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INIERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR ! INTERNATIONAL FINANCE
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATICON

OFFICE MEMORANDUM e

TO: Mr. E. Stern, Senior Adviser, DP DATE: April 4, 1973
FROM: Alexander Stevenson, Director, DED

SUBJECT: Research Committee Submissions

Will you please note that this Department will be submitting
requests to the Committee totalling $474,250 later in FY74. Present
estimates of the breakdown by subjects are as follows:

Total Time of

Cost FY74 Presentation
Urban and Regional 74,250 49,250 Sept. 1973
Population 50,000 30,000 Sept. 1973
Rural Development 120,000 60,000 Nov. 1973
Public Finance 100,000 35,000 May 1973
Nutrition and Health 80,000 35,000 Nov. 1973
‘Education 50,000 20,000 ° Sept. 1973

Total $474,250 $229,250

] =======

Supporting information is attached for the proposale eon Urban
and Prodongl Sf“dies{ Populstion Pelfcy @af Husnl Devalamgian. Mot 3w e
and Health. I will forward more information on Fducation proposals later;
discussions are still in progress on the final shape of:such proposals.

The pipeline for research proj%cts appears to be large in rela-
tion to the budget. Not all these proposals will materialize during FY74
but it is hoped that many of them will be ready for implementation in the
fall or towards the end of calendar 1973.

»
[

Attachments *

cc: Members of Research Committee
cct Mr. Gulhati

Mr. Hawkins

DED Division Chiefs

Mr. Ray

(34
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TO:

FROM:

SUBJECT:

INTERNATCHAL DEVELOPMENT | INTERNATIONAL BANK FCR | INTERNATIONAL FINANCE

ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION
OFFCE MEMORANDUM
Mr. E. K. Hawkins e DATE: April 4, 1973

Jyx/'r
Douglas H. Kearedﬂi’ ‘

Research Submissions - Urban and Reéional Economics Division,
April - August 1973

This is our first brief reply to your request for information.
As 1 indicated to you over the phone on Friday, a considerably more detailed
explanation/presentation will go to Mr. Ray before the end of the week.

Funds required Total required

Item Status in FY74 for new projects
1. Models of Internmal RP0240 None 1/
Migration To be completed by
6/73
2. Urban Data Needs RP0241 None 1/
of the IBRD To be completed by C
6/73
3. Urban Public Finance RPO270 30,000 L/
4. Site & Services None 2/
Monitoring
5. The Labor Market in Already presented to 19,850 28,750
a Rapidly Growing Research Committee
Urban Area (with - .
P&HRD) E
6. Urban Land Use/ Under preparation - 19,250 19,250
Policies will be ready’ "
July~August 1973
7. Urban Low Income Under preparation - 20,000 40,000
Housing will be ready
July-August 1973
8. Intermediate/Medium Under preparation - 10,000 15,000
Sized Cities will be ready July-

August 1973

1/ This is on the assumption that we will not be asked to stretch out payment
on certain items, in effect postponing them from FY73 to FY74. This will
be dealt with in my note to Mr. Ray.

2/ According to the agreement between Messrs. Baum and Stern, the FY74 require-
ment (a total of $21,500 as presently estimated) will be covered - in equal
amounts in the budgets of the DED and the UPD. This is the case at present,
i.e., we have each allowed for $10,750 in the Departmental Budget submissions.
If these are not retained in the final budget, we will have to come to the

Research Committee for a portion of the necessary funds.

4 . N



Research on Pogplation Policy

f

It is intended to initiate research on questions of population
policy during FY74. Such research will go beyond the present work on com—
parative aspects of family planning but is closely related to it in that
the basic question under consideration concerns the demand for family plan-
ning services. If it were possible to identify the factors determining the
demand for such services, it might be possible, by appropriate poliecy instiu-
ments, to influence fertility decisions, encourage the greater use of facilities
now available for family planning services, and design better delivery systems
for such services in the future.

Population policies operate by singling out one or other possible
motives for wanting children and then trying to cffset or influence such
motives by appropriate actions. Most attention has been concentrated so far
on the provision of appropriate incentives. These incentives may be in kind
or in terms of monetary payments, but they may also consist of the removal or
the amelioration of conditions which encourage large family size. The most
frequently mentioned case is that where child mortality is high so that parents
attempt to over-compensate for the loss by infant mortality by a large number
of pregnancies. This is to ensure that a minimum number of children survive
to adulthood. This hypothesis is clesely linked to the further idea that
children are also desired for insurance purposes, to provide a family labor
force and to protect and maintain parents in their old age.

The nature of the enquiries involved in such population policy research
will necessitate the use of interdisciplinary techniques dnd almost certainly
the carrying out of surveys in the field. It may, however, be possible to make
use of the findings from other forms of field research, including sociological
and anthropological enquiries. It may also be desirable to set up enquiries of
an experimental type designed to test out hypotheses concerning the links between
mortality and fertility.

The various options and possibilities will be explored in depth as &
first step, with the intention of designing enquiries which will either analyze
material available from other field work or will propose the collection of
original data. As far as possible this work will be done in collaboration with
local research institutes. At this stage it is not possible to indicate more
than an order of magnitude for the funding of such work, which may well be able
to tap outside sources of funds. For the purposes of considering priorities,
however, an amount of $50,000 in FY74 might be appropriate.

Population and Human Resources Division

2 April 1973



EXPECTED BESEARCH PROPOSALS FY74

Rural Development Division

Costs Exp. Date

Total Y74

(000)
1. land Tenure Latin America 55 55 Submitted

(See Proposai)

2. Yugoslavia Smallholdexr ’ 32 32 Submitted

(See Proposal)

3. Malaysia: Consumption, Savings, and Investment
Patterns in the Rural Sector (Proposed) 50 20 . November 1973

Consumption, savings, and investment behavior
of different income and socio—economic

classes of rural people will be examined,
making use of existing studies and by par-
ticipation in a special survey. The patterus
of consumption etc., likely to emerge from
different distributions of income will be
studied. The implications of these findings
for different investment programs, tech—
noleogies, and organizations will be considered.

4. Africa Rural Development Study ' 70 40 November 1973

As analysis of the project reviews and the
sector survey experience proceeds, it becomes
increasingly clear that several types of
further studies of the current Africa Rural
Development Study would be useful. These
might include further project reviews, in-
depth case studies of some situations, some
pilot projects, country studies and country
comparisons.

5. Nutrition Policy Research 50 20 November 1973

We are currently proceeding with a group of
consultants to identify research areas and
proposals. The list of areas under con-
sideration includes: Nutrition and pro-~
ductivity; nutrition and fertility, social
and economic determinants of malnutrition:
cost effectiveness of different programs;
effects of agricultural programs and price
policies; delivery systems.

3 April 1973



New Research Project on 3Benefits of Public Expenditures

This is an advance notice of a study in the making. The Public &
Private Finance Division expects to submit 2 research project entitled
"Benefits of Public Expenditurs" in time for the May meeting of the Research
Committee. As a rough  order of magnitude, the ecost of this project may

be about $100,000-5120,000; about 33 rpercent for expenditure in FY197L and
the rest in FY1975.

2. The project aims at testing the feasibility of making significant
improvements in the analysis of public expenditures in Bsnk ecoromic reports,
particularly from the standpoint of the redisiribution objective. It is
hoped that individual case studies under this project will be integrated
into the framework eof economie work under the country-concentration program.
In this way, it will be possible Lo use the findings of this project for
defining new strategies and for examining the trada-off between the growth
and the equity objectives. However, the possibility of undertaking case
studies outside the country-concentration program should not be ruled out.

3. Improved anzlysis of public expenditure reguires solutions to
several conceptual problems:

-~ How to attribute benefits of "collective" poods to the
population in different income brackets?

- How to define what constitutes the optimum distribution
of public investment outlays as between inceme classes,
taking account of the availability of complementary in-

5]

puts to Fndividuals in various inocome classes?

- How to assess the degree of substitution between public
and private outlays on goods and services fgiling under the
heading of "merit wants" (education, health services, ete.)?

