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Mr. Mohamed Shoaib Mareh 28, 1968
Irving 8. Friedman

Economic Committee Meetings

I would like to extend to you an invitation to attend the meetings
of our Feomomie Committee. .

I have asked Mr. Owen, our seecretary, to send you the necessary
documents.

ce: Mr. Owen



Dear Professor Letiche,

On Mr. MeBamsra's behalf I would like to
thank you very much for your let of March 20
and the enclosures. These will be brought to
nis attention when he sssumes his duties here
at the Dank.

1 hope you don't mind wmy taking the liberty
of reading your articles. As you probably know
it is a subject of great interest to me.

Yours sinecerely,

Irving 5. Friedman
The Economie Adviser to the President

Professoy J.M, Letiche
Department of Pollitical Seience
University of California
Berkeley

California 9kT20



April 2 1968

Dear Mr. Rey,

I must apologise for not acknowledging
your letter of March 1k sooner, but I was
cut of the country when it arrived.

I am locklng forward to reading the

attachments.

Yours sincerely,

Irving 8. Friedman
The Beonomie Adviser to the FPresident

Hr. Andrew Rey
Lyndell Parm

R.D. &

Downington, Pa. 19335



March 26 1968

Dear Lucius,
Thanks for your letter of March 22,
and I will be very glad to see Benedict.
When will he be arriving? As he will
be here for some time I'm sure we can work
out a mutuvally convenient time when he
gets here.

Kind regards,

Yours sincerely,

Irving 8. Friedman

kc I!upu %m—wm
Treasury Chambers

Great George Street

London, 8.W.1
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March 28 1968

Desxr Dr. Dunne,

Thank you for vour letter of March 1k, I am sorry that
it was not answered soomer, but it arrived when I was in Hew
Delhi attending the UNCTAD Conference.

I appreciate the invitation to sttend the Beirut Conference
end I believe that it will be a particularly interesting and
ismportant one. I would like to ettend if my cidlendar of
duties permit. At this moment in time I cannot say because
Mr. Hefamara, our new Fresident, is taking up his duties
next Monday and I would like %o diseuss wmy travel plans with
him before giving you a final reply.

In any case I am planning to have the paper oo The
Development Performance of the past Twenty Years ready for
you in advance of the meeting.

Hoping to see you soon.

Yours sincerely,

Irving £. Friedman
The Beonomie Adviser to the President

The Reverend

George H. Dunne, Ph.D,

Conference on World Covperation for Development
Leunenical Center

150 Route de Feroey

1211 Geneva 20

Bwitzerland
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March 26, 1968

Deay Frofesscr Pink,

Your lebter of February 27 to My. Woods has been
referred to me. I am sorry that I have not ansvered
sooner, but I was away at the UNCTAD meeting in Hew
Delbi.

I read with interest your suggestion on changing
the price of gold. I believe you will agree that your
suggestion is based on two assumptions ~ one that the
price of gold must eventually rise and, secondly, that
it would be easier to prevent & large sudden inerease
through the suggested gradual rise. 1 am sure that
Jou are familiar with the similar suggestions that
have been made in this field.

Thank you sgain for the opportunity to read your
letter.

fours sincerely,

Irving 8. Friedman
The FHeonomie Adviser to the President

Professor William H, Fink

College of Pusiness end Publie Administration
Departuent of Leonomics

The University of Arizons

Tueson

Avizena 85721

(Copy to Mr, Woods's office for record purposes)
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March 28 1968

Dear dr. Dixon,

Thank you for yuur letter of March 22.
Thank you also for the warm invitation to wmy
wife from Mr. Carr and Mr. Bald, and I do
hope she will be able to accompany me, but I
am not certain,

Pifty copies of my remarks will be air-
malled to the address below if ready in time,
cthervise I will bring them myself.

I am planning to leave Washington oa
Eastern Airlines Flight 628, which is due in
Toronto at 11:2k, and look forward to meeting
you all.

Yours sinecerely,

Irving 8. Friedman
The Economi¢ Adviser to the President

Mr. Keith G, Dixon

Genersl Menager

Canadien Importers Association Inec.
2249 Yonge Street

Toroato T

Canada
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Mr. George D. Woods Mareh 27 1968
Irving 5. Friedman

"Stockholm Meeting"

On this questior as to when the "Stockholm meeting” was taking
place, the reason I thought it was starting Thursday rather thsn
Friday, the Deputies of the Ten are to meet tomorrow, to be followed
by & meeting of the Ministers on Friday and Baturday. ;

The attempt is going to be made to reach agreement on the many
items in dispute on both the ereation of the EDRs and reform of the
Fund, The sense of urgency comes from the desire to help calm the
foreign exchange markets by being able to announce something con-
structive and definitive on these matters.
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"l't M” b' m 2?'

1 believe you will find the attached material of interest. It
results fros variouws suggestions you have mede over time that this
satter vas worthy of further atuly.

Mr. Tamagns aud I have ddspussed this matter on & nusber of
ocensions and, as you will see, he has also discussed this with other
people, ineluding 5111 Dismond and Hugh Scott.

ee: Mp. Knapp



March 27, 1968

Dear Sir:

I have pleasure in acknowledging safe receipt
of your check for US$19.81. Mr. Friedman will be
donating this to some worthy charitable institution.

Birncerely yours,

Ruby G. Watson
Becretary to Irving €. Friedman

World Trade
20G Sleater Road

Bombay T, India



Mr. George D. Woods Mareh 27 1968
Irving S. Priedmen

An Agenda for the CGrand Assize

1 appreciate that the group in charge of the Grand Assize will
want to write its own terms of reference as well as its own final
report. However, it is hoped that this memorandum might help in any
such deliberations. Words like "should" represent a point of view -
not instructions!

I. The Final Product

The Grand Assize shoulld be directed towards producing a relatively
short statement setting out the major findings, coneclusions and poliey
recommendations. It should be primarily directed to the governments
of the industrialized countries, including the Soviet Union. The Grand
Assize should not try to meke a comprehensive study of economic develop-
ment. It will probably receive a number of memoranda and studies from
governments, universities, research institutes and the World Bank Group.
It should invite these to furnish memoranda and studies to help it make
up its mind but it should not bog itself down by setting itself up as a
research body and commission studies to cover the field comprehensively.
The central objJective should be to produce a poliey action report, not
to build up a deposit of studies to be mined by research workers over
the next generation. Its report should be addressed to governments.

(It is possible that one of its conclusions might be a eall for a new
Bretton Woods Conference, to bringaabout a reorganization of the entire
dnvaloyua?t effort, but the objective should always be to influence gov-
ernments .

II. The Major lieadings to be Covered

A. The record of economic development since World War II:
1. The record of the developing countries

a) BSuccess stories, analysis of the causes;

b) The failures, i.e. countries that at the end of
20 years are no better off or are worse off
than they were in 1946; the causes.

e¢) The record of the other LDC's.

2. The record of the industrialized countries in the extension
of economic aid. This would cover an analysis of:

a) Magnitudes snd guality, including the terms of aid;

b) Analysis of distribution to reecipient countries and the
non-economic as well as economic criteria that this
illustrates;

e) Evaluation of the relative burden borme by the various
aid-givers.



B.

C.

D.

F.

3. Analysis of those elements of the world ecomomic environment
during this period that had san iupact on economic development,
i.e. the shift to POL a8 an energy source, the impact of tech-
nelogy on the demand for primery products, the growth rates in
the developed countries, the self-sufficlency policies of the
Soviet floe, decolonization, ete.

The development problems faecing the developing countries now:

This should cover an analysis of the major development problems
faced at the present time by the developing countries, region by
region and country by country.

The evonomic development goals attaineble by 1979, 1985, 2000,
assuning reasconably satisfactory performence by the developing
countries on the bhasls of esch of the following major alternatives:

1. Continuation along present lines of the sid orgenizations, emounts,
and aid and other international economic polieies;

2. Assuming optimum economic aid organization, aid amounts, and
aild and other economic policies;

3. Assuming a constant progressionm from 1 to 2 by 197S5.

The optimum solutions in developed country policies in:

1. Technical sssistance;

2. Research program for the LDC'e;

3. The extension of economic aid, (a) emouwnts, (b) the technigues
of lending (ineluding such topies as multi-year aild commitments,
program vs. project, and loecal curreney finanecing, terms and
conditions, ete.);

k., International trade snd commodity policies.

Optimus and feasible performance standards for the LDC's:

This should inelude, in addition to the normal economic criteria
such a8 rates of savings, effective planning and so forth, population
control poliecies, investment in armaments, messures to bring sbout
needed cultural and institutional changes.

The organizational implications of:

1. An optimum solution;

2. A reasonably feasible but iwproved scolution over the present.
This might well include Hupplementery Finance, an international

orgenization to coordlnate resesrch on problems of the developing

gountries, even possibly consideration of & merger of the regional
banks into the World Bank Group.
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This section would cover discussion of proposals for new
finaneing techniques: e.g. special tares to reach percentage
of sational incowe targets, doubling or tripling the contri-
butions of countries to Vorld Sack paid-in capital, use or even
the special ereation of SUf's to make cosmtribdutions to IDA, use
of repayment of eertain offiecial bLilatersl loans and credits to
LIC's as mechanien for comtributing to IDA or eotherwise providing
concessional funds, iapvestment by balance of payments. surplus
countries of thelr surpluses in Vorld Bamk Sroup securities, use
of the results of the exploitation of the Continental Shelf and
agcean bottom for financing development, and so forth.

This sevorandum has Lad the benefit of discussions with others im the
economie group.



CANADIAN IMPORTERS' ASSBOCIATION
Evaluation of World Economy

It is alvays a pleasure for me to have an opportunity to visit Canada
again. My interest in Canadian affairs goes back a long time. / When
I was still a graduate student at Columbia University I had the great
opportunity to be closely assoecliated with Professor Bartlet Brebner, who
taught, among other things, Canadian economic history. l"rom.t-hm on out
I have always had some reason or other to be concerned with Canadian
affairs - first in the U,8. Treasury and then in the International Monetary
Fund, and now in the World Bwk.__:f I am partieularly honored and pleased
to be @ble to speak to the Canadian Importers' Association, because most of
my career has been centered on problems relating to international trade,
whether problems of teriffs, exchange restrictions, exchange rates,
guantitative restrictions, fiscal policy, international capital movements,
ete. It is because I am of the convietion that the expansion of international
trade is a pre-reguisite for an expanding world econowy that I have found such
faseination in these problems throughout my career. Whether one's foeal
point ig found 1in the problems of the richer industrial developed countries,
or in the poorer developing countries, what they have in common is the
beneficial effects of expanding their trade. I share with you the conviction
that in removing obstacles %o the freer flow of trade, we are servin g not
only the enlightened self-interest of countries, but also the interest of humanity.

Today our attention tends to be focused on intermational financial problems.
The headlines of our newspapers vie with one another in dramatising our so-called
monetary erises. |Vherever I go I find that more people want to speak to me
sbout gold, the dollar, the monetary system, and such matters, than sbout other

aspects of the world economy. It is indeed a tribute to the mystique and
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glamor associated with gold that, unlike most problems of economics, it can be
the center of interest of peoples in all walks of life. I don't intend today,
hovever, to focus my comments on the gold situation. With your indulgence I
would rather review what I consider some of the major financial ismues which
affect international trade with which we are all so deeply concerned, I am
sure that others at this Conference will also address remsrks to this subjeect,
as well es other aspeects, such as tariff policy and domestic economic poliey.
The guestions I would address myself to, are briefly: Do we have an adequate
international financial system? If we don't, vhat should we do about it?

