLY ITALY AND FRANCE(1))

1. Purpose of trip should not be to repeat well-known views of President of IDA,
2. Purpose Bhould rather be to exchange views on what to do next and acquaint
some of largest contributors to IDA what President of IDA is thinking, as summariged
below.
3. The time has come to settle on the ministerial level the principal elements
in the IDA replenishment. The main reasons for this sense of argoﬁéy are:
(a) Immediste needs of IDA for commitment authority if it is to continue to
be an effective instrument of help to the Part II countries, including its
coordinating role in consultative and other similar groups.
(») A number of difficult international economic matters (e.g. Fund and
liquidity) outside of IDA are coming up for early consideration and further
negotiation. These difficult matters will eventually take up limited time
of ministers. Very helpful if basic questions on IDA can be settled before
these issues absord ministers.
(¢) ©Danger that IDA may be brought into political arena. ¥ager to keep
it as a technicel institution devoted to development finance and not part
of international tensions and bargaining.
(d) At coming UNCTAD Conference, best to be able to demonstrate genuine
good~-will by Pexrt I countries. This would be evidenced by willingness to

compromise views to get on with jJob of development.

' The next atep is essentially one of agreement among Part I members, perticularly
prinecipal contributors. But area of disagraamnnt?gngnitudns still quite large.
(Believe so-called balance of payments safeguards questions well advanced to solution
if agreement cen be reached on nugnttuﬁc. Believe safe to proceed on assumption thet
"deferment"” scheme along lines being discussed by experts will be proved generally

acceptable,) Favors simplest and guickest possible method of getting & ministerial
agreement on IDA.
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. IDA President has considered desirebllity of putting up for consideration of
Part I ministers a proposal which represents a "consensus” of views of members on
magnitudes and elosely related question of progressive increases (referred to in

past discussions as escalation) or some annual amounts, In view of past expressions
of desire by Part I donors, particularly FEurcopean, to be consulted or at least
informed before President takes decisive steps, he has come to talk to ministers.
(Germans most vociferous on this point last winter and since.)

6. At this point, President can use discretion on how far he goes in Rurope in
talking “numbers.” He could indicate that in the interests of harmony, he is

thinking of formulating a "consensus' view. This means not accepting the views of
the slowest boat but also not accepting the views of the fastest boat in the convoy.
Instead all views will be reflected in his “consensus" proposal. In any case, he is
particularly anxious to speak to the Germans (and perhaps to the French and Italians)
becsuse they are now on the low side compared to others end any consensus view would
necessarily be higher than their current views.

y (0 The President could also air specific concrete thoughts on numbers. Using

the concept of a welghted average as being entirely neutral and unbiased, he could
weight the suggestions on magnitudes of donors by their percentage share in total IDA
contributions. Also teking into account the large weighted majority in favor of
progressivity or escalation, he could reasonably incorporate escalation into any
consensus view. Combining these thoughts, he could suggest replenishment at $L00
million, $600 million and $800 million for three years, since the weighted average of
suggestions already made by Part I donors is sbout $600-625 million, even leaving aside
the implications of the U.K. and Netherlands willingness to go higher if others so agree.
There are & number of possible variants including adding a fourth year, say $400, $600,
$800 and $1,000 million. Ho escalation would mean $600 million a year.

8. After listening to the Europeans visited and possibly further discussions with

the U.8., Cemada, (Sweden and Netherlands), he could decide what concrete settlement,



if any, to propose. His HZuropean visit might convice him that nothing would be

gained by such an initiative on his part, but this judgment is too early to make,

ISFriedman: rgw
January 1, 1968