- Other problems as yet unidentified. <

die In addition, improved analysis of public expenditure requires a
massive effert to build an appropriate.data-base. Meaningful statisties

on public expenditures are sevebely lacking or defective. Functional break-'
downs of public outlays do not exist in most of the daveloping countries;
where they do exist, categories &re rarely comparable; in the majority of
cases, data are limited to the centradl governmment transactions only; and
not much progress has been made in relating publie expenditures to total
expenditures in various (especially social) sectors. The "Government
Financial Statistics" program of the IMF, which will collect data on a
systematic end continuous basis, is not expected to generate data on the
functional breakdoun of expenditures in the next year or two; even when it
will, the coverage will probably be limited to the central governments only.

B The project will concentrate on a carefully selected group of
about five countries at different levels of development; different gzograph-
ical regions, ard administrative systems. Bank interest, DPS country con-
centration and the availability of local research capacity will be additional
factors in deciding on the final list of countries. The project will bs
carried out in three phages:
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Phase I: Work on method of approach and data systems -
July .1, 1973-December 31, 1973.

Phase TI: Country case studies: data colleciion, processing,
and analysis - WJanuary 1, 197L-December 31, 197L.

Phase III: Comparative studies and policy papers -
January 1, 1975-June 30, 1975,

Phase I will be undertaken by the Division staff with the help of a consultant.
Phase II will be contracted mostly to loeal institutions or consultants.
Phase III will be carried out jointly by Division staff and consultants.

&. During the first phase, the literature, on-geing research, and
existing data sources on the distribution of public expsnditures will be
reviewed; the conceptual issues (see paragraph 3) will be addressed; the
format for data collection will be prepared; the outlines of analyses will
be drawn; the countries to be studied will be selected; and the institutions
(or consultants) to be sponsored will be identified. This will be done by
the Di;ision staff with the helv .of a consultant (budgeted in the Division
budget).

7. The details of the information to be collected in the second phase
will be fimlized as the result of Phase I work. It is, however, expected
that the concentraticn will be on the following sets of data:

(a) distribution of public expenditures,
(b) distribution of the resources of financial institutions, and

. (e) distribution of social expenditures (e.g., health,
education) in the private sector.

Public finances will include the general govemment (central govermment,
local government, and extra-budgetary funds) and the public enterprises.
Financial institutions will include the' central bank, banking system, and
the other financial entities. » All the social expendi tures not accounted
for by the first two categories of institutions will be estimated under
the third heading.

8. The data werk will aim at producing systematic and comparable
consolidatzd totals of resource flows classified by economic use (current,
capital, ete.), by fanctional purpose (education, health, etc.), and by

the type of transaction (transfers, credits, ete.). lost of the needed
details for this part of the study are probably available in the records
of the treasuries or the institutions concerned, but these need to be trans-
formed into meaningful and comparable categories. The estimates of private
social expenditures will have to be put together larpely on the basis of
existing surveys or indicators; however, the collection of original data

is not ruled out altogether. The other part of the empirical work will
involve the study of the beneficiaries of public expenditures. Available
information and new surveys will be employed to thro: light on the relevant
guestiocns.
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Q. The third rhasz of the project will consist of the comparative
analyses of the case studies and the review of poliey implications. The
factors affecting the distribution of benefits from public expenditures and
credit will be analyzed under the following headings:
¢
(a) the relationship between the types of public services

and the characteristics of the beneficiaries from these

services (This will not include cost-bhenefit analygis

of projects.);

(b) the impact of socio-political circumstances and the
institutionzl mechanisn;

(¢) thz impact of budgetary procedures, procurement prac-
tices, etc. on capital-labor proportions in govern-
ment projects; and ;

(d) pricing of gevernment-produced goods and services as
well as interest rates on public credit.

.



Research on Health

There is at present no center in the Bank in which research on policy
aspects of health is being carried out. Some preliminary work along these
lines was initiated in the Population and Human Resources Divisioen in FY73.
This involved the commissioning of a study by Professor Newman which has re-
sulted in a document entitled "A Conceptual Framework for the Planning of
Medicine in Developing Countries'; a revised draft of this paper is currently
under preparation. It addresses itself to the theoretical issues involved
and does not enter directly inte operational or policy questions, although
the findings of the paper are relevant to both areas. Plans to complement
this work by a paper setting out the operational and policy issues have had
to be revised fellowing the reorganization of the Bank and the transfer of
responsible staff to other departments. However, material collected for this
purpose is available, and it is intended to prepare a short paper setting out
the Bank's activities in this field and identifying the issues which will
arise if the Bank involvement in health moves beyond its present level.

That involvement is necessarily limited by the present Bank policy which
states that the Bank does not lend for health facilities per se, although
such facilities have been included in other projects and form in practice a
major part of the population projects carried out by the Bank. Even if this
policy is maintained, there are reasons why it would be desirable to explore
some of the policy implications of health investment in developing countries.
It is increasingly obvious that such expenditures raise many questions of con-
cern in the areas of public finance, and may be of central importance for
country policies aimed at changing the distribution of income and seeking to
benefit the poorer groups in society through varying the pattern of public
expenditures. The objective of possible background work and research on
health investments should be to provide the necessary information and guidance
to the Bank in dealing with questions of investment strategy and policy alter-
natives. In particular, such work should be aimed at throwing light on the
question of what is the least cost way of providing health and related facili-
ties in order to meet the countries policy objectives in this area.

In order to begin to answer these questions, it will be necessary to
examine the present position of Bank activities related to health in order to
identify the key questions which arise. Although the manner in which this
should be accomplished needs considerable thought, one possible suggestion is
given below. This consists of two parts which would be interrelated and in-
volve as far as possible the same staff and consultants. The first part would
involve developing a health planning and research project in a country which is
seeking to improve the quality of its health investments, especially for low
income groups. Such a project would carry out surveys of the health needs of
the low income populations and study alternative methods for meeting those needs
in the most cost—effective fashion. Such a project might well experiment with
various systems of health services. A rough estimate of the cost is $100,000
a year for 3 to 4 years, and it is possible that outside funding could be obtained
for such an experimental project.
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The second part would involve the commissioning of 2 to 3 consultants,
including one on health manpower, to draft pesition papers on the critical
issues that had been identified in the earlier stages. These position papers
would also seek to establish policy alternatives for different types of coun-
tries. One aim would be to formulate hypotheses which could then be tested
in subsequent work if it was felt desirable to do so. This work is tentatively
estimated to cost $30,000 spread over two years. 1t would be carried out in
close consultation with the health planning and research project and the con-
sultants together with Bank staff would act as steering group for that project.
Several different departments of the Bank will need to be involved in order to
ensure the proper balance between the different disciplines involved in health
systems.

4 April 1973



TO:

FROM:

SUBJECT:

INTERNATIONAL DEVELOPMENT I INTERNAT |ONAL BANK FOR ! INTERNATIONAL FINANCE
ASSOCIATION RECORSTRUCTION AND DEVELOPMENT CORPORAT | ON
¥ T, e i.,l‘)r—u/,,_'-@_,k_
)
Mr. E. Stern, Senior Adviser, DP DATE:  April 4, 1973

Alexander Stevenson, Director, DEDr

Research Proposal - Comparative Experiences with Land Reform
in Latin America

1 I have considered the points made in Mr. Avramovic's memorandum
to yourself of March 30 concerning the Department's research proposal on
land tenure and land reform. I wish to suggest the following changes and
present some points of clarification for the consideration of the Research
Committee. These points are generally in line with the suggestions made
by Mr. Avramovic's memorandum and are intended to modify the proposal in
line with his suggestions.

2 I propose a new title for the project, as given in the heading

of this memorandum. This title will reflect more closely the focus of the
study which will be limited in scope to the key topics which are listed in
the document as '"Tentative Hypotheses'". I propose that this document be
used as the basic outline and guide for the study. This will mean in
practice that the study will:- (a) limit any macro—ecconomic analysis on the
effects of land reform to Mexico, where data are more readily available;
(b) stress the development of a simple typology of land reform in terms of
which the comparative experiences can be analyzed; (¢) limit the study to
key land reform processes and problems.