If we do, why the mutad erises? Vhere does the expansion of development
finance to the lwss developed countries fit into this picture? What are the
prospects for the foreseesble futuref

If I may say et the outset I will not try to give a balanced or detailed
presentation of this very comprehensive subject of international finence, I
will, however, be glad to furnish on request, the details and the statistiecs
behind what I will say. I will instead try to share some thoughts with you,
particularly those which may provoke some thinking on these aspects which tend
to be neglected in current publie discussions.

The international financial system is & cowplex combination of private
banking and other financial institutions in many countries, central banks and
governments, particularly thelr ministries of finance or treasuries. Most
of the sctivities of the international financial system go unnoticed in the
day-to-day privete transactions among firms and individuals whieh make possible

the international movement of goods and services and private capital without
vhieh the world economy would come to a standstill. The magnitude of these
transactions has grown repidly and the number of private finsneial institutions

involved keeps multiplying. One measure of the growth is the holdings of
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foreign exchange by banks, outside of official reserves; from 1958 to 1966,
these have more than trebled, rising from $7 billion to $23 billion. The
Euro-dollar market alone now has reserves exceeding $15 bdillion. In the
same period, international bond issues also trebled, rising from $1 billion
to $3 billion. Among the major central banks of the world, particularly
those in North America, Western Europe and Japan, in close collsboration
with the Bank of International Settlements, there has evolved an intricate
gystem of mutual support for their currencies through so-called swap lines,
which now total more than $14 billion. Quotas in the International Nonetary
Fund have been inereased from $8 billdon in 1948 to $21 billion in 1968. The
governments as represented in the Internstional Monetary Fund have accepted &
code of behavior in the field of international monetary relations of whieh the
prineipal ingredients for the purposes we are considering today, are adherence
to exchange rates changed only with the concurrence of the INMF and the avoidence
of restrictions on ecurrent payments. In effect, this has meant a system in
which most of the major exchange rates of the world temd to be fixed for long
periods of time while international trade and serviees are freed from the
hampering effect of exchange controls.

This international financial system was to some extent rebuilt end to
some extent brought newly into being over a considerable period of years
extending roughly from the end of Werld War II to the end of the 19%0's, It
involved major and, at times heroic, changes im the domestic monetary fiseal
and other policles of governments concerned. It reflected a common egreement
that this kind of system was best suited to serve the needs of their own national
economies and provide the framework for expsnding internationsl trade and flovs

of caplital.
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There were many setbacks, inecluding, for example, the need for Canada to
have a fluctuating exchange rate, but steady progress was the rule. From time
to time it involved changes in major exchange rates such as sterling in 1949
and in 1967 and the French franc in 1957 end 1958, but sgain exchange rate
stability, rather than instability, has been the rule. Diserimination in
trade was reduced and tariffs lowered, restrictions on international trade
became less Important. There were major landmarks in this history, ineluding
the beginning of operations of the IMF in 1946 and 1947, the formation of the
Buropean Payments Union followed by the FBuropean Monetary Agreement, the series
of suecessful multilateral teriff negotiations conducted by the GATT ~- most
recently the so-called Hennedy Round, the establishment of Furopean currency
convertibility under the IMF at the end of 1958, and the establishment of the
Common Market.

The existing international financial system has shown remarkable
strength and resiliency in coping with dramatic changes in the world economy
and surviving meajor strains, despite the blaring headlines to which we have
now become 80 accustomed during the last few years.

Firet let me draw your attention to some of the major changes in the
world economy which have taken plsece during this period of time within the
framework of this international financial system; indeed, in many cases these
changes could not have been made without the prevailing international
financial system. leaving aside the immediate period of years after the war,
as essentially years of re-bullding and reconstruction, let us look for a
moment at what heppened in the 1950's and 1960's., The Gross National Product
of the West FBuropean countries increased from 1950 to 1967 by 1188. At the
same time there were marked differences among these Furopean countries.

While Germany grew by 160% over this period, France end the United Kingdom grew

by 10k% and 62% respectively. The experts of these countries rose to $20 billion
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in 1950 and $50 billion in 1960, and in 1967 to $89 billion, or an increase
of 338% over the entire period. Although world trade had grown in the same
period by the spectacular increase of 245%, Furope's trade had grown even
more., During this same period Japan began to see the fruite of an economic
policy focused on the need to inerease the output and efficiency of Japanese
industry and accomplished primarily by comtinuing emphasis on the pursuance of ...
domestic policies designed to keep Japenese exports attractive in foreign
markets and avoid diversion of exports to domestie consumption. Japanese
exports increased at an average 164 per year. This economic performance was
greatly facilitated by a policy of liberalizing imports which provided not only
the needed raw meterials and component parts for industry, but also provided
competition from industries abroad, without which Japanese industry might never
have been spurred to its achieved heights of present-day efficiency.

Cenada, during the seme period, showed a similar remarkeble expansion
in its economy end its forelgn trade, although not as spectacular as that of
Western Europe and Japan. The United States also experienced a decade of
remarkable growth although, as was expected and indeed to some extent
deliberately designed, the growth in the U.3, economy was not as rapid as that
of Western Zurope or Japan. We sometimes tend to forget that the United
States in the 19k0's and 1950's took many steps %o encourage the rapid growth
of the European and Japanese economies, ineluding the encouragement of the
formation of the Common Market, and to encoursge a'rsaistributiam of monetary
reserves to strengthen the currencies eflthnae countries.

This period also saw the expansion im population from 2% bHillion in 19550
to nearly ¥ billion fn 1967. New sutq' of a nunber and veriety unthought of

came into existence, and we still haven't seen the end of this phase of state
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building. Modern technolowy, which was brought dramatically to the attention
of the ecommon man through the space achievements 0£' the late 1950's, spread
throughout the world and most particularly, throughout the developed world.
Outstanding feats of coumunication, transportation, research and development
became so commonplace as to lose their newsworthiness, and, of course, this
process still goes on.

I could contimue for some time on this cataloguing of major changes but
I eite these as examples rather than a comprehensive catalogue of the changes in .
the world ecosomy since 1950. What is for me truly remarkable is that the "_°
internstional financial system hes been sble to adapt 1tself to these major
changes without fundementally affecting its essential ingredients. In previous
generations other international financial systems endured cver relatively long
periods of time, but these had not been periods in which such rapid and large
ehanges characterized economies all over the planet. ‘The international
financial system today is dealing with what can only be regarded as a planetary
econoiy. What used to be ealled the world economy was indeed only part of the
entire planet, but this is po longer true.

In addition. to these changes in the world econouny, we have seen major
strains not related to the growth in the economy itself. These gtrains have
had their genesis largely in other causes, although the changes in world economy
could well have been one of the contributing factors. Allow me to give you
some exeamples of these., One examwple ie the domestic social and economie
difficulties of the United States, particularly as reflected in its budgetary
problems. The U.B. budgetary difficulties and the resulting monetary
consequences cannot be attributed to the expsnsion of the world economy but
find their roots in international difficulties as well as in deep social
problems. The protracted U.8, balance of payments deficit which now pre-

occupies so much attention of governmental suthorities everywhere can only,
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in small part, be attributed to the expansion of the world economy. Mostly
the too have their origins essentially in causes not related to the expansion
of the world economy.

Repeated rumors of currency devaluations leading to large speculative
capital movements have characterized internstional finaneial relstions for many
years; they %oo were not the inevitable accompaniment of an expanding world
economy, but instead were closely related to private guesses on what governments
were or were not likely to do. Inecreased hoarding of gold, fears of U.S.
private business taking over industries abroad; inereasing reluctance by
monetary authorities outside of the U.8., perticularly in Western Furope,
to accumulate ever larger balances of U.S. dollars; the stagnation in the net
outflow of capital to less developed countries; these and other strains have
shaken confidence in the international financial system. They have raised
questions whether the progress we have made until now in freeing international
trade from restraints of all kinds can be meintained. They have led already
to restraints om capital movements which are defended primarily on the grounds
of unavoidability. They have led to fears that the system of exchange rate
stability and freedmm from restrictions on current peyments ecannot be maintained.
Indeed, they have caused a number to become positive advocates of sueh changes.

However, while there have been some impottant setbacks and there have been
growing fears, the international finsncial system remains essentially the same;
certain undesired events have not oecurred., We have not slipped back into an
era of competitive exchange rate adjustments with beggar-thy-neighbor polities
ruling major governments. We are striving to achieve even more tariff reductions
of which the Kennedy Round was the latest example. We have seen no major
default on international indebtedness and the prompt psyment of international
bills is still regarded as normal. The world economy continues to expand.

Inflationary pressures continue to be felt as a capital scarcity which has
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characterized the whole post-war period, continues to prevail, High interest
rates rule in all capital markets -- in some cases at virtually unprecedentedly
high levels. But in no major economy have inflationary pressures become
unmanageable., Balance of payments difficulties beset a nuwber of countries and
in some cases attempts %o cope with the difficulties have thus far not been
suecessful. But throughout all the international finanecial system has continued
to operate with extraordinary efficiency.

My own explanation for this phenomenon is that the ressons are a
combination of the resiliemey of the private sectors, particularly the banking
and trading coomunitiesx in the industrial countries, together with the wide-
spread convietion that the countries concerned have a common interest in the
defense of the international financisl system. This view does not, of course,
argue that there ils no room for adeptation or strengthening of the system,

Such adaptatlons and stremgthening are going on constantly and further
alterations are being consldered most carefully, as can be read on the front
pages of newspapers all over the world., The continuing system of mutusl
support among central banks, to which I have refersed before, did not exist
ten years ago. The International Monetary Fund is & much stronger and more
influential institution than in earlier years., The many international
discussions over recent years have indicated that if thre ig internstionsl
agreement that more internatiomal liquidity needs to be created, this can be
done within the framework of existing internafdonal monetary institutions.

The recent change in the exchange rate for sterling indieated that it was
possible for amajor country to change its exchange rate without bringing ebout
& vwholesale change in the exchange rate of other maj)or countries, or in other
worlds, that there was willingnese of other countries te allow a major industrial
competitor to improve its competitive position 1f necessary, to cope with its

¥ balance of peyments diffieculties as long as the change made was not so large as
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to be regarded as unfair or unreasonsble. The freguent meetings which have
taken place in Europe and North America on the so-called gold problem may be
perplexing in their fregueney and technicalities but they reflect the
recognition that decisions in this field in an inter-dependent world of today
cannot be made unilaterally by any one country. A return to economie
nationalism is & constant threat and evidence of backsliding in this direction
can be seen but, if the balance sheet is struck today, I believe the totality
is that we have not returned to economic nationalism, we have not yet thrown
out the baby with the bath. However, this is not to say that we will not do
go. To avoid fatal errors we must distinguieh carefully the causes of our
present international difficulties from their effects and recognize the
progress that is being made in the world economy, the causes of such progress,
and the role of the present international finencial system in achieving and
maintaining this progress.

We sre indeed living in d@ifficult times, but I am convineced that as
long as the international will to collsborate and cooperate exists, the
present international system ean be adapted to changing conditions without
restricting the growth of world economy or world trade on the one hand, or
unleasing unwented and uncontrollable inflationary forces on the other., Of
basic importance is the evoidance of serious inflationary pressures in the
major industrial countries by the pursuance of careful monetary and fiseal
policies, together with the pursuence of international poliecies designed to
permit the expanding world eecmomy to funetion smoothly and efficiently.
Our four major compass points should be growth in the world economy, expanding
internatiomal trade, avoidance of inflation, and acceleration of the developmeht
progess in the poorer countries. If we measure suggestions for change in the

international financial system by these criteria, we need not fear the
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conseguences of such change. I may, of course, be proven wrong, but my own
econviction is that for the foreseeable future the fundamental ingredients
in the internstional financial system will remain and indeed it will be found
wise and desirable to try to undo the backsliding that has taken place as soon
as this is feasible.