3. It should be made clear that the proposed collaborative research
in the chosen countries is limited to seeking certain kinds of informationm,
to be drawn from studies which are either underway or completed. We shall
not commission these studies but hope to make use of their findings. Apart
from the agreement already concluded with CDIA in Mexico, a tentative pro-
posal along these lines has been discussed with the Fundacion para el

- Desarollo Nacional in Peru. ,Other institutes have been identified in the

remaining countries and arrangements can be discussed with them once a
budget is approved.

4. I have re-examined the proposed timetable of the study and would
propose to make the following changes in order to ensure the availability
of the results of collaborative research arrangements, and to make better
use of our proposed consultant's time and services. The length of phases
4-6 will be extended by approximately two months. If resources are avail-
able to permit collaborative arrangements to be finalized during April, 1973,
I anticipate that the material which will become available from such
arrangements can be fully incorporated into the study by the end of 1973.
To facilitate this, Dr. Eckstein will postpone his return to Israel, as
needed, by up to two months. I also propose to increase substantially

Dr. T. Carroll's participation in the study.



Mr. E. Stern ' : -2~ April 4, 1973

b W In order to be able to implement these changes in timing, I
would like to request an additional budget allocaticn in FY74 of
$5,000.

cc: Research Committee Members
Messrs. Gulhati, Hawkins, Reutlinger, Ray



Titlé
I. 1-
T, 2w

. B

£, A=
PL, =
£%, 2=
ITe. 1=
s O
NOTE &

Financial Summary

FY74 Research Proposals

Economic Development of
East and Southeast Asia

Small-Scale Induslry

Export Development (India)
Capital Utilization Y/

Land Tenure and Land Reform

smallholder Agriculture
(Yugos lavia)

The Labhor Market in
Urban Area

Development Strategies:
N.%. Brazil 2/

TOTAL

been allocated to FYT74.

Total Cost

($,000)

Y1974
Cost¥

52.3
30.0
24.0
69.9
57:3

35,7
28.7
189.0

486.9

In view of budgetary situation, -all FY73 costs have

Revised figure, deleting the Bank staff salaries

included in the budget estimate in the proposal.

The actual project cost without adjusting for the

$15,000 "saved" from RPO 273, as done in the proposal.

March 29,
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Financial Summary

FY74 Research Proposals

Title Total Cost FY1974
($,000) Cost¥
I. 1- Econcmic Development of
East and Southeast Asia 2.3 52.3
I. 2- Small-Scale Industry 30.0 30.0
I. 3- Export Development (India) 24,0 24.0
I. 4- Capital Utilization L/ 132.9 69.9
IT. 1- Land Tenure and Land Reform 573 L5

II. 2- Smallholder Agriculture 35.7 35.7
(Yugos lavia) ‘

ITT. 1- The Labor Market in 28.7 28.7
Urban Area

ITII. 2- Development Strategies: 305.0 189.0
N.E. Brazil 2/

TOTAL 665.9 486.9

NOTE :

* 1In view of budgetary situation, all FY¥73 costs have
been allocated to FY74.

1/ Revised figure, deleting the Bank staff salaries
included in the budget estimate in the proposal.

2/ The actual project cost without adjusting for the
$15,000 "saved" from RPO 273, as done in the proposal.

March 29, 1973
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Summary of FY74 Request for Funds;/

Category ] Request (,000) Of Which
Ongoing New Total Approved
I. Development Policy 296 .3 123.5 419.8 30.0
II. Fiscal Policy - 350 35.0 =
III. Trade & International Finance - P& wid 2.3 &
IV. Agriculture & Rural Development 172.0 258.0 430.0 370
V. Industry 123.2 128.9 282.1 58.2
VI. Transportation 705.02/ 50.0 755.0 35.0
VII. Public Utilities 80.0 102.0 182.0 42.0
VIII. Urbanization & Regional Development (n.a.) 189.0 188.0 -
IX. Population & Human Resources 94.0 53.7 147.7 €3.0
TOTAL 1,470.52/ 1,012.4 2,482.5 265.2

s On a commitment basis. The information is partial and,
in some cases, informal.

27 Including $350,000 for accelerated work on Capital-Labor
Substitution in Road Construction {RPO 226)



Table 2

Expected Request for FY74 Fundsl/

Category & Title*

Ongoing
l. 206:
2 2083
3. 203:
4y 2638=
8« 2693
New
B

i

s

3.

Short Run/Long Run Influences on
Income Distribution (DRC)

Shadow Prices (DRC)
Patterns of Demand and Savings: Phase II (DRC)
International Comparison Project (EPD)

Growth and Income Distribution: Brazil (DRC)
TOTAL

Prototype Mcdel for Country Analysis (DRC)

Indonesia: Demand Study (DRC)

Income Distribution (ECLA) {DRC)

Income Distribution (ECIEL) ; (DRC)
TOTAL

SUB-TOTAL I:

Reguest
($,000)

58.3
32.0
57.0
70.0

79.0

30.0
26.0
37.5

30.0
123.5

419.8

Prior Approval

(5,000)

30.0

30.0

30.0

1/ On a commitment basis. The information is partial and,in some cases, informal

a . 0 . & T
® Proje~ts marked with asterisk are not subject to review,as their entire

FY74 costs have been approved



New

New

Ongoing

Tak 2
II. Fiscal Policy
il 8 Analysis of Public Expenditures (DED)
SUB-TOTAL: II
ITI. Trade and International Finance
11, Japanese Influence on Asia (ASIA)
12 Industrial Policies & Eco. Integration (DRC)
13, Private Investment in LDCs (Mr. Saxe) (EPD)
SUB-TOTAL: III
IV. Agriculture and Rural Development
14, 218: East Africa Rural Development (ECD)
18, 272: Irrigation Water Charges (CPsS)
16,.% 2163 Mexico Agriculture (DRC)
17 214: Agricultural Mechanization Study (CPS)
TOTAL
18z Small-Holder Agriculture (CPS)
18. Land Tenure (ECD)
20 -Choice of Agricultural Technology (ECD)
2L, Consumption, Savings in the Rural Sector (ECD)
22. Semi-Arid Areas: Study of Selected Production
Techniques (CPS)
23. Development of Representative D;ta for
Traditional Farms for Appraisal Use (CPS)

Regues

35,0

€0.0
70.0
17.0

25.0

L T8N
35.7
573
(n.a.)

e

50.0

50 .0

age 2

Prior Approval-

g

0

20.0
17.0

37.0



T le 2 Page

IV. Agriculture and Rural Development (Continue) Request Prior Approval
24, Small-Scale Livestock Production Study (CPS) 20.:0 0
25, Indonesia: Agriculture (DRC) 45.0 _ 0
TOTAL 258.0 ——E—
SUB-TOTAL: IV 430.0 3?.d

V. Industry

Ongoing 26% 225 Capital Utilization (Rodan) (CPS) 50.0 50.0
2te 229 Programming in the Manufacturing Sector (DRC) 65.0 0

28.% 223 Capital-Labor Substitution in Mech. Eng. (DRC) 8.2 B2

TOTAL 123.2 S8.2
New 29. : Capital Utilization (ECD) £92.9 0
30 Small-Scale Industry Financing (ECD) 3550 0
3l Export Promotion in India (ECD) 24.0 0
TOTAL 128.9 | 0

SUB-TOTAL: V 252.1 i

VI. Transportation

Ongoing 32. 234: ., Urban Transport and Automobile: Phase II (CPS) 30.0 0
83« 2273 Highway Design Standards 150 .0 350

34, 226: Capital-Labor Substitution?2/ 500.0 0

35. 229: Feeder Roads: Yemen A.R. . 25.0 0
TOTAL 705.0 35.0

2/ Includes $350,000 reguested for accelerated work program.