Another conviction I would like to share with you is the belief that
the inevitable concentration of attention on the financial problems of the
developed countries hides a much more profound threat to the international
financial system. Underneath the roaring end foaming surf and spectaculsmr
mounteinous waves which now seem to characterize owr financial international
relations and which capture our attention, there is a deep and terribly
gtrong current which is endangering theinternatinel finanelal system, namely
the failure to find & solution to the problems of the less developed ecountries,
Our experience since the end of World War II indicates that 1t is in the poorer
countries that we find the causes of internatimnal frietion and even military
operations., Those countries which have found themselves embroiled in such
{international hostilities have been the very ones that have been causes of the
most serious disturbances to the international financial system. (I am, of
course, leaving aside entirely the guestion of the Justificatlon or reasoms for
these military or defense operations.) However, whether we look at France
in the 1950's, or England in the 1950's, or the U.S. in the 1960's, we find
that 1t is the =m need to have very large defense expenditures at home and
abroad which make it difficult for these countries to schieve the kind of
internatinmal behavior compatible with the smooth functioning of the inter-
netional finaneial system, These international diffieulties frequently had
their genesis in the poorer developing countries. Large defense expendltures
inevitebly mean huge budgets and unwented budgetery deficits. They also

inevitebly have a large foreign exchange component. A conbination of these
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factors make the maintenance of domestic monetary stability and a viable external
payments position very diffieult. They mey well create situstions which eall
for either drastic reductions in ordinsry domestic expenditures, or very large
increases in texes, combined with restrictive monetary policies, if serious
inflation and balance of payments difficulties are to be avoided. To adopt
such harsh policies, k there is need for public understanding and support.

There is also need for international understending, sinee the international
financial system in the ultimate depends on international cooperation.

Friction and hostilities which arise in the less developed poorer countries thus
raise serious problems for successful domestic and internationsl financial
management. But continued peaceful relations with the developing countries
will be most difficult to achieve as long as they experience repeated
frustrations in their efforts to improve their economie and social wellbeing.

If soeial, economic and political instability in the developing countries

leads repeatedly to the need for huge budgetary expenditures and large
budgetary deficits and large protracted balance of payments defieits in the
developed countrires, the viability of any international finaneial system will
be brought into guestion. It is essentially for these reasons that I believe
that the future of the international finencisl system is closely linked with
the future of development fimence.

At this point we may look briefly at the experience of the poorer
developing countries. Before begimning eny further comments it is probably
depirsble to polnt to s wellknown fact but one which cannot ke over-stated
in importence. Of the somewhat more than 3.4 billion people on this planet,
well over 2 billion live in these poorer countries. VWhen we talk shout the
fate of humanity we are talking sbout the fate of these pecple in these
countries. These countries vary a great deal in ﬁ;litinal systems from

communist China to demmeratic India -~ in levels of income from the unbellievable
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per capital levels of $60 or less in some countries of Afriea and Asia, to
countries like Argentina, whiech are close to European standards., 1In social
and eultural terms, from ancient societies like those in the Hear Fast to
nev ecountries like those in Africa. I emphasize this because inevitebly we
are driven to generalizdtion about these countries and too often forget the
great diversity underneath these generalizations. These countries too have
seen growth in the post-war period. Indeed, thelr rates of growth are
comparasble with those of Western Hurope but the very low levels from whieh
they began mean that in order to close the gap between themselves and
Western Hurope they will have to some day enter much more rapid rates of
grwoth such as those we have witnessed in Japan end in Southern Italy.

In the meantime, these countries have to make every effort to make economie
development their top priority in domestie polities. Indeed, unless they
do so, vhatever else the rest of the world does can be of little avail.

Most of the development effort —- ebout 80% of it ~~ is financed with
resources from these countries themselves., Even 1f the developed countries
were to provide the §i billieon more of development finance which we estimate
these countries could use effectively and productively today, the percentage
of resources which would come from their own efforta would still be sbout the
same, 80%. Gome indication of the significance of this $3 to &4 billion gap
is seen by measuring it against the present net outflow of offielal funds %o
these countries of about $6 to $7 billion per year, while what it means for
the providing countries may be roughly seen in the fact that the developed
countries of Western Furope, North Ameriea and Japan, are now growing at a
rate of sbout $60 billion per year or a combined national income of $1,500 billionm

& year,
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The question ie not whether to shift the burden of developm ent from the
less developed countries to developed countries -- this cannot be done -~ the
question iz whether the developed countries are prepered to make it possible
for the developing countriea to achieve and maintain rates of growth made
possible by the efforts of these developing countries. The need to educate,
the need to control population, the need to improve food production, the need
to achieve efficient export industries, the need to have visble political and
social systems -~ these and other needs can only be met by the efforts of the
peoples in these countries. The contribution of the richer developed countries,
however, is not made less by these facts, for in giving access to the exports
of the poorer countries to the markets in the developed countries and in
providing the eritically needed additonal capital in the form of foreign
exchange, 1t 1s possible to set and keep in motion the mechanism of accelerated
growth without which there is little or no hope for the future,

I have just returned from attending the United Nations Conference on
Trade and Development in liew Delhi. TFor many it seemed to be a failure of &
conference., Vor me it was a fallure of the countries of the world to
recognize the urgent need to collaborate more closely and more effeectively in
their mutual interest.

I have now come to my fimal point. The international financial system
which we have is one that we have chosen %o have. It is a mechanism and a
means to echieve desired objectives., It must be tested by standards of
efficlency and feasibility. It wust be sble to meet the unexpected erises
as well as the expected day-to-day events. lio international fin meial system

eaﬁ be or should be immune to eriticisms and suggestions for change. Put in
| assessing the effiecieney of the system and in jJudging the need for change as a
basis for advoeating any particular change, the underlying strenghts and

benefits of a system as well as its seeming shertcomings, should be taken into
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account. Our present system has come into existence only after much
experience and failures of & other alternatives. Pollyannish optimise is
out of place in & hard-hearted field like finenee, but alsc out of place is

unvarranted and unrealistie eyniecism or pessimism,

THERERFUERRFRLEBRR
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CANADIAN IMPORTERS' ASSOCIATION

Eveluation of World Heonomy

It is always a pleasure for me to have an opportunity to visit
Canade again. My interest in Canadian affairs goes back a long time.
/nen I was still a graduate student at Columbia University I had the
great opportunity to be closely associated with Professor Bartlet Brebner,
who taught, among other things, Canadian economic history. From then on
out I have slways had some reason or other to be concerned with Canadian
affairs - first in the U.S. Treasury end then in the International Monetary
Fund, end now in the World Bank./ I am particularly honored and pleased
to be sble to speak to the Canadian Importers' Association, because most of
my career has been centered on problems relating to international trade,
vhether problems of tariffs, exchange restrictions, exchange rates,
quantitative restrictions, fiseal policy, international capital movements,
ete. It is because T am of the convietion that the expansion of
international trade is a pre-requisite for an expanding world economy that
I have found such faseination in these problems throughout my career.
Whether one's focal point is found in the problems of the richer industrial
developed countries, or in the poorer developing countries, what they have
in common is the beneficial effects of expanding their trade. I share with
you the convietion that in removing cbstacles to the freer flow of trade,
we are serving not only the enlightened self-interest of countries, but also
the interest of humanity.

Today our attention tends to be focused on international financial
problems. The headlines of our newspapers vie with one another in

dramatising our so-called monetary crises. Wherever I go I find that more



o B
people want to speak to me about gold, the dollar, the monetary system, and
such matters, than about other asspects of the world eeconomy. It is indeed

a tribute to the mystigue and glamor associsted with gold that, unlike most
problems of economics, it can be the center of interest of peoples in all
walks of life. I don't intend today, however, to focus my comments on the
gold situation. With your indulgence I would rather rcv:l_mr vhat I consider
some of the major financial issues which affect international trade with
vhich we are all so deeply concerned. I am sure that others at this
Conference will also address remarks to this subject, as well as other
aspects, such as tariff poliey and domestic economic poliey. The questions

I would address nyself to, are briefly: Do we have an adequate international
financlal system? If we don't, what should we do ebout it? If we do, why
the repeated crises? VWhere does the expansion of development finance to the
less developed countries fit into this pieture? What are the prospects for
the foreseeable future?

If I may say at the outset I will not try to give a balanced or
detalled presentation of this very comprehensive subjeet of international
finence. I will, however, be glad to furnish on request, the details and
the statistics behind what I will say, I will instead try to share some
thoughts with you, particularly those which may provoke some thinking on
these aspects which tend to be neglected in current public discussions.

The international financial system is a complex combination of
private banking and other financial institutions in many countries, central
banks and governments, particularly their ministries of finance or treasuriles.
Most of the activities of the international financial system go unnotieed
in the dey~to-day private transactions among firms and individuals which

make possible the international movement of goods and services and private
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capital without which the world economy would come to a standstill.
The magnitude of these transactions has grown rapidly and the number of
private finanecial imstitutions involved keeps multiplying. Among the
major eentrel banks of the world, particularly those in North America,
Western Hurope and Japan, there has evolved an intricate system of
mutual support for their currencies through so-called swep end other
gimilar arrangements and with the close collsboration with the Bank of
International Settlements and the International Mométary Fund. The
governments as represented in the International Monetary Fund have
eccepted a code of behavior in this field of whieh the prineciple
ingredients are adherence to exchange rates charged only with the
concurrence of the IMF and the avoldance of restrictions on current
payments. In effect, this has meant a system in which most of the major
exchange rates of the world tend to be fixed for long periods of time
vhile internstionsl trade and services are freed from the hampering effect
of exchange controls. |

This internstional finencial system was to some extent rebuilt and
to some extent brought newly into being over a considerable period of
years extending roughly from the end of World War II towards the end of
the 19%0's., It involved major and, at times heroie, changes in the
domestic monetary fiseal and other policies of governments concerned.
It reflected a common agreement that thie kind of system was best gulted
to serve the needs of their own national economies and provide the
framework for expanding international trade and flows of capital.

There were many setbacks, ineluding the need for Canada to have
a fluctuating exchange rate, but steady progress was the rule. From

time to time it involved echanges in major exchange rates such as sterling
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in 1949 and the Fremch frane in 1959, but again exchange rate
stebility, rether than instability, was the rule. Discrimination in
trade was reduced and teriffs lowered, restrictions on international
trade became less important. There were major lendmarks in this
history, including the beginning of operations of the IMF in 1946 end
1947, the European Peyments Union followed by the European Monetary
Agreement, the series of sucecessful multilateral tariff negotiations
eonducted by the GAIT, the estehlishment of European currency
convertibility under the IMF at the end of 1958, the estsblishment of
the Common Market and most recently the Kennedy Round of tariff
negotiations.

This international finsncial system has shown remarkable
strength and resiliency in coping with dramatie changes in the world
economy snd surviving mejor streins, despite the blaring heedlines to
which we have now become so accustomed during the last few years.

First let me draw your attention to some of the major changes
in the world economy which have taken place during this period of
time within the framework of this international financial system -
indeed, in many ceses these changes could not have been made without
the prevailing international financial system. Leaving aside the
immediate period of years after the war, as essentiamlly years of re-
building and reconstruction, let us look for a moment at what happened
in the 1950's and 1960's. The Gross Netional Product of the European
countries incressed from 1950 to 1960 by ¥ and by _ %
from 1960 to 1967. At the same time there were marked changes among
these Huropean countries. While Germany grew ﬁy % over this
% and ¥

respectively. The international trade of Furope grew even more

period, France end the United Kingdom grew by
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spectacularly. The exports of these countries rose to in

e e vk S

1950 and in 1960, and in 1967 , or an increase of

%. Although world trade had grown in the same period by

the spectacular inerease of $§. ZEurope's rise in the total

had grown even more. During this seme period Japam began to see the
fruits of an economie polley focused on the need to ineréase the output
and efficieney of Japanese industry and accomplished primarily by
continuing emphasis on the pursuance of domestie policies designed to
keep Japanese exports attractive in foreign markets and avoid diversion
of exports to domestic consumption. Export increases of over 157 a
year became commonplace for: the Japanese economy., This economie
perfornance was greatly fascilitated by a policy of liberalizing imports
which provided not only the needed raw materials and component parts for
industry, but also provided competition from industries abroad, without
waich Japanese industry might never have been spurred to its achieved
heights of present-day efficiency.

Canada, during the same period, showed a similar remarkable
expansion in its economy and its foreign trade, although not as

Give figures. spectacular as that of Western Furope and Japan l-@czk aut]
The United States also experienced a decade of remarkable growth although,
a8 was expected and indeed deliberately designed, the growth in the U.S.
Give figures. economy was not as repid as that of Western Europe or Japan.

We sometimes tend to forget that the United States in the 1540's and
1950's took many steps to emcourage the rapid growth of the Buropean and
Japanese economies, inecluding the encouragement of the formation of the
Common Market. This decade also saw the expansion in population, whiech

Give figures, D1as continued into the 1960's. lNew states of a number and variety un-



thought of came into existence, snd we still haven't seen the end
of thias phase of state bullding. liodern technology, which was
brought to the attention of the eommon man through the space
achievements of the late 19508, ayread throughout the world and
uost particularly, throughout the developed world. Outstending
feuts of communieation, transportation, research and development
memvm:uwmmnnmwtumn.-m&atm
this process still goes on.

1 could continue for some time on this eataloguing of major
changes but I ecite these as examples rather than & couprebensive
eatalogue of the changes in the world econouy sinee 1950. What is
for me truly resarkeble is that the internstional financisal system
has been able to adapt itself to these major changes without funda-
mentally affecting its essentiel ingrediénts. in previous
generations other international finmsucial systems endured over
relatively long periods of time, but this had not Leen perieds in
which sueh repld snd large changes echaracterised econcuies all over
the planet. The internationmsl financisl system today is dealing with
what can cnly be regarded as @ planetary economy. What used to be
called the world economy was indeed only part of the entire planet, but
this is no longer true.

In addition to these changes im the world econocmy, ve have
seen major strains not related to the growth in the economy ltself.
These strains have had their genesis essentlally in other causes,
although the changes in world econony could well have been one of
the contridbuting factors. Allov me to give you some exawples of
these. One example is the dowestic soelal and economic difficulties
of the United States, particulsrly as reflected in its budgetary
problexs. The U.8. budgetary difficulties and the resulting monetary
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consequences ¢annot be attributed to the expansion of the world
economy but find theilr roote in internationsl difficulties as well

48 in deep soecial problems. The protracted U.5. balance of payments
deficits which now preocceupies so mush attention of governmentsl
authorities everywvhere esn only, in small part, be attriduted to
the expension of the world economy. Mostly they too have their
origins essentlally in causes nonrelated to the oxpwn:tun of the
world econouwy. Repeated rumors of currency devaluations leading to
large speenlative caplital movements have charscterised international
finaneial relations for many years; then too were not the inevitable
asgcompuniment of an expanding world economy, but instead were closely
related to private guesses on what governments were or were mot
likely te do; imereased hoarding of gold, fears of U.S8. privage
business taking over industries abrosd; inereasing reluctance by
sonetary swtborities outside of the U.8., perticularly in Western
Burope, to scowmulate ever larger balances of U.f, dollars; the
stagnation in the net outflow of capital to less developed gountries,
these and other strains have shaken confidence in the iaternational
financial system. %They have roised questions whether the progress ve
have mede untll now in freeing international trade from restraints
of all kinds can be saintained. They have led already to restraints
on eapital movements whieh are defended primarily on the grounds of
unavoldability. They have led to fears that the system of esxchange
rate stabllity and freedom from restraints on current psyments
cannpot be maintalned. Indeed, they heve ceused a nundber to become
positive advocates of suech chenges. However, while there have been
some important setbecks snd there have been groving fears, the
internstional financial system remains essentielly the same; ecertain
undesired events have not occurred. We have not slipped back into an



era of competitive exchange rate adjustments with beggar-they-
neighbor policies ruling major governwents. Ve are striviang to
achieve even sore tariff reducticms of whieh the Kemnedy Hound was
the latest example. Ve have seen no major defsult on internstional
indebtedness and the prompt peyment of intermational bills is still
regarded as normal. The world economy continues to expand. Infletionary
pressures continue to be felt as a espital scareity whieh has
characterized the vhole post-war period, eontinues to expend. High
interest rates rule in all capital markets -— in some cases at virtually
wiprecedentedly high levels. But in no mejor economy hes inflationary
pressures Decome unusnageable. Balance of payments Aifficulties beset
& pusber of countries and in some cases attempts to cppe with the
dirffieulties have thus far not been successful. But throughout all
the international financial system has continued to operate with
extraordinary efficiency.

My owan explanation for this phenomenon is that the reasons sre
a combination of the resiliency of the private sectors, psréicularly
the banking and trading communities in the industrial countries,
together with the videspread convietion that the countries concerned
have a common interest in the Gefense of the international financial
systen. This view does not, of course, argue that there is no room
for adaptation or strengthening of the system. Such sdaptations
and strengthening sre going on constantly and farther alterations
are belng eonsidered most carefully, as can be read on the fromt pages
of newspapers all over the world. The continuing system of mutual
support asong central banks, to which I have referred before, did not
exist ten years ago. The International Monetary Fund is a much
stronger snd move influentiel institution than in esrlier years. The
many internationsl disewssions over recent years have indicated that if
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there is a common agreement thet more international 1i{quidity needs
to be created, this can be done within the fremework of existing
international monetary institutions. The recent change in the
exchange rate for sterling indicated that it was possible for a
major country to change its exchange rate without bringing sbout a
wholesale change in the exchange rate of other major éountri.cn. or
in other words, thét there was willingness of other countries to
allov & major industriel competitor to improve its competitive
position if necessary, to cope with its balance of payments difficulties
as long as the change made was not #o large as to be regarded as unfair
or unreasonable. The frequent meetings which have taken place in
Burope and North America on the so-ealled gold problem may be
perplexing in their frequency and technicslities but they reflect the
recognition that decisions in this field in an inter-dependent world of
todey cannot be made unilaterally by any one country. A return to
economic nationalism is a constant threat and evidenece of backaliding
in this direction can be seen in many places, but, if the balance sheet
is struck today, I believe the totality is thet we have not returned to
economic nationalism, we have not yet thrown out the baby with the bath.
However, this is not to say that we will not do so. To avoid fatal
errors, we must distinguish ecarefully the ceuses of our present
international difficulties from thelr effects and recognize the progress
that is being made in the world economy, the causes of such progress,
and the role of the present international financial system in achieving
and maintaining this progrees.

We are indeed living in difficult times, but I am convinced that
ag long as the international will to collaborate end cooperate exists,
the present international system can be adapted to changing conditions
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without restricting the growth of world economy or world trade on the
one hand, or unleashing unwanted and uncontrollable inflationary forces
on the other. Of basie importance is the pursuance of careful monetary
and fiscal policies in the major industrial countries, together with the
pursuasnce of internaticnal policies designed to permit the expanding
world economy to function smoothly and efficiently. Our four major
compass pointe should be growth in the world economy, expanding inter-
national trade, avoidance of inflation, and acceleration of the
development process in the poorer countries. If we measure suggestions
for change in the internetional finamncial system by this eriteria, we
need not fear the consequences of such change. I may, of course, be
proven wrong, but my own convietion 1s that for the forseeable future
the fundamental ingredients in the internatinal finsncial system will

remain and indeed it will be found wise and desirsble to try to undo the

the backsliding that has taken place as soon as this 1s feasible.

Another convietion I would like to share with you is the belief
that the inevitable concentration of attention on the fimencisl problems
of the developed countries hides a much more profound threat to the
international financial system. Underneath the roaring and foaming surf and
spectacular mountainous waves which now seem to characterize our financial
international relations and which capture our attention, there sre deep and
terribly strong currents which are endangering the international financial
system, namely the failure to find & solution to the problems of the less

developed countries. Dur experience since the end of World War II
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indicates that it is in the poorer countries that we find the causes
of international friection and even militery operations., Those
ecountries which have found themselves embroiled in such international
hostilities have been the very ones that have been causes of the

most serious disturbances to the international financial system.

I am leaving eside entirely the question of the J'unti_ﬁnntion or
reasons for these military or defense operations. However,

whether we look at France in the 19%0's, or England in the 1950's,

or the U.8. in the 1960's, we find that it is the need to have large
defense expenditures at home and abroad which make it most difficult
for these countries to achieve the kipnd of international behavior
compatible with the smooth functioning of the international financial
system. These international difficulties frequently had their genesis
in the poorer developing countries. Large defense expenditures
inevitebly mwean huge budgets and budgetary deficits. They also
inevitebly have a lerge foreign exchange component. A combination of
these fauctors meke the maintenance of domestic monetary stsbility and
& vieble external psyments position very difficult, if not impoessible.
Moreover, they creste situations whieh call for either drastic
reductions in ordinary domestic expenditures, or very large inereases
in taxes. At the same time, becsuse these hostilities tend to take
place in distent lands, apd for ressons which are not always self-
evident to all, have often been characterized by wide internsl and
international disassociation. The internal disassocation makes it
diffieult to obtain the necessary financial messures to cope with

the consequences of the large defense expenditures. The internstional
disassociation makes it diffieult to obtain the international

cooperation wvhieh is a vital pre-requisite for the functioning of the &



w B -
international system. Continued pesceful relations with the developing
countries will be most difficult to achieve as long as they experience
repeated frustrations in their efforts to improve their economic well-
being. If soecial, economic and pdlitical instebility in the developing
countries leads to the need for huge budgetary expenditures and large
budgetary deficits, and large protracted balance of payments deficits,
the viability of any international finanelal system will be in question.
It is essentially for these ressons that I believe that the future of the
international finencial system is eclosely linked with the future of
development finance.

At this point we msy look briefly at the experience of the poorer
developing countries. Defore beginning any further comments it ie
probably desirable to point to a wellknown fact but one which cannot be
over-stated in importance. Of the somevwhat more than three billion
pecple on this planet, over two billion live in these poorer countries.
¥hen we telk about the Rmmkmxaf fate of humanity we are talking ebout
the fate of these people in these countries., These countries vary a
great deal in political systems from communiet Chine to demoeratic India -
in levels of income from the unbelievable per capita levels of $60 or less
in countries of Africa end Asia, to countries like Argentina, which are
close to Furopean standards. In soeial and cultural terms, from ancient
societies like those in the Near Fast to new countries like those in Africa.
I emphasize this because inevitably we are driven to generalization sbout
these countries and teo often forget the great diversity underneath these
generalizations. These countries too have seen growth in the post-war
period. Indeed, their rates of growth are comparsble with those of
Western Europe but the very low levels from which they began mean that in

order to clese the gap between themselves and Western Furope they will have
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to some day enter much more raplid rates of grovth such as those we have
witneseed in Japan and in Southern Italy. In the meantime, these
countries have to make every effort to meke economic development their
top priority in domestic polities. Indeed, unless they do so, whatever
else the rest of the world does can be of little avail. Most of the
development effort - about 80% of it - is financed with resources from
these countries themselves. Even if the developed countries were to
provide the $4 villion more of development finance which ve estimate these
countries could use effectively and productively today, the percentage of
resources which would come from their own efforts would still be about the
same, 80%. Some indication of the significance of this $3 to $4 billion
gap is seen by measuring it sgainst the present net outflow of official
funds to these countries of sbout $6 to $7 billion, while what it means for th
providing countries may be roughly seen in the fact that the developed =m
countries of Western Europe, North America end Japan, are now growing at
a rate mxm of about $60 billion per year or a combined national income of
$1,300 billion a year.