New

dngoing

New

ongoing

New

Tar, a 2

VI. Transportation (Continue) Request
36, Feeder Roads (unidentified) 50.0
SUB-TOTAL: VI i55.0
VII. Public Utilities |
31 237: Village Water Supply (CPS) 20.0
38. 238: Village Electrification (CPS) 60.0
TOTAL 80.0
39. Public Utility Pricing (CPS) 60.0
40. Investment and Pricing in Telecommunications 22.0
(CPS) (Approved)
41. Sténdards of Electricity Supply (CPS) (Approved) 20.0
TOTAL 102.0
SUB-TOTAL: VII 182.0
VIII. Urbanization and Regional Development
42, 270 Urban Public Finance (ECD) (n.a.)}
43. Development Strategies: N.E. Brazil (DRC) 189.0
SUB-TOTAL: VIII 189.0

Page 4

Prior Approval

0

35.0

22,0

20.0

42.0

42.0




Tab 2 Pagﬁj [

IX. Population and Human Rescurces Request Prior Approval
Ongocing 44.% 242 Professional Structure in S. E. Asia (ECD) 2.0 ‘ 2.0
45. 243: Labor Markets (ECD) 31.0 | -
46.% 245: Labor Force Participation (ECD) 28.0 28.0
47.% 246 Cost Effectiveness of Learning Techniques (CPS) 8.0 8.0
48. 244: Student Loan Schemes (CPS) 25:0 0
TOTAL 94.0 38.0
New 49.* Project Evaluation: Education {CPS) (Approved) 25:0 25.0
50 . Labor Market in Urban Area (ECD) 2879 0
51, The Benefits of Schooling for Workers (ECD) EELE;) 0
TOTAL 537 25.0
SUB-TOTAL: IX 147.7 63.0

GRAND TOTAL:

Oongoing: 1,470,523/
New - ¥,013 .4
TOTAL 2,482.9 265.2

2/ Including $350,000 for accelerated work on RPO 226.
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FY74 Funds Authorized

Title Cost, F¥Y74 (5$,000)
Approved Projects (to start in FY74)
267 Standards of Reliability in Electricity Supply 20.0
276 Investment and Pricing in Telecommunications 22.0
278 Project Evaluation Methodolegy (Education) 25.9
SUB-%OTAL 67.0
Ongoing Projects
269 Growth and Income Distribution: Brazil 30 .0
216 Mexico Agriculture 17.0
22% Capital-Labor Substitution, Mech. Eng. 8.2
225 Capital Utilization (Rodan) 50.0
242 Professional Structure in S.E. Asia 2.0
245 Labor Force Participation 28.0
246 Cost Effectiveness of Learning Techniques 8.0
272 Irrigation Water Charges 20.0
227 Highway Design Study 35.0
SJB-TCTAL 198.2
GRAND TCTAL 265.2



Additional Costs of Ongoing Proiects to be Approved

Title Costs
206 Short Run/Long Run Influences on Income Distribution 58.3
208 Shadow Prices 3240
203 Patterns of Demand and Savings: Phase II 574
268 International Comparison Project . 70.0
269 Growth and Income Distribution: Brazila 49.0
218 East Africa Rural Development | 60.0
272 Irrigation Water Charges _ 50.0
214 Agricultural Mechanization Study . 25.0
224 Programming in the Manufacturing Sector ) £55.0
234 Urban Transport and Ehe Automobile, Phase II ) . 30.0
227 Highway Design Study 115.0
226 Capital-Labor Substitution a) anticipated 150.0

b) additional request 350.0
229 TFeeder Roads, Yemen A.R. 25.0
237 Village Water Supply 20.0
238 Vvillage Electrification | 60.0
243 Labor Markets : 31:0
244 Student Loan Schemes ' 25.0

TOTAL ;272.3
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INTERNATI ONAI SEVELOPMEN'T INTERNAT | ONAL BANK roRr [ INTERNATIONAL FINANCE
ASSOCHATION P?ECONSTRUCTFON AND DE g LOPMENT CORPORAT Ion

OFHICE MEMORANDUM

Mr. Ernest Stepy DATE: March 13, 1973

Bela Balasga

Research Proposal ; Japangge YEeconomj ¢ Influence op East ang Southeast Asig

—— — e

i A Bubcommittee of the Research Committee met today with the partic

ipa-

tion of Messrs, Balasga (Chairman), Agarwala ang Nuczynski, to discuss the
Tesearch Proposal on "a Study of Japanege Economic Influence on the Economjes

of East and Southeagt Asian Countrieg" Prepared by the Internationay Deve

lop-

ment Centey of Japan (IDCT) and submitted by the Agian Regional 0ffice (ARQ) ,

On the part of the ARO, Messrs, Baneth, Hablutzel, Asanuma, ang Dunn part
Pated in the meeting, Subject to certain Provisos, the Subcommitte@ endo
the researep Proposal; g3 Tecommendation g this effect has also been made
Mrs. Hughes who could pot Participate in the meeting,

lzi-,
Irsed

78 The Sﬁbcommittee welcomed the intention EXpressed by ARO for continuing

Bank involvement ip the projeet, It is of especial importance Lo reviey

methodology of the study, the uﬂderlying growth assumptions, ang the choice of
industries for the detajleg Studies. While the hiethodology hag been Improved
compared to the carlier submission by the IDCI, there ig 2 certain lack of
clarity op Projection methods and on the interrelationships of Parts I and 17
of the Project; also, questiong relating to foreign jnvestment, the changing
€conomic role of China, and uncertainties ag regardg exchange rateg have not
received adequate consideration, Furthermore, the d4ssumptionsg for economic

8rowth ip Japan ghouig be revieyed in the light of the Projections made b
the Japanege Economic Planning Ageney, Finally, iy selecting industries

detailed Study, account should pe taken of the exXpected export Chpoabilieg
of the countrieg of Southeast Asia.

e The researecy team working on the study has beeq strengthened ag Mr
Kanamori has replaceq Mr. Onishi ag Project leader. Still, given the new
functiong of Mr. Okita ang the lack of €Xperience of tha IDCT 4n carrying
out such Studies, {¢ would appear desirable to formalize the relationship
with the Project of Professor Kojima who has been Mentioned ag g Possible
censul tant by IDCT. Mr., Kojima could alse pe invited to participate in g
ings Bank staff wily have with Incy,

te. Messrg, Agarwalyg Baneth
Kuczynski Gilmartin
Ray Hablutzel
Hughes Asanuma
Dunn

EBalassa:alm

SV‘ML”‘M: wt et

v
for
es
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f INTERNATIONAL DEVELOPMENT ‘ INTERNATIONAL' BANK 70OR [ INTERNAT IONAL FINANCE' ok
7 ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORFURRTION & ¢ i
i £y .
TO: lrs. Brnest Stern DATE: January 26, 1973
FROM: ltaymond J. Goodman fl’ i
L3
SUBJECT: A Hegearch Proposzal on Asian Economic Development in +he Seventies

I hereby submit a ressarch proposal entitled the "Interrelated
Feonomie Vevelopment of East and Soubhelast Asia in the 1970's." The
details of the proposal have been developed at my request by
Dre Saburo Ckita of Japan and his assoclates in the Inbernational
Development Center of Japsn (IDCJ) in consultation with my staff.

The attached research write=up is the third revised proposal
by the "IJ. It lnzorporates most of the Suggestions made by us in
¥rs Gllmartin's letter to Dr, Okita (dated August 18, 1972, attached),
and is acceptable in substance to us, Although there is still much
room for editorial and other improvement, I recommend that the Research
Gommittes consider the proposal in the present forin and that further
refinement of the research cutline be made afier deciding whaether or not
to proceed with the study, '

Attachments:

l. A Reccearch Proposal, "The Interrelated Nconomic Developnent
of the Fast and South~Fast Asia in the Seventies'

2e 1IDCJ, "Research Froposal: A Study of Jopanese Economic
Influence on the Feonomies of Fast and Jouth=Past Asian
Countries", Tokyo, November 1972

3e¢ Dr, Okita's letter of transmittal of the INCJ research
proposal dated November 22, 1972; and

Lo 1re Gilmartin's letter to Dr, Okita dated August 18, 1972,

Distribution:

Messrss H.B. Chenery, I, Adler, B, Balassa, R, Gulhati, P, Kuczynski,
H. Schulmann, D. Avramovic, J. Baneth, A, Karaosmancglu,
MeAs Qureshi and H. van der Tak



Attachment

World Danlk Research Project Proposal

THY, THTFARPLATED DCONOMIC DEVELOPMELT OF

BAST AND SOUTH-RAST ASTA TN THE ST DHNTIES

Ls The main objsctives of the proposed study would be (a) to analyze

the nature of Japanese ecenconic influences on and interactions with neighboring
countries - in particnlar, Zast and Scuth~Past Asian countries - and (b) to
qantify the order of magnitude of such influences and interactions, with
particular ewphasis on the implieations for trade and industrial prospects of
the developing economies in the Hast and. Seuth-Fast Asia Region., The proposed
stody would result in projections of the patterns of Japanese econonic grosth
and of Japants trade and investment relations with other economies in the
region. This should provide a useful point of reference for natlional planiers
as well as interested outsiders (esgs the World Bank Croup) for the formmilation
of developnent policies which would take advantzpge of the emerging trade and
investmend patterns in the region and provide puidance for further industriali=-
zation and primary resources developmends.

2e According to the research proposal as it stands now, the study would
consist of a two-part exercice as follows:

(a) The first part would be primarily macro=-economic and would
involve projections through 1980 of (i) the structure of
world trade by major regions, and (ii) the Japanese econonye
The projections of world trade through 1980 would be largely
based on a lerge scale study already made by the Japan
Teonamic Research Center (JERC), but some revisions (eege
incorporation of new data) would be required. In this part
of the work, the researchers would use econometric techniques
but in such 2 way as to enable incorporation of judgmental
factors (such as import policy changes both in advanced and
develeping countries, availability of primary resources,
development of outward-looking manufacturing and processing
industries in developinz countries, etc.) at each stage of
successive approxdimation; no use of a sophisticated, complete
world trade model is planned. Work on the Japancse economy
world involve use of a long-term growth model (adapted from
the already existing JERG model) and a projsction of industeial
structure in v L0 seetor input-cutput framework. A projected



pattern of Japanzse trade (by major regions and by major
industrial groupings) would be derived from these exerclses}
this projection should indicate and reflect changes in
Japanese industrial structure due to changing international
comparative advantages. The method of projection would be
partly econometric and partly Jjudrmentel, and would also
wtilize the findings of the second part of the study - the
two parts would be carried cut simultansously ratber than
scquentially.

(b) In the second part of the study, a selzcted number of
industrics {(i.0. laborw-intensive indusiries such ag plywood,
toys, textiles, shipbuilding, electrical machinery) would be
studied in more detail, with a view lo sdentifying the impact
of changing cemparative advantage on growth potential and
viabilit; of specific inmdustries within the Japansse economy.
This exercise would ascertzin the validity of assumptions and
judgments in the first part regarding the itrends in Jepanese
imports of labor-intensive industrial products from LDG's and
in relocalion of the existing labor-intensive industries in
Japan to LUCIs. 'The method of the specific industry studies
would be gualitative and In microw~scongric terms and would
rely partly on industry views, s0 as to enable consideration
of a larre numbar of factors (e.g. demand/supply, production/
profitability, technological brezk-throughs, governmsntal

protection and other impord policies)s The findings of Part I
of the study would provide an overall macro-~sconomnic framework
within vhich these industry-specific studies would be carried
out: the findings of Part IT exercise would, in turn, be fed
back to the Part I exercise.

3e The focus of the proposed study would be on the influence of Japanese
econcmic growth and changes in industrial structure on vhe neighbering region.
Tn order to arrive at a broad-brush picture of the East and Scuth- East Asian
econcries in 1930 and policy implications therzof, the propesed study would
have 4o be accompanied and followed by an assessment of the response capacity
of IDC's in the region to Japanese import demand and overseas investmente

This would require considerable knowledge aboutl, and detailed enquiry into,

the East and Southeiast Asian economies - a task which Japanese regearch groups
are not in a position to carry cut more efficiently than others. Preliminary
examination of response capabilities of individual LDC!s in the region could

be done by country cconomists in the Rast Asia Department. It is thus proposed
to consider a separate research study on this aspect later, possibly in
collaboration with research or planning agencies of 1DC's in the region.
Considerable Bank Staff input is also envisaged for this latter exercises



le The proposal as submitted by IDCJ reflects our initizl reguesy to
have a study carrying us uwp to 1980, Unfortmately, it hos taken more bime
than expected to dsvelop the proposal; and thus we now propose that the

time framz be extendzd to cover ten years from the dabe of expected completicn
of the studyes Ve do not egxpect this to cause any problems for TDCJde

Sa cince 1t is closely related to Japants cconouy and some york has
beon done by Japanese reseorch agencies, the study will be comnissicigd from a
Japanese resezrch group.- The Fast Asia Department has contactad, among OUhErs,
the Japan Leonomic Research Center (JEIC) and the International Development
Center of Japan (INCJ), both headed by Dr. vita, for preliminary talks and
received a favorable response and a proposal from the latters

According to the IDCJ proposal, the resesrch team would include the
following senior researchers:
Dre S. Okita, Chairman of the Peam: President of
Japan Leenomic Research Cenler (JERC) and con=
currently of the Tnternational Development Center
of Japan (I0SJ);

T, H. Kanamori, Team Leder: Depuby Director of
Toonomic=iesearch Institute, Eeonciie Planning
Agency; and

Prof, Onishi, Coordinator: Professor of Econgamics,
Soka Universiby and Senior Ecousomist, IDGJ (part-tine).

In addition, other researchers drawn from JFRC, and research departments of
specialize? banks and mniversities would be mobilized. According to the IDCJ
proposal, completion of the study would take sboub 12 months. The proposed
work schedule does not seem te include time required to take into account the
Bank's comments, If this is added, it should take about 15 monthis to complete
the study, after the commencement of work. The contract cost of the study is
estimated to amount to $52,280 by IDCJ, excluding Bank staff time and travel
GAPENSes.

b Bani staff supervision (and travel, if necessary) would be required
at three stoges of the study. Shortly after the research contract is concluded,
a more precise research methodology (including examination of the existing

JIBC models and the proposed model structure for the study) and a detailed work
schodule (including assignment of responsibilities to speeific researchers)
would have to be worked oube This would require the Bank staff involvement.

An interim report cn the progress and initial results of projection work would
have to be cxamined closely by the Bank staff; at this stapge, it would aleo
be desirable to review the research methods in the Light of the work completed
and to agree on the course +o be taken to complete the study. The last~phase



o

supervision would consiet of detatiled cemments on the first dralt and
sugpestions for revisions and/or odditional exercices thereof. Oecasional
Bank steff travel te Tokyo would be required to carry out supervisilon
adequatelys. However, such travel Sime and cost would be minimized by
combining visits to Japan with otrer miseion work in the region to the
extent practicables

Te The third revised IDCJ proposal is attached, together with

¥r, Gilmartints letter to Dre Oliita which made suggestions on the researeh
mathods.

Attachments

Jonuary 26, 1973

Tast Asia and Pacific Department.
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THE INTERNATIONAL BEVELOPMENT CENTER OF JAPAN Q-J
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HTLRE NEEMTLE FONRYD

M. Raywond J. Go
Diyector
Fast Asia and Pac
Internaticnal. Ban
and Developuont
1818 T Street, N
Washington, D. C,
U, 5. A

bear Mr. Coodmant

Preparation
Japanese Leonomic
Asian Countries"
and 1 repret that
necessary. We ha
the conmenls ade
well as the commt
on the oeccasion ©
mentary note show
1/0 toble, to BUP
descriptive pupla
the Japancse econ
studics, is in PT
for the cost estd
we have cstimated

TAKAGE BLDG. T-2. ILGHE-GHIROASH $-CHOME P
PAHATORU, TOWYO, JAPAN

TELLPHONE
YORYQ $OZ-3 et

Novermber 22, 1972
(f’/' et {Fessis, b i ; { o
odman 2 g {)', ,.P_..}/'y-l'-:'f.’.é( {ond '/'.'
flr’). 27y <

§fic Department (i f}.{h (“(q,g(rbw:“ 7, ;t,)
k for Reconstruction = // : '

V.
20433

of the revised research proposal, up Study of
nfluence on the Teonomies of Last and Southeest
has rvequired wore time than we had cnticipated,
5 delay 1D sending the revieed proposal has been
ve artenpted to incorporatc, in rhe revisioen,
by Mr. Gil rtin on the earlier propesal, as
nts made by Hssrs. Bablutzel, Choatham and Asanuid,
f tpeiy visit to Tekyo. In addition, a supple=
ing diseggrepation of the 40 industries in the
plement Flow Chart 2, and to provide a wore
pnation of the linkage betwcen the projection of
omy and the break-down of the detailed industry
eparation anid will be sent to ¥ou shortly. AS
mate, in acce-dance with HMr. Gilmartin's comment,
the necessawy direct costs of the research project.