The question is not whether to shift the burden of development fmym from
the less developed countries to developed countries -~ the question is
wvhether the developed countries are prepared to make it possible for the
developing countries to achieve and meintain rates of growth made possible
by the bootstrap operations of these developing countries. The need to
educate, the need to control population, the need to improve food
production, the need to achieve efficient export industries, the need to
maintain visble political and soccial systems -- these and other needs can
only be met by the efforts of the peoples in these countries, The

contribution of the richer developed countries, however, is not made less
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by these facts, for im giving access to the exports of the poorer countries
to the markets in the developed countries and in providing the eritically
needed additional capital in the form of foreign exchange, it is poasible
to set and keep in motion the mechanism of accelerated growth without which
there is little or no hope for the future.

I have just returned from sttending the United Nationsk Conference
on Trade and Development in New Delhi. For many it seemed to be & failure
of a Conference. For me it was a failure of the countries of the world
to recognize the urgent need to maim collsborate more closely and more
effectively in their mutual interest.

I have now come to my final point. The international fianancial
system which ve have i{s one that we have chosen to have. It iz & mechanism
and a weans to achieve desired objectives., It must be tested by standards
of effielency and feasibility. It must be able to meet the unexpected crises
as well as the expected day-to-dey events. INo international finaneial
system can be or should be immune to eriticisme and suggestions for change.
But in assessing the efficiency of the system and in Judging the need for
chenge as a basls for advoceting any partieular chenge, the underlying
strengths and benefits of a system as well as its more obvious shortcomings,
should be taken into eccount. Our present system has come into existence
only after much experience and failures of other alternatives. Pollysnnish
optimism is out of place in a hard-hearted field like finmsnce, but also out

of place is unwarranted and unrealistic eynieism or pessimism.

RESDARBRRRERBRDRR



March 26, 1968

Mr. Dyek 206

I don't disagree with your judgment on
Kubota, but would appreciate knowing
the basis of your judgment.

Thanks .

Irving 8. Friedman

(Corres. with Koichi Kubota)



March 26, 1968

Mr., John Adler 873

Yes. Although I think it would
Justify a regular meeting!

Irving 8. Friedman

(Economic Committee meeting on
India before Consortium meeting)



March 26, 1968

Mr. de Vries 873

I agree, and will, at the appropriate
time, discuss this idea with Mr. McNamarsa.

Irving 8. Friedman

(Bank Discussion of Economic Studies and
Economic Poliecy - think this should be
done by Economic Committee before being
finally presented to President.)



Mr. George . Woods March 26, 1968

Irving S. Friedman
Suggestion by Ed Martin of e meeting of Key "Aid" People

I sav Ed Mertin at the UNCTAD meeting in Few Delbhi. Both he and
Kristensen were visiting the UNCTAD meeting. Martin mentioned that he
was trying to arrange an informal and off-the-record meeting of key people
in the ald field. The nesmes he nmentioned to me were yourself, lr. Mclamara,
Bill CGawd, Paul Hoffman, Maurice Strong, David Bell, and someone whose name
I eannot recall from the Hockefeller Voundation,

At the moment he sald he was having trouble arranging for = "sponsor”
for the meeting. I gathered, from a completely separate conversation with
Maurice Strong, that the latter had suggested to Martin that such a meeting
take place because ordinarily the heads of ald agencies did not have a chance
to meet on an off-the-record basis. However, I gather that Martin is pushing
the idea more rapidly than Strong hed originally envisaged.

You may, of course, know all this, but the above is sent to you just in
case,



March 26, 1968

Dear Deasn Little:

I am taking the liberty of writing to you sbout
the date of my lecture. You will recall that in your
letter of Februery 20 you indicated that if I
encountered some difficulties perhaps I could lecture
on August 7 instead of July 31. It does seem now that
August T would be a better date for me, and, if the
dates could be switched, I would appreciate it very
much. However, if they cannot be switched at this
date, I will stay with the July 31 date.

I would appreciate your letting me know as soon as
you can whether a switch is possible,

Sincerely yours,

Irving 8. Friedman
The Economiec Adviser to the President

Dean J.R. Little

Associate Dean of the Paculties, and
Chairman, Summer Lecture Beries Committee

University of Colorado

Boulder, Colorado 80302



March 26, 1968

Dear Mr. Dell:

Thank you for your letter of March 15.

I am looking forward to receiving the first edition

replica set of the Encyclopaedis Britanniea. It

should be fascinating.

S8incerely yours,

Irving 8. Friedman
The Economic Adviser to the President

Mr. W.R. Dell

Editor

Britannica Book of the Year
Encyclopaedia Britannica
425 North Michigan Avenue
Chicago, Illinois 60611



Mareh 18 19686

Dear Mr. Horile,

On Mr. Friedman's behalf I would like
to acknowledge recelipt of your letter of
tlereh O enelosing your speech The Defenae
of Dollar and Japan.

Mr. Friedman is at present out of
the country but this will be brought to
his attention on his return.

Yours sincerely.,

Daphne MeGregor
Seeretary to Mr. Friedman

Mr. 3higeo Horie

Fresident

The Institute for International
Btudies and Training

Tokyo

Japan



Mareh 1k 1968

Mrs. Eliason -
Information Dept. Room : 461

Doris:

Mr. Friedman, as per the attached copy of
the letter from Monsignor Carlo Ferrerc, promised
to have the Pro Deo Association placed on our
mailing list for future Bank documents.

On checking with Professor Teamagna he also
said he would have meiled to the Associstion
“gignificant publications” - including Bank and
IFC Annual Reports since 1961,

Your assistance is mwuch apprecisted, Thanks.



March 1k 1968

Desy Mooslgoor Forrerc,

On Mr. Friedsan's behalf I would like to
scknovledge receipt of your letter of Harch h
{ref: Peot.n.: CF/3302) to let you know that
our Information Departument will be sailing
the materisl to you.

iy, Triedsan 45 in India, but we expect
aiw bmek in the office Mareh 23.

Yours sincerely,

baphne MeGregor
(Becretery to Mr. Friedmea)

Monsigoor Carlo Ferrero
Internaticnal Pro Deo Assoclstion
Visle Pola 12

Rowe

Italy

ece: Professor Tamagna
Mrs. Ellason



ASIA
INDIA (this list could be extended indefinitely)

I.G. Patel, Chief Economic Advisor to GCovernment of India, Ministry of Finance
J.J. Anjaria (presently Deputy Governor, Reserve Bank)

B.K. Hehru

B.K. Lall

Professor K.N. Raj (now in EDI-IBRD)

Krishnamoorthi (now Vice President, Asian Development Bank)

Krishnasvamy (Director, EDI-IBRD)

PAKISTAN

Governor 5.A. Hasnie (former Governor State Bank of Pakistan)
Amjad All

Anwar Ali (now Saudi Arabian) Monetary Agency, Jedda
THAILAND

Mrs. Supard Yossundara (Bank of Thailand)

JAPAN
Gengo Suzuki (Bank of Japan)
Takeshi Watanabe (President, Asian Development Bank)

Saburo Okita (Japan Economic Research Center, Tokyo)
Shigeo Horie (Japan Institute for International Studies and Training)

AUSTRALIA
S8ir John Crawford

AFRICA

8ir Arthur Lewis

Chief Adebo (UN)

Tom Mboya

Mamoun Beheiry (African Development Bank)

(e



MIDDLE BAST
IRAN

R

Mehdi Saami (now Governor, Bank Melli, Teheran, Iran)
1 Ebtahaj (Iranian's Bank, Teheran, Iran)

ISRAEL

Governor David Horowitz, Bank of Israel

SUDAN
A.R. Merghani, Governor Bank of Sudan, Kharthoum

U-A.R.

Anun m“m
A. El Grithi
LEBANOR

Paul Klat

LATIN AMERIC

ARGENTINA

Dr. Raul Prebisch, Seeretary-General UNCTAD
Adalbert Krieger Vasens (now Minister of Feonomy & Labor)
Roberto Alemann

BRAZIL

Oetavio Bulhoes
Roberto Campos
Profesgsor Gudin, Varga Institute

CHILE

Raul Sses

Jorge Marshall (now with CIAP temporarily)
Felipe Herrera (Inter-American Bank)

Luis Escob (ED-IBRD)



CUBA

e

Felipe Pazos (Inter-American Bank)

MEXICO

Rodrigo Gomesz (Director Gemeral, Banco de Mexico, S.A.)
Javier Marquez (CEMLA)

Vietor Urqude

Fernandesz Hutardo (General Manager, Bank of Mexieco)

Mareh 12, 1968



Mareh 12, 1968

Mr. Kamarck 800

Would you please handle the attached
memo from Mr., Stone in my absence.

Irving 8. Friedman

Memo of March 11 from Mr. Stone on the
Study on the Concept of Net Aid



Mareh 12,1968

Mr. Kamarck/Mr. Owen

What should we do next? If necessary, I
would appreciate Mr. Kamarck handling this
in my absence.

Irving 8. Friedman

(Maubauche/Payson to Lejeune back-to-office
report On Tunisia of March 11)
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Dear Barbara:

As promised yesterday I am attaching some names of people whom
I would recommend, if svailsble, as professors of economice even though
they are now engaged nearly entirely in non-academic asctivities. These
are people whom I know very well. If I think of some more similar names,
I will pasa them on to you.

I am quite dismayed at what is going on at the UNCTAD Conference.
Perhaps you can be of some help. For a few years Prebisch has been
following quite a moderate line and counselling his LDC members to try to
be practical, restrained and understanding of problems elsevhere in their
demands. 1In addition we have been trying for years to get countries to
agree to the notlon of improved economic performence and the need for, in
effect, limiting their sovereign freedom of sction in this respeect through
understandings with international institutions. The vehiele for this
advocacy has been the Bupplementary Finance Scheme which has now,
miraculously enough, been unanimously endorsed at UNCTAD by the LDC's
individually and in their regional groups! It i1s an unbelievable chance
in a lifetime for constructive enduring action. DNow after years of hoping
for acceptance of their viewpoint, the developed countries are reacting by
a negative attitude on nearly everything of any importance, particularly
with respect to anything costing money but also, it seems, with respect to
anything involving general agreement on a serious change in commercial
poliecy vis-a-vis the LOC's. Some seem to take a ghoulish delight in the
prospect of UNCTAD's failure, as though the failure would be in that of an
institution rather than of the worldl

I hope that when I get to New Delhi I will find that the reports
which I have been reading are over-pessimistiec. It is still not too late
for something constructive to happen since the last week always counts the
most. I also hope, for the sske of all of the countries, that in the last
week, the U.K., the U.8., Germany, France and Japan, will not aet in such a
way as to weaken greatly the progress made in constructing mutually useful
relations between the developed and the less developed countries.

Please regard this as a personal communiestion. I meant to say
something like this to you yesterday but we got off on different matters.
As always, I enjoyed our brief chat wvery much.

Yours,

Irving 3. Friedman
Lady Jackson
Sheraton Commander Hotel
Cambridge, Mass. 02138



The following are recommended names. I will mot try to give
ever a brief curriculum vitese. I will confine myself to mentioning
their natiomality, approximate age and particular stremgth. All
have FPhD's in economics.