Ve thus submit the revis.d proposal for your approval and

comments . e sha
wish to also take
the encouragement
phase by yourself

With best wi

80/ny

11 be looking forward to hearing fyom you, and
this occasion to express ouxr appreciation for
snd support provided throughout this preparatory

, and your colleagues.

shes,

gincerely youfs,

A '\_l-‘]) *\/f
o L -' b
/”\S) . (/ AL
Saburo Okita
President
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Fovia Code 2000 6 henn B e liwn A5 300 0 Calde Adlican s INTHAVR AT
fugust 18, 1972

Y, Doburo Oikita
Prasident
1ntC1nﬂticnal Pesresl oprient
Centor of Japan
Takapl Blog. T=25 HiﬁhiPSHinbashi 1-Chome
Hinabokn, Tokyo, Jupen

Dear Dre. it

Yo wore Yery sorry that you Were wwell while in Wachington,
and thab as @ result we were unable to see Youle I hope the illness Wes
of short dwration and that you were able to enjoy your further travels
back o Tokye. I pes glad to have the opportunity ¥o talk with you on
the phone and Lthis was mosh helpful. On the basis of that cenversation,
and ths discusaions of Messrss Hablubuel, Asanums and Chesthan in Tolyos
as woll &s sonsic sration of I05d Resecarch Proposzl in the Rznk, I should
1ilz= Lo convey to you our commenbs and cugpestions for finalizing the
Proposals

In general, the proposed pesearch propran new secns vory mich
alonz the lines of our own thinking. art 1 appears well desipgned to
provide the peneral {ramework in which to congider prospective inber-
related develomment between Japan and othsr Asien economics in the
Sevenbies. 1t also would seew a suitable context for considering probable
pabterns of cheznge irn Japancse trade, end changing condibions of comparas
tive advantage in particular Japuneset industries.

¥54h regard to Part II, our interest is well reflected on pzEe 233
i.c. in the jdentification and examination of those industries most 1ikely;
in the changing patterns of the Japanese eCONOny, to find advantaze 5 i
shifting all or part of thelr provesses fron Japan to other countries of
East and Soubheast Asia. Such industries need not necessarily be jmporbant
exporbers at present. Their dispersion putside Japan would, howevel,
effect Japanese imporbs to the extent that goods and components Now nade
in Japan would in fubure be imported from other countricse Export patherns
would also be affected, of cOurse, if such industries so disbursed were
alce imporbant exporbers. (Industries selocated cotld well, of cOUrSes
become cxporters to other countries in addition to Japan) .

Henee, owr imain interest ls really in the future trade paiberns
of Japan; espouially the pattern of imporbs of Japan srom Bagt and Soubh-
east hsiac We would hope on the basis of Parts I and II, that it would
be possible to project the raw materials, intermediate prodacts and com-
ponent:s, and {inished geods which Japan would import from the region in
about 1980 after allowing for sndustrial shifts from Japan to other
countries of the reglion because of changing_camparative advantage.
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Dr. Okita - hupuost i, 1972

Fol Lowing +his interest we wonld hope that within the FTOPOSCd

Bidgrt solte albbention couvld be piven o prnupaztjvn chznres dn compara-

five advanlafe ahd consequent regional dispersal of alll the industries,

or parts thereofy jistbed on PRES 7. Ve recognines of couvEa, Lhat soae

would be coraminied 1n more dctail than others.

Yiay L then, indicate sone furthaor supgestions we have for
{inalising the rescarch proposate 1 should note in bhis corincecLion,
that we are quite sware, from the diseussions in Pokyo, thab the present
proposal dozs nob necessarily refleet the clerily of the appTOach.which
you ond your colleagues huve deviscca for dealing srith this difficalt
research probleiis Hence, the sugpeshions below may have already been
taken into consideration in your owvn formlatlons. However, unless vhey
aye also clearly reflected in the research proposal, our task in seelkdng
endorsencul and funding fron the Bank's Research Compnitbee 18 the more
dicricults Tb is, hence, for this resscn that the rubsequent suppestions
for revigion of the rescarch proposel are cot Torthe y

1, First, with regard to Part e

As Trojection of the world ceonomy mipht be sizplified with
only one postulate, 1.¢es "“bhe most 1ikely worle futvred” The
assumptions underlying estimates of Jepan's share in world brade
might also ve exploined.

b Cone exrning the macru—ecunnmic model (papes 7.8, He under-

stand that existing projection modols would be used for the

macro-projectionse. This seems bo us 20 advisabile procedures
We would add the suggeﬁtion'thai perhaps W0 slternative prowth
assumphbions be used as the bases for the projections. Ona

~of these might be a slower grewbh albernative which would tako
into account such possible constraints as censidered in the
recent Goverrnent White Paper oh the economyj G« t, echnology s
maberial resourcess 1abor supPLys exports and environmaental
problemse For our Purpcotéss Lhese growsh alternatives would
be of inberest mainly for their related production and impert
projections, and for the intepration of these prnjections

into the nProjection of the Indusbtrial gtructure by Feans of
the Tnpub-Cutpub Table" (pages 9-14).

. Such integration of the pmacro-projections snd the input-

cutpub analysis mipht be explained somewhalt more guceinctly

. gnd clearly in the Proposales mhis seems bo us ipporbant as
the basis ror estinabing suture import patlorns and imporb
shares of the various indngtries sneluded in the input-ou%pub
table. In this respect, the Flow Chart of Part I, which was
provided to Mr. Hablutzel during his discussions in Tolyo bub
which is not included in the Proposal, would scen to be a
clear and precise bneis for an effective presentation of the
approach yhich .you have in mind.  May we suppeest then that Pact T

-

mipght cornist mainly of this Flow Chart with an explanation of
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analysis) and based on the alveady available inpat- dpal. eoed-=

the elumunts of Lhe Ghoate hesr Bhey ave st errelabed,y T

tte dnteryelalld wialiips o€ debermingd . W they are affeched

¢ &

by the albermetave ! cowbit asmmptIon, and how the dTbegras
tien of the ALLf T 1 el 1) ol be yeachod
(p’.‘es' wnally by CHOCUESAVE TH iy /{1 o i B g lis thaob
pj’oj(;f:i‘,;l:_);‘:r. wouid be doeived of procac vion fer VB Jucustries

inclvded in vhe frymb-ouiral podel, whiieh im +yrn should savve
as tha besis IoY projecting the import sheres of the various

industrics. .

4. The latter, 1 ey uh2 dehesmrination of thig drnporh paticrns
and import shares by means of the inpot-oubpub o :
gopm Lo us to deserve porticular attontion. This appears o
us move impoxd “at than possible variabions in the inpob-cubprs
coefficients which are given oxbended treatment in the Proposile
studies of the U5, esconony wihiich you mention mmpgest thaw
material inpub coeificionbs are fairly shable, and for our
purposcs such stbability would scem & reasonable AESENDEL T

On the obher hand, smports coel ficients nay vary cencidereblys
and this is really at the heart of owr interast jin tbe gtudye

Tt is in these variations, an@ Shedn el 1ecbion in the feiers
demand of Japan for inpoats of Vaw paberials, of semi-processod
goods anc conponents; -nag of finishéd poods ‘thab influcnces of
+he charnfdng Japanese copnony on producticn of other countries
of Lsia would find rocvse With this focus in mind, the preced~
pre in line with yout cuspesbed avpronch, might ke dn the first
place to arrive at o production -md related dmpors projeeiions
(one for the higher nd one fop the lower Erow th a::t—:ut.-gt-:i_zns}m
This Tirst step might be done velfore teking seccunt of e
future structural influences of changing comnerablve advenbogde
Such projections would pr ssunmably be derived by use of the

Flow Char® nethodology (including the L0 industyy intrab-cubpub

o

LI

ficients (e.go those of EPA) and related dnpord far Liong.
Then particuler attention could be given to such nooification
of these LO inductry production and import projections as
might be cvpected because of chnnges in the comparetive
adgvantege of these L0 industries. The result would thus be o
revised seb of projections, ander hipgher and lo@er growth as=
sumptions, of J apzn'sg future imports. Those wenld incorporate
adjustments for probable regl onal dispersion of Jopmnese
industyys especially dispersion to other countrics of Past
and Sontheast ksia, and would consequently relflept the copected
infiuence of chianging comparative adventape on . epon's fuiure
imports from this rogiou. ouch adjusbuents of the proj:‘-_'ctiu:ns
for changang comparabive advantage would probably hove o dcpend
mainly on qualitative Judgments roeflecting a broad fmoaledge of
the Japancse sndustrial. structure anid Likely influences for its
(1

a

chanpge. In additien,- 1L n P g s Sl Ao e, o) exarsinabi Ty T w
5 i

" greater deotail into particuler industries, seme in depth., This

would be the inpub from Part 1T, with studies of 1Likely structi-
ral effucts of changing comparative adventage in particular
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indusiyics pulding sadfustment of the predugiion spnd Arpoird

prejeations derived from Lhe macro and inpateentpzt ahalyses

I, MHenite, we come wvo Parw XIS

il s e [l = \ LI T e B R Yrumad
ae Tho eriteryh Lol ghiaioe Mectpdes for both
goneyal ot e ud il GONETER wery cloate
Sinee owe By el LB -nd tride elfiecus

of adverae ehalif : uy the indosbyisl
studics ohould probobly fTeous on o ipanstyies which seenm
nost violnersble within the dapancse indnstrizl shructure o
guch pdverce chiel{iClia Given a sclecticn of indostries for
exemiradion on the bruocs of Lively adverss chadges in coripoias

Live saveanbppe, a secoond con 3

ieretion for selection would be

Likely prospaeis for spdantrisl relozabion to developing

7

countricd, end in por sular to the doveles
East and South-East foia This should pre

“coruhries, ol
. wbly teke inbo
accourt probabls rerional dispsraion ef of irdustries;
as well as whole industrices, jneleding ~antuye of indns-
trial componcnus (cups in the electronic and subonobile indus-
tries, ele.) and the inereased processing cbresd of r ber:
(e.g. 0il relining, Yenotiotating and refining of ore

ing of agvi enldural and foresiay products, ctCe e

;
1

-
=
b

3 procas.s

be In sclecvdng prrtiend ar industries or pavts of inductaies
ag probobly sulnereble to afveroe chanpes in comparstive
advanlugc, it ds prasumud that these would be e industrices
whiel, Li comparison with Jopenese indus bry ponerally, wou

he porse ol becoursc MNOTE volnershle o prospettive incressed
in cost withoub compensabing irprovancnis in preductivity. In
other words, bthese would be the induvstries or parts of indus-
tries which, if they were to remnin in Japzn, would be the more
likely to be falling well below gencrally accepbable Jupanese
rates of return because of such cdverse cost factors (with
insufficient productivity offucbs) as rising wafes; increasing
costs of material transport and hzndling because of congested
shipping, ports and syland brancport; higher costs nssociated
with groaver 4ndustrial and population densitys and added costs
of polluticn contxrols :

c. Starting with thesc general criteria of changing comparally
advantage and euitability for location in developing countrics
it would be helpful if the appreach, scope and methed of Pard
studies were made somewhab cleaver, including the steps to be
wndertaken in the cyamifizbion of particuler industiries. A
specific industry study should probably cover the following
topics, although the debails of analyses wenld naburally have
to differ from one industry to ancthers:
] .

4, Mnalysis of historical and present, sweply/denand

balances, including some commodity disapgregabicon, with

special emphasis on exports and imports as componenbs,

of supply and demands

v MEGEL - fd.
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and prnfjtnhility of the indvstry beogeuier, if possible,
with jubernationsd price compATIsOns, and an indicablon
r foegors which have been important for changoes in cosl

(S 31
clructure;

i, HAnalysis of historicsl and present cost structare
I

A

v - [ =
i {- i %

$5%e L nabion ol Tikels

L & Pt b = Y = e e,
g0 5 e ooy N bhe viaba ey

focusing on changivg ponpErablva

bages due to SRy
coshts rolative to provue VANIGY geins becense oF prospzetlive
4nercases in labor ostsy in cosbs of land, servieos and
otner facotrs of looation because of impressing indunstrial
and population density: in the cont of traisspurting and
nandling yew maberials becauvse of increasing congesbion in
ports and inland Lyanenorh services; and in fhe cost of citie
pollubion measureSe the technologica’ and recgarchn and
devalopment characlerisines ol the industyry coeneerned, and

of related indesiries in Japan and obher industrizl comtrl.es,
and considerations of jnput substituvien may be taken into
geoount in asscusing prospeets for Lutupre ivprovements din
productiviby. A rough, illustrative projection of futurs
trends in costs relabive to prospecbive averaps trends in
Japanese industrial nrices might then bz mode on the basis

of these cost and productivity prospeets;

ive Cenwvassing of indusbry oploiens (ineluding existing
plans o Lhis end) ou how to comnterszes threatensd adversc
changes in comparative adiranibar Ty Cales throueh =

of labor-suwing devices; Anpu tuhiong cannges 1 G-
modity-mix townrds higher qus y prodncts; purhal re

of industries by frenc lerring productlon of certain part
components or processing to developing countries; coiplebe
relocation of industrial process, €iCej

;
subatid

vo. Where partial or so%al relecation of industries ontside
Japan appears a pospible course o be tzken, discussion,
based parily on inqustry opinions, of the problers and
prospects of such industry relocation. The diseussion

chould cover nobt only the basic economics of yelocation

and the prerequisites for relocation {e.g. industrial infra-
shtructure, incentives policies, risk elements, ete. ) but also
give consideration to possible condidate countries for indus-
trisl relocations in teyms of the kinds of conditions vhich
Japanese industrizlists regard both favorably end unfavorably

- e

in possible recipiont countries in Bast and Scubheast Asiaj

vi. Consideration of pressures frem indvetedial, political

and other interests, bobh pros and cong, for protestive

measures as an albernative to industrial rclocation in order

to maintain particular industries vithin the Japanese indus-
trial structure degpite adverse changes in comparabive advantega;s

vii. Consideration of the 1ikeTy cffects of relocabien of
the particular industry on Japan's trade with Pagt and South-
east Asian couvnbriecs.
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Leboe-dnleasive industries for detgiled

Y gy el - Y. [
AN Ay T VLOMNE LRk
oLl a3 8 cabezory

os and aveilalility of
wpproach for the studye
chiodes of ghorl and subenolive
Led siudy. 0Oa the basis of the think-
ns above, textiles, shipbuilding and elec-
i study as
e

;
trical pocidnery way be os SUATA
‘erhiaps, within tie

the stoel and automoiive AXinsiYied.

proposed budgel figures, it would be possible to recomsider
ihe seloebion of industries in secordance with the resesrch
obicchive of clarifying prospective influences of dapanese
growbh and cheniing conparabive advantage on regional induge-
teiclivetion in Fest and Southeast Asia and ‘on Puture Jepencae

inporhs Irom the Arca.