W, JOHNE R, WOODLEY - Canadian, sbout 43: rich experiemce in
Latin America as well as other countries - strong ia
‘money and banking. (International Monmetary Fund)

BAREND A, de VRIES - Duteh, about 43: rich experience in Latin
America and development problems -~ strong in mathemstics.
(World Bank)

UGO SACCHETTI - Italien, about 50: rich experience in Latin
America and other areas -~ strong in theory, money and
banking, (World Bank)

SUSIMAL MOOKFRJEE - Indien, sbout 40: strong in international
trade theory, money and banking, fully experienced with
many LDCs including Letin Ameriee, though not sas much in
Latin Americe es those slready mentioned. (International
Monetary Fund)

T - Indien, about 35: rich experience in development
problems - very strong in modern theory and statisties.
(Ministry of Finanece, Government of India)

RGE MARSHALL -~ Chilemn, about 4S: wrieh experience in domestic
monetary and fiscal problems of developing countries - good
in statistics. (now Director of Eeonomiecs Department, Central

Bank of Chile)

R.M. SUNDRUM - Burmese, sbout h5: excellent on development
economics, also excellent in mathematics and stetisties;
one of the best all round economists on the Bank or Fund
staff today. (World Bank)

¥B: I have deliberately avoided the names of any Englishmen , as you
suggested.



Mr. Broches Mareh 12 1968

You will recall that on March 1 I sent to you a copy of the
memorandum sent to me by Professor Aliber of the Univerasity of
Chicago, for help in the preparation of more or less comparable
P& .

I would appreciate that vhoever you designate could contact
Mr. Louis Pouliquen (extension 399k), who is helping me on some
other aspects of this matter. As you know I will be away for a
couple of weeks and 1 will appreciate it if this could be pushed
ahead during my absence.

ece: Mr. Pouliquen



DRAFT:3/12/68

Canndian Importers - April & 1968

i, lLike to try to syath experience of recent yesrs -- involves
siuplification and interpretation - bHut both are necessary to make
Judgmentis on outlook and on publie policies sultable to the outlook.

(a) pericd of unusual expansion and growth -{figures and comparison
with earlier periods).

() avoidance of umusmmkxexpunsian deep and prolonged economie
depressions - the era of recessions, not depressions (evidence).

(e) universality of expansion -~ gll aress snd nesrly all countries —-
(evidence) - inereasing disparities umong countries because of different
rates of growth of population trends and in different stages of economic
process -~ but all expanding.

(d) fentastiec growth of world trede - agein disparities by country
and sectors -- problem - varying countries and sectors - but
publie are different and more mansgeable because of expanding world
econony - role of lemnedy Rowmd -~ %0 & lerge extent failures of mamkx
eountries to export enough for oum needs must be found in their own policies -~
not in world econcay.

(e) wvieble system of exchange rates - some changes ~ &x ex. Capadian
dollar - but mostly stadble rates not altered frequently - US dollar rate
vis-a~vie currencies in development world seem reasonable - have svolded
ills of competitive exchange depreciation and "beggar thy neighdbor” policles -
eountries eager to savoid depreciaticn - feow experiments in upwerd -
alao point to caution in changing exchenge retes - made posaible by avoidance
of services inflation in developed cowntries and prolonged recessions. |



o B

{#) re-establishment of internaticonal currency or monetary systeas ~
Buropesn currescies becsme convertible at end of 1950's -~ clear recognition
of advantages of general convertibility system - many are Tearful of ability
to maintain it - but gquestion is bow to defend systom - in 1940's and 1550's
question wes how to bring into existence. Recent set-backs are causes for
goneern ~ but system is besicelly fumetioning - at times we seen to yearn
for daye vhen exchange controls gave artificlsl semblance of order, forgetting
frustration amd ills whieh aceompsnied wse of such controls.

(&) role of gertain countries into "development” stage in recent
years - (Italy), Japan, Australia.

(r) agrie ultursl revaluation (see Gaud speech)

(1) existence of mecheniem for internstional collaboration in major
fields: e.g., monetary matters, capital flows and trade.

3. Aress of Coneern

{a) persistent capital shortage - high interest rates ond rising eosts ~
prices snd wages (loag-rus phenomencn).

(v) rigidities in public sectors expenditure - need and demand for large
public sector expenditures - to changing consumption stendards -
nev technology, imcressed population, s rising defense
expondltures, ete.

(e) existence end lmpmet of high tax struetures - (some evidence of

bow high) - makes management of sconomics internal snd external more
diffieult.

(d) shortage of ecapital for private sector - means capitel investments
of relatively lov merginal productivity - long-haul return - in public
sector -~ at expense of more rigid lighter yield of productive private
investnents -~ important for grovth, e.g., sost important for
poorer countries - nev technology wesns rapid combined

with new opportunities for profitable ilavestment. Market mechanism doesn’t _
help cholce between public and private sectors -~ but rational decisioms imperati



ol o

(e) difficulties st best in mevaging sconomies under existing
cireusstances ~ great rellsnce va recognition of need for lnternational
suxpekkikes compensation aand mutual help - particularly vulpersble to
pelitical disharmonies.

() growing gap between yoor and riech countries - empectation of
groving wider -~ difficulties of railsing developsent {ianmnce in world of
capital shortages, or coaversely, budgetary difficulties, monetary
tightness and concern sbout balance of psyments outlook and management.

(g) wrowisg external indebtedness of LDCs - of needed
restricting of debt and more concessional terms vwhen interest rates
pardening end concern with budgeta becoming wmore scute.

(h) fear of effects of major interruption in freedom of will,
capital flows - elreular flows of capital of erueisl importance for
gontinuation of expanding world economy - based on freedom from
exchange restrictions or full comvertibllity of currencies.

(1) econtinued telk of develustion, liquidity erises, ete. -
shaking eonfidence and making capital and management more diffieult.

b, Ontleck

(a) dependence on international eollsborstion - not at merey of
uneontrolleble forces.

(v) must recognize we are in pericd of continubd growth everywhere -

pools of idle savinge anyvhere and teehnology rapldly changing -
new aitustion in world esconomic history.

(e) careful consideration - with latest available decimion-making
techniques - to investwent decisions - private sud publlie ~ must get
national {(asd intersaticnal) consensus en priorities - Aiffers radically
among countries.

(8) msopower situstion tight - but outlook very different as
sgricultural rescolution in 10Cs releases meanpower, wnile while technology

and aducstion make avellable menpower much more productive (see Woods speech
at UHCTAD and 8ID)



o b o

() resl besis exists for continued expansion of world economy -
gquestion 1s vhether managenent of eccnomles can cope with delicate and
sophisticated problems, internally and internstionally. Can do, if
reslistic and bard-headed in seeing new world conditions and realizing

approaches to national problems 5o long anachronistic

and doomed to fellure - successful public policy making in demoerscies
is hard - but quite achievable - end surely desirable -  shows
that public opinion can understand and support wise public policies in
econcmie field ~ but only if facts are clearly jyresented, alternstives
frenkly discussed and ehoices couragecusly mads.



DRAFT : Mar. 11 1968
Irving 8. Frieduan

You will recsll that I bad said I would like to gubmit to you some
further thoughts on possible content of the Grand Assize. In this
conneetion I have looked again at my memorandum to you of December 29,
1966.Although it is addressed to the question of the content of a possible
international eonference at the highest political level to reconsider develop-
ment finance, I believe that the material contained therein is still relevant
for the Grand Assize proposal. For convenience I am attaching a copy. 1

will not try to repeat what is contained in the attachment.

Following are some additional comments which might be useful:

This exercise would eut scross much of the material under other captions
put is distinet in itself, It would first try to answer such guestions as
what has been the experience of the past twenty years ~- has aid been, on
balsnce, & fallure or a success -~ to what extent has development efforts
been helped or hindered by the existence of aid -- why hasn't more progress
been made -- why haven't the developing countries been able to do more in
mobilizing and in effieiently allocating resources - how might the
deficiencies and techniques be overcome in whole or in part?

It would also inelude an analysis of how far the policies of donor
countries have been smmemxsfuk for the success or failure of aid, including
such terms as tying, continuity, ete. It would probably alsc want to say
something about aid coordination. As for the future, it could address
itself to such questions as why give aid -~ how %o give aid -~ how to
measure aid -- how much aid should be given ~- terms and conditions of

aid, ete,



Of growing interest is the role of aid as an influence on internal
development performance.

The evaluation of past performance whether on the project sector or
national level is one of the large gaps in our understanding of the
development process. It is quite conceivable to establish machinery for
doing this. An exercise like Grand Assize might help identify hov useful
it would be to do this and how far it wmight go.

ng_~= Content and Exegution
There is considerable controversy ss to the usefulness of development
programuing and how it might be improved. This needs careful analysis not
only of the content of programs and how they have worked out, but alsoc why

2,

they have not developed along anticipated lines -~ how they might have been
improved ~- how pest mistekes might be avoided, ete. There is general
agreement against unrealistic planning but planning or programming of
development is likely to endure as & mechanism of economic analysis and
policy making even though at present it is experiencing many of the ills

of infaney.

3. Developme

There are certain major lssues in development lending as distinet
from aid which could be usefully evaluated. These include program -v-
project lending -- local cost finaneing -- prineiples for alloeating
limited funds among recipients -~ techniques in sector and project allocation --
the uses and linmitations of cost benefit analysis and development lending
as a leverage for good development performance, particularly the inter-
relations of some of the issues mentioned before with the question of

how to obtain better development performance.



This issue has become increasingly more important and more difficult.
It might be quite useful if it eould be discussed divorced from IDA or in
other immediate pollioy questions. However, if the formula found for IDA
proved generally accepteble, particularly in the U.5., it may provide
a way by whieh to handle this problem at least for the forseeable future.
5.

Hew mechanisme should not lmply new institutlions but rather how to
use existing naetional and international institutions in different ways,
@.8., financing buffer stocks, supplementary finance, debt renegotiations,
links between new sources of liquidity and development aid, special taxation
for financing development ald, tax concessions for private investments in
LDCs, ete. Closely related are such questions as future role of suppliers'
credits and possibilities of more extensive cooperative and coordinated
efforts, such as Joint finencing.
6. viece on Deve t

For a variety of reasons developed countries and international
organizations give advice to LDCz about their development plans and related
polieies. In retrospect how sound has been the advice given ~~ has advice
given been founded on economic knowledge snd thinking -~ how could it be
improved? How much does the world spend resesrching the development
problems of the LDCs -~ of what is spent how much is used by LDCs in
recognizing and finding solutione to their provlems -- would more research
on development problems be desirable -~ 1f so how should it be done, directed
end finenced -~ how should research results be gotten into productive use,

ete.



Mr. Cavanaugh and Mr. Hulley March 11 1968
Irving €. Frieduan

Mr. Hirsehtritt of the U.8. Treasury telephoned to inguire about
two matters regarding ldentifiable programs in the U.S.

(a) Is there any explanation for the fluctuations in identifisble
procurement, particulerly in recent months, and

(») Way has it been so low very recently.
He said they were interested in having not merely a statistical
presentation of the facts but some analysis of why 1t hed occurred,

I told him I would refer the problem to the twe of you but am, of
course, interested in the answers to these gueries.

ec: Mr. mp‘p



r. George D. Voods Mareh 11, 1968

1 presure that you have been informed of the informetion ecoming frowm

ion in URC regarding discussions on Supplementary Finanse. It
seemp that the techniesl meetings hsve been finished and mow the back-room
werk has begun in earnest.
I

get the impression that the lipe-up iz about the same, some
developed countries, e.g. Hveden snd The Hetherlands, plus the LDC's,
vigerously supporting, some developed countries giving it s kind of wvorrled
support (of whieh the U.XK. would be the outstanding example), and Jepan,
Germany, France and the U.8. continuing to reise questions and technicsl
The underlying problea is, I believe, that the Hcheme would cost

i

In the past the Jermmns end Japanese were mostly concerned about the
eal problems imvolved usimg export projections and relating financisl
commitments to such export projections. They seemed to believe that it
neant an open-ended commitment on the amount of finaneial support which a
country might reeceive. The Frenmeh had stressed the Commodity Agreement
approach as an alternative to supplemsniary financs, which they repeatedly
stated represented an attempt to deal with internaticonel economie problems
through the use of the price/market mechanism instead of imternational

regulation of markets - price fixing in the consuming countries, producer
econtrols in the exporting countries, and international asgreements to obtaln
coupliance. The Americans have kind of floated around expressing wonder
about what should be imcluded in poliey pacheges and veren't there other
uncertainties facing the developing countriss that ought to be considered.

%

In this counection I wae particularly {sterested syself in the state-
ment of the Ieconomic Commission for Afriea. lDespite my natural biss, I was
surprised at thelr enthusisstie support for the supplementary finence schewme,
as it is thelr pert of the world whieh is talking most sbout commodity
arrangeneats in addition to the Frenech.

I am attaching an extraet of the stetement made hy the spokesman for
the Eeonomic Commission for Afriea at the Plemary session in Delhi.

Attackment(l)
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scrieme for Supplementary Finsucing i being planned on a relatively

modest scale, our member countries auiach tae girealest importa

To it as a means of providing them with greailsar securiiy.

It would ia any case take maay months o g0 tarough
the necessary organisational sveps towards the cotanlighment cf
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scheme of Supplementary Financings. This pericd o waiting sbo
e Iurther leugthened by a failure of the prasent Ceaference 1o

.greée on the principle of establisbing the scheme. sgeond Ly
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would appear thav enough work has been done for tis swiferatice
2 able 10 agrce on the priacipal features 2 sie oohems Loy
Supplementary Financing. Thirdly, uwne Conierence saculld be
LE0u0 a vime-table for the astablishment of the ma¢nicgry fop

administering the scheme, iacluding = time-table for the disrissior

L0 Work out solutioms to tae Iaw rencining teehnlisal problens.
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March 11 1968

Dear Helen,

It was very nice indeed to hear from you again after
all these years. I am glad to know that you are enjoying
your new activities.

Thank you for sending me your recommendation on Mr.,
Cedric Nathan. I am bringing this to the attention of
others as well. You may be sure that he will be given the
fullest consideration.

I have been enjoying my new sssignment. It has meant
going back to the kind of pressure work remingsent of the
early days of the Fund. I appreciate very much your kind
remarks about me. If I may indulge in some self-flattery
may I say that the testimonial which I have valued the most
in my professional work was written to me by Mrs. Austin
Shannon after Austin died. According to her letter, Austin
had said the night before that I was the one person in the
Fund on a senior level with vhom he could disagree and still
be friends. I have tried to keep this as a model in my
work in the Bank as well.

Perhaps if you do come to the Annual Meeting we can
engage in some sentimental reminiscing!

With watm regards,

Yours sincerely,

Irving 8, Friedman

Mrs. Helen Thompson

The BStandard Bank Limited
10 Clements Lane

Lombard Street

London EC.W

England
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Mareh 11 1968

Dear Wr. Dizon,

Thank you for your letter of March 1 and your kind
action in reserving secoumcdation for my wife and I at
the Iun on the Park. I will advise you as soom as I am
aore cartaln of my ayrivel time and flight nusber.

For oy talk X am thioking of a title such ae Some
Key Aspects in International leonowmic Relatloms. If
this doea not seenm sultable fron your point of view,
would you zindly let me huow. I aball pobably avoid any
lengthy cosments on devaluation and iaterustionel ligquidity
in wy speech becasuse ol the Jdelicacy of these subjects at
thls moment. I'm afraild that no matter what disclainers
I malie, ny nearly Sventywiwo jear associubtion with the Fund
and the Hank will couse llisteners to take sny coumments as
"official". Rowever, I'll keep youwr iuterssts iz mind and
do my best.

I aa looking forward with pleasure o meeting with
you and your sssocistes.

Youre singerely,

Teving 8. Priednan
The deonomile Adviser {o the Fresident

Mr. Keith G. Dixon

General Manager

Canadiay Importsrs Associatioa Ine.
2249 Yonge Strest

Toronte T, Cenada

ec: Mr. Pryor

F
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Mr. Cevanaugh and Mr. Hulley March 11 1968
Irving 5. Friedman

Mr. Hirschtritt of the U.8. Treasury telephoned to inquire about
two matters regerding identifisble programs in the U.8.

(a) 1s there sny explanation for the fluctuations and identifiable
programs, particularly in the last six months, and

(v) ¥Way has it been so low.
He said they were interested in having not merely a statistical
presentation of the facts but some analysis of why it had oeeurred.

I told him I would be referring the problew to the two of you but am,
of course, interested in the answers to these queries.

ce: Mr., Knapp



Mareh 11 1968

Dear Denny,

Here is a list of names which might
be useful.

I am leaving tomorrow night for UNCTAD.
I do hope that it manages to aceomplish
something construetive. It is easy enoggh
to understand why the Conference is finding
it so difficult to be even a modest success,
but I think another failure would make
even more difficult constructive progress
in the future.

With werm regards,

Yours sincerely,
Irving 8. Friedman

My, Denis Hudon

Asst. Director General
External Aid Office
Ottawa, Canade



Mr. Andrev Ksmarck Mareh T 1968

Irving 8. Friedman

I do bvelleve the time has come for a study on the economics
of import subsidization as a basis for Bank poliey attitude on
its own activities end on giving adviee to vurious coordinating

groups.
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Irving 8. Priedmen
Favorsble Effects of IBED and IDA Administrative Eipenditures on Balance
of Payments

o

In the light of the continming U.8. conceru about the balance of payments
effects of IBRD end IDA operations (as well as the nev conecers with tourist
expenditures) it may be useful to consider the positive effeets of IBRD and IDA
asdrinistrative expenditures for salaries, consulting fees, travel, and other
ALpEnses

1. Avout BOZ of IBKD and 95% of IDA administrative expenses are estiwmated
to be in the linited Stetes and the remsinder in other countries.l/ Alomg with
other international organizations here, the World fSank Oroup is classified as
foreign in U.S. statistics on the balance of payments.Z/ Thus the IERD and IDA
disbursements which are used te buy goods and services in Washington and else-
where in the U.B. constitute ssrnings of foreign exchange by the U.3.; they are
a poritive item in its balance of payments.

2. The largest item inm the Bank's total aduinistrative expenses iz payments
for personal services; in this category virtuslly all salary payments to Bank
staff stationed in the U.5. benefit the U.l. balance of payments, Another large
iten is travel expenpes; they are &t worsts 'newtral” fastor when foreign carriers
are used and surely a positive factor to the U.5. balanee of payments vhensver U.5.
carriers sare used; bLecause most of the international flights of the Bank staff
originating in Washington are on U.2, earriers, s large part of the Bank's travel
expenses constitutes a positive econtribution to the U.3. balance of payments.
Other lsrge items which contribute positively to the U.85. balance of peyments are
for U.8, consulting services t¢ mesbere, training prograss, U.Z. bond issuance
costs, staff benefits and office occupsney. These figures are not “large”, Dut
they are not insignificant. For example, they are more than 50 percent of any
balance of defieit impmet likely to have been felt from the proposed $400 million
poa. IDA replenishument, even without any balanee of payvents safeguards!

3. IBRD and IDA expenditures in other countries heve no direct effect3/ on
the U.B. balance of payments, as they are considered to be transactions betwveen
foreigners. The direct effeet on the U.8. balance of payments of Baenk operations
in, for emample, Mexico is as neutral as Cerman operations in Mexico. Thws,
expenses of the Bank and IDA im other countries for visiting or resident misesions
do not affeet the U.3. balange of payments. (Of course, they do favorably affect
the balances of payments of the other countries concerned.)

4, A nmore detailed analysis from this viewpoint of sdministrative expenditure
eould be made, if believed useful.

1/3ee attached table.
2/Published guerterly in the Swurvey of Current Dusiness, U.S5. Department of
Commeres.
3/1a U.5. balance of payments statisties, sceount is teken only of direet or
"first-round” effects of a transaction. The estimetion of indirect effects
resulting from the original transaction is considered too uncertasin to be
used in statistiesn.

ISFriedman/JHulley/WMaane: rgw



1962/63 18 16 2
1963/64 21 18 3
196k /65 o8 2
1965/66 s 28 7
1966/67 W n 9

ytmm payments for consulting serviges to mevber countries,

and bopd isguence and other financial costs.

Internetional Finases Division
Feoonomics Department



March 7, 1968

Dear Mrs. Moleal:

Thank you very much for your help in arranging
the reception last night for the S.I.D. participants.
Many people expressed their appreciation of the

excellent arrangements.

Sincerely,

Irving 8. Friedman
The Beconomic Adviser to the President

Mrs. Mae W. McNeal



I.G. PATEL HARCE T 1968
MINISTRY OF PINANCE

ISDIA

BPTAYING ASLCKA LOCKIRG FORWARD SEFING YOU WARM REGARDS

iBVIRG

Irving 8. Frieduan
Office of the Fresidemt



RAUL PREBISCH HARCH T 1968
BEW DELEY FULL RATE

IHDIA
ARRIVING WEW DELIY FPRIDAY PIPTEEVER PROBARLY 2

WIPE (ST0P) HOPL BARLY CHANCE TO SEE YOU MARN RECARDS

FRIJEDMAN

Irving 8. Friedman
Office of the President



REW DELLI
FULL RATE

TapLa

HO. 18 TOR XARAGE

EXPLCT ARRIVE NEU DELET PHIDAY PIPTERNTH DOAC TOO AT 0420
PROBABLY ACCOMPANIED BY MY WIFS (O7T0P0) WOULD APURBCIATE YOUR
ALSC IEPORMING QITMARTIE ABD CONFPIRMING ASHOKS KESENVATIONS (070P)
BOOKED TO RETURN MANCH 23 (920P) TUANKD

PRINDWAL

Irving S. Friedasan
Offiee of the President



INTBAVRAD HARCE T 1968
Loldih g

ENGLAND

NG, W

BAPECT ABRRIVE LONDOY 'THA TOX WEDOESDAY THIRTERETE 6908
WiFs
STAYINCG LROWE™S (L90F) MY/WILL PROBABLY I8 wits uE (£20FP)

RESERVATIORS T0 LEAVE THURGDAY DOAC 760 AT 1330 FOX DELETI RRUARDS

FRIERAN



Dear d¥r. Both:

Thank you very much for your help in arranging
the reception last night for the S.I.D. participants.
Many people expressed their appreciation of the
excellent arrangements.

Sincerely,

Irving 8. Friedman
The Economle Adviser to the President

Mr. Cornelius Both
Dining Room Manager



Mr. Melemara Mareh 5 1968
Irving 8. Friedman

Attached hereto 1is a letter from & Dr. Ueorge Szego, together
vith enclosures which I was asked t¢ bhandle omn your behalfl.

I am also attaching my reply. It seemed best to keep it non-
comaital,

In the weantime T have taken the liberty of having s few of

the staff, ineluding myself, read the sttachments in case you
would like to have any comsents from us on them.

Attachnents
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MAR 7 - 1959

Dear k. Horile,

1 have Just received the copy of the
English treaslation of the panel diseussion
held Letween Pyofessor VWaklmura, Frofessor
Tachi, and yourself.

I an suwre I will find 1t smost stisuleting
and look foxwsrd to reading 1t.

Yours sinecerely,

{Signed) George D. Woods

George D. VWoods

¥r. Zhigeo Horile

Yresident

The Japan Institute for International
HStudies and Trainiag

Tokyo
Japsn

ISFriedman/dn
Mareh 6 1968



Mareh T 1968

Dear Mr. Horie,

Thank you very much for sending me a copy of the.
English translation of the panel discussion held between
you and Professor Wakimura and Frofessor Techi.

I was particularly interested in your suggestions
for the ersation of & world central bank with full-
fledged power to create internationsl credit. I see
that you appreclate some of the practical difficulties
in the establishment and functioning of suech an institution,
80 need not repest them.

For me, at least, the basic question 1z how far the
international community is prepsred to go in collsborating
on international mounetary affaire. My own personal view
ia that if they are prepared to collaborate, nuch more

. ¢sn be done within the framework of the International
Monetary Fund, which would go a long wey in the direction
of creating s world eentral benk, including obtaining the
knowledge and experience neaded to establish o world
central bank.

My wife Joins me in sending our warmest regerds,

Yours sincerely,

Irving ©. Priedman
The Peonomie Adviser to the President

Mr. Bhigeo Horie

President

The Japan Institute for International
Btudies and Treining

Tekye

Japan



M, Lars Lind March T 1968
Irving 8. Friedman

IDA Press Release

Please note the suggested changes. I would like to be
informed before the document is finally agreed if these
changes are not acceptable.



March 5, 1968

Dear Mr. Rey:

Your letter of March 1 has been referred to me.
As you may know Mr. McNamara is at present away from
Washington and is not expected at the Bank until about April 1.
I will bring your letter and attachment to Mr, McKamara's
attention when he arrives but, in the meantime, I hope you
do not mind my teking the liberty of reading your letter to
the Chairman of the Joint Economic Committee.

Sincerely yours,

(signed) Irving 8, Friotimeny

Irving 8. Friedman
The Economic Adviser to the President

Mr. Andrew Rey
Lyndell Farm

R.n. 2

Downingtown, Pa. 19335



Mr., McHamara March 5 1968
Irving 8. Priedmen

Attached hereto is a letter from a Dr. George Szego, together
with enclosures which I was asked to handle on your behalf.

I = elgo atbtachlng »y reply.
In the meantime I have Laken the liberty of having a few #f

the staff read the sttachments in case you would like to have sny
comments from us on them,

Attachmente



Mareh 5 1568

Dear Dr. Jzego,

Your letter of iareh 1 1968 has been
referred to ne.

As you nmay hnow, Mr. MNelamsrs ie at
rressat wot in Washinglon and is vot expected
to be at the Yorld Pasnk until about April 1.
I will, of course, brinms vour letter and ite
attachnents to hls attentlon when he aveives,

Yours sineerely,

Irving 8. Priedanan
The Eeonomie Adviser to the Prasident

Dr. George C. Ssego
Orkwood
Warrenton

Virginia 22186



DRAPFPT
March 5, 1968
To: Mr. George D. Woods

From: Irving 8. Friedman

Subject: Economic Work of the World Bank Group

Apropos our conversation at lunch yesterday, I think that the attached
memo still represents an up-to-date statement of the Economiec Work of the Bank,
including the resxponsibilities end activities of The Economic Adviser to the
President. Since then the more important chenges have been:

(1) The establishment of economiec working perties to review carefully all
economic reports. These economic working parties are composed of the economists
in the Area Department concerned and wmembers of the Econom ies Department.

(2) Inereasing the use of special meetings of the Economics Committee.

Within the last two weeks we have had special meetings on Yugoslmavia and Senegal.
These special meetings are convened when it is believed that a full-scale review
of a country's economic situation and performance by the Economic Committee is not
necessary. They are attended by members of the Area Department, Economics
Department and, where the Projects Department has been involved in the economic
work, members of the Projects Department. They are gmall enough to be held in
ny office and are proving to be most useful.

(3) The sppointment of Johan Adler, as, in effect, my deputy, for ensuring
that the judgments of the Economic Committee are implemented in the day-to-day
work of the Bank, including the Economic Section of the President's Report and

Recommendations on loens.



saveh $,1968
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Irving 0. Friedoan



March 5, 1968

Mr. Levy 863

Can you help with this, please?

Irving 8. Friedman

(Letter from Reuber of Univ of Western
Ontario of March 1 requesting paper on real
cost of tied aid.)



March L, 1968

My dear Shenoy:

I acknowledge receipt of, and thank you for, your letter
of February 15 and its enclosures entitled C ts on Sh
G.L. Mehta's Paper "Development and Foreign Collaboration. I
must say that your comments on Mr. Mehta's Paper are interesting
and thought provoking.

1 shall not now be arriving in Delhi until Mareh 16. Perhaps
we shall see each other there. In any case ean you leave me a
note on how we might get in touch.

Sincerely,

Irving 8. Friedman

Mr. B.R. Shenoy

Director & Professor of Beonomies
University School of Bocial Belences
Gujarat University

Ahmedabad 9, India



Mr. R.A, Clarke March 1, 1968
Irving 8. Friedman

Mr. Sismanedes

You will be hearing from a Mr. Sismanedes. I gather that you
know sbout his interest in possible employment in the Bank.
Mr. Knapp and I have discussed this, and agree that the best

next step would be for him to see you. I have so informed him.



Merch 1, 1968

Mr. Graves 8uT

Thanks for the opportunity to comment
on this speech. I think it is quite good.
I would appreciate your noting the suggestions
T wve made.

Irving 8. Friedman

(rehashed version of Mr. Woods's UNCTAD
speech as a basis for S.ID Tenth Anniversary

meeting next month. )



Mr. Aron Broches March 1, 1968
Irving 8. Friedmen
"A S of Decision-Making ernational Menagemer

Pursuant to our telephone conversation I am sending you a copy of
& memorandum which was sent to me by Professor Aliber of the University
of Chicago (ﬂ&fﬂh—m been sent to all the partiecipants of this Conference
to be held on June & and 9 J for help in the preparation of more or less
comparable papers. I would appreciate very much the assistance of some-

one in your Department on the legal aspects.



March 1, 1968

Mr- B. King 600"A

You may find the attached of interest.

Irving 8. Friedman

(Mr. Budhoo's memo of February 20 on "The
Development of Criteria for Allocating IDA
Resources: Synopsis of Forthcoming Paper.")



Deer Mr. Queenmn,

Thank you very much for sending me the
article The Great Money Controversy which I
have found guite interesting. I think it is
wost uwseful to try to help enlighten pro-
fessional sccountants on these lmportant
matters.

I have found myself in agreement with
wuch of what is written but perheps would
have glven somewhat less stress to the il
portance of short-term credits and so-called
ligquidity for the developing countries. 1
might have placed somewhat more emphasis on
the needs for long-term funds for caplital
investaient. liowever, this is just a matter
of emphesis and I found the article guite
useful and am eirculating it to the
sppropriate pecple in the Bank.

Thank you for your kind remarks on my
retirement.

Yours sincerely,
George D. Woods

Mr. John H. Queenan

Hashins and Sells

Certified Public Accountants
Two Broadway

Hew York, H.Y. 10004

ISFriedman:dm
March 1 1968



Mr. Antonio J. Macone March 1, 1968
Irving 8. Friedman

Wheat Agreement

I would appreciate it if someone in the Iconomics Department could
let me have a brief note on the Wheat Agreement stating: (a) its essential

features; (b) how it is operated; and (c) its present status.
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Mr. R.A. Clarke March 1 1968
Irving 8. Friedman
PROFESSOR RAYMOND MIKESELL

I would like to take on Professor Raymond Mikesell of the
University of Oregon tc work with me on two problems during the
summer months. I haven't tried to find out whether this would be
for twe or three months. It would depend on Professor Mikesell's
time availsbility and any vacation plans he wmay have.

The two matters on which I would like help from hiu are:

i, Ihe development of performance eriteria and their practieal
spplication in the work of the World Bank Group, end

2, The relation between import substitute techniques and the
improvenent of produetivity or efficiency im the LDCsa.

Professor Mikesell is an outstanding authority in the field of
international finanece and Sevelopment, and we have dlscussed these
subjects 2 number of times. I would like to see him develcp some of
his thinking within the framework of some of our Bank problems end
Bank envirenmert in the hove that we weuld unot only get a definitive
plece of work from him durinz the summer, but that he would have a
general impact on Pank thinking on tuie subjeet and perhaps suggest
wvays in which our own work might be irproved in the course of our
regulsr sctivities.

I know that he has s number of cutetanding offers, ineluding a
nwtber in Washington, e¢.g., The Nationel Planning Asgociation, but
I think I could attraet him to the Bank 1f we asgted promptly. On
salary level I think he would be in about the seme category we would
pay sonmeone like Isajah Frank.
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March 1 1968

Dear Dean Little,

Thank you for your letter of February
20. At present July 31 looks clear and
we'll go ahead on the assumption that this
date 1s now definite.

1 enclose a glessy picture and the
biographical sketch you requested.

I have been giving some thought to my
lecture and suggest a title The Developing
Countries and the Need for a Hew Economic
Philosoply .

Yours sincerely,

Irving 8. Friedman
The Beonomie Adviser to the President

Dean J.R. Little

Associate Dean of the Faculties, and
Chairman, Summer Lecture Beries Committee
University of Colorado

Boulder

Colorado 80302
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'rebrunry 29 1968

Dear Mr. Townsend:
As promised, I attach a biographical
note to include with the artiele on

Supplementary Finance for Finence and
Bevelgmt .

Irving 5. Friedman

Mr. R.B8. Townsend
Fund - 5hd
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February 29 1968
PERGONAL

Dear Gil,

Just a brief nole to say that you might be telephonmed
by & Mr. James Jennings who expects to be in New Delhi from
around April 16 to 20. Jim is & friend of mine who is the
prineiple staff member of the Catholic Bishop8?® group which
bhes been set up in the U.8. to work out weys and means of
obtaining implementation of the Papal Eneyelical on The
Development of Peoples. I have worked closely with this
group and have tried to be as helpful as I could.

Jim comes from American business - the steel industry -
but at consldereble personal sacrifice is now devoting himself
to these activities. He is traveling around the world togget
a first-hand look at poverty and sewe of the things that are
being done to cope with it.

I hoped that you might find the time to chat with hin
and perhaps give him some background whieh would enadle him
to understand better what he sees and vhat people tell him.

I do hope you are enjoying your stay in New Delhi.

Yours sincerely,

Irving 8. Friedman

Mr. Wm. Gilmartin
IBRD

P.0. Box 416

New Delhi

India



February 29 1968

Dear Ken,

I hope you don't mind my dictating this letter to-
Daphne instead of writing personally, but it will get
done much faster!

We have taken steps to put Mr. Adems on the Bank
mailing 1ist. We are not doing anything further about
your library until we hear from you as to what the
reactions are to the material that you have been recelving.
I still have that collection of material for you which
you might drive back with you when you come home next.

If there is an urgent need for it we could mail it, but
it is fairly bulky.

I have elso spcken tc Andy Rice and he will be
writing either to you or Mr. Adams or perhaps both, about
the formation of an SID chapter. He was very pleased to
hear about your talks with Mr. Adams.

Tell Mr., Adams I would be very pleased to talk to
his classes at Earlham. Perhaps when you get an SID
chapter set up I might come and talk to that chepter.

I do visit, from time to time, academic institutions,
giving then the dubious benefit of my experience in these
metters.

My, Kepneth Friedman
Earlham College
Richmond

Indiana