May I add a finel word abeut the estinzted cost of the propoced
study. Me have suggested ehienge _which should hend Uo

reduce the worl reguired on oz in the mocro-projec~
o e = \ . T L T, ~ PR - e e
tion assvmpbions ). There mig p.ases in our suggestions
3
L

for Part TI beganuce of broader industrizl gurh we anres thav
L o ~

the iu-deplh stud’~s be lindbed to only a few dndusiries Some culiors
might &luo TapEre expininstion of certain for most a relisnge
on genorally availeble Imoledge snd jutpaents should te adconsto. We
would hepe that those modifieacions woulo £od within the pro=

posed budgeb, We are also sdviscd by the Research iitee of the Eaak
that it is nobt willing to consider broad, proeporbional, lump-sun provi-
sions for overhesad and that a breskdown by specific categories of over-
heand expenditure would be necessary. The peint here is the view in the
Bank that its mzin financial support for research should be in the develep-
ing countries, and Lhat the finuncing of resezrch in developed counvries
should be largely confined to marginzl costs rathier than overhead, lMay

T therefore trouble you with the request shot in vevising the propesal,
the component clements of the overhead prerision be itemized insofar as
possible, including cesta for research ascistence, secrebarial and typing
services and compuber time.

speeiiically av

In the sbove we have attempitcd to indicazte a
¢ . e nnder-

poscible our need for a fairly precise research proje ig

stand from Mr. Hablutzel that you have guch a precise irm clearly in
mind, especially regarding Part I, but some of this clarity ig losh in
the design as presented in the research proposal. It is, hewever; on

the propesal which we have to rely in seeking authorization for the study
from the Research Committee. It is for that ressen and also to mzle some
detailed suggestions concerning Pard TL and its relation to Part I, thab
T have written ab such length about a further revision of the propesale.
If you have further points for clarificabion before you finalize the
revision, please do nob heoitate to write to us. In the wmeanvime, may



-~

e Cigidn

T wid O L o .
s . . z
ALk 2 IL I ok Ak " 5 3 %
wrp, el e 5839 sgr
= 1 : zh g Y2
S Lal Qe ) LA 122 e

ce: Mesora. Goodnen
Hablubnol
Davn
Loonvna’
Jhadisn

Shsanuma/mL
WiEilmactine go

T
v £y L4 . o it Ea, |
0 T £ 2
" v "
e, i ¢
Mec I
Y L o=
D RS IR N o VI A |
b
I"’n & ':. B 3n
e by Al 3 20 b‘l\.u' e
. p:
'
.

WHIkan 1 Gierlin
Chdef Beoenoaick

Last Lela ond Yecifis Dog

Stan

By Clanriz
Lpssaoviv
Foeoymshi

P X |
faneat Eds

N
e

*

L

e e

LA

]

Wwn pme Te
faivdaed



Research Propesal

A Stwly of Japancee Leonomic Influcnce on

The BEconomies of East and Southeast Asian Countries

Prepared for

The International Bank for Reconstruction and Development

Novemh. 1972

The International Development Center of Japan



o

CONTERTS

Objectives
Projections of Japan's Economic Crowth: Scope and bethodology
Detailed Imdustrial Studies: Scope and Methodology
Research Team
Assignment of Team Memhers
Personal Histories of Team Members

Work Schedule

Cost Bstimate



—

i

The purpoge of this study ig to provide the general framework in

which Le consider prespoctive bter-related devolopient bebween Japen

and other Asism cconomies in the Seventies. It also would provide a

suitable contest for conaidering probable patterns Uf change in Japanese

trade, and changing conditions of comnarative advant age in apecific

Japanese industries, which would be of considerable significance with

regard to the econcmies of doveloping counﬁriea, parlicularly in Asila.
The rescarch concentrates on the identification and examination

of theose industries mout likely, in the chaaging patterns of the Japanege

‘economy, to find it advantapcous to shift all or part of their processing

from Japan to LBast and Southeast Asian countries, ' This shift would effect
Japandze imports to the nxtentilhat goods and componcnts now made in
Japan would in the future be iﬁporLud. Export patterns would also change
if the intustries involved were also iwportant exporters, Industries
relocated could also export to other countiics in addition to Japan.

Hence, the over all area of interest is really in the future traéo
patterns of Japan: especially the pattern of Japanese imports from East
and Soutlicast Asia. We therefore wish to project the raw materials,

intermediate products and components, and finished goods which Jepan

would import frem the region by around 1980, making allowance for the

relocation or shift of industry from Japan to other countries of the

region becuuse of changing camparative advantage. In accordance with
this interest we plan to give attention Lo prospective changes in
comparative-advantage and consequent regional dispersal of production
or processing activiticq of seleeted manufacturi; - industries, listed on

page 11l and 12,

R i



These detailed studles will provide information about the antiel-

pated strategfes of Lthe uoiceted dapanene Lidustrles wideh wlil sipndft-
cantly influacnee the eeonomic development of Rast and douthenst Asidn
comtries, Stratoptes vill be wofloetad in the dndustries policies
toward trade, and the fransfor of cupltal and tochnology. This sty
will also necessarily toke into account receplive ecapacities af these

individual countries to dapan's trade and the transfer of eapital agd

technol vy,

PROJECTIONS OF JAPAH'S ECOROMIC ¢nowrn
Scope and Mathodology

fmong the econometric studics nade in Japan to project dapen's
cconomic growth, in our evaluation, those of the Japan Economic Research
Centre (JERC) are most fitted Lo our reseairch purpose, since the JEIC
has accumulated a good stock of knowledge regurding this field of research.
According to a recent JERC study* Japan's econowlc growth in the
1370s may decelerate somevhat compared to the 1960s. However, there
are still many factors which are likely to support rates of growth
so they will be comparatively hi@her than those of other industrialized
countries, Japnn's nost Prohahle average growth rate of GNP in real
terms during the 1970s is still lilkely to be around 9%. According
to a wore recent study,®* which prujectq both the Japanecse economy
and the world economy in 1980, the per-caplta GNP of Japan is likely
*  "The Outlook for a Trillion Dollar Econeny," 1971, JERC

*%  "Japan's Fconowy in 1980 11 the Global Context," 1972, JERC:



to reach a level ahout equal to that u‘f the United States for that
year., Farther, many aspeets of Japan's economy, vhich will influence
her society and Jup 's relationship to the world, must be cxpected
to undergo chinge. The tetal output of the ccunomy, measured as GRL,
is projected to be abour half that of the United States in 1880,

This will account for more than 10% of the total output of the world
econowy including Socialist-econemy countries.

This implics that Japan's impact on the econcwmics of Rast and
Southeast Asian countries will be felt even more stroungly im 1080
than 4t is at present.

OQur study, based on these studies, will idtntify the lilkely
changes in the growth and trade patterns of the Japancse econowy

considering prospective inter-related development between Japan and

other Asian econemies during the 1970s.

£ - -

Existing projection wodels will.be uscd for the macro-—-economic
projecctions. In this study, however, two alternative growth assunp-
tions will be used as the basis for projections;

One of these is an extrapolation of'pattern of growth of
the 1960s wherein the heavy and chemical industries have been
given higher priority. This might be a high growth alternative.

The other might bc a slow growth alternative which takeg
into account such possible constraints” as considered in the
recent White Paper on ﬁhe economy; e.g. technology, material
rcﬁuurces, labor’ supply, exports and enviromaental problems.

In addition, we assume a pattern of much morc wnlfareworicntcd

growth-wherein there wlll be a sharp Increase in social overhead

investwent and social seccurity expenditures, and a pattern of



%

'Thcrafﬁrh}'interplay between the Japancse cconomy and the world econo:

grovily which ig more oriented Lo rescarch and dpvclgpmvut wherein

the heavy and ehemicsl industries are piven lowver priority.

In this study, these growth alternatives arve of interest
mainly for their related production and import projections, and
for the intepration of these projections iuto the projection of
industrial strecture by means of the inpucwcutpué table.

In ndiiiimn, we will woke the following policy assuiptions, to
determine the economic influcnce of Japan on the ecconemies of East
and Southeast Asia.

1. To assuvme further increase in Japan's official development:

assistance for Kast and Southeast Asia and assume a wore
rapid increase in Japan's overseas private investnent in

manulacturing industries of Bast and Soulheast Asian countries,

- —

2. To assume more liberalization of trade by means of a lowering
of tariffs and gredual trend toward Jowering noa~taviff
barriers to manufactured and scwmi-manufactured gonds from

developing countries in East and Southeast Asia.

(1) Projection of the World Economy

First, we will make projection of the world ecconomy in the 1970s.
Projection ef the world economy might be simplified with only one
postulate, i.e., "the most Likely world fut;re."

The Jupanese economy, however, is large enough to influence the
world ecouncny, so that it may no longer be possible to consider the
world economy as influencing Japan, and not the opposite casc ar well.
ny'

should be considered in order to preject a plausible future world

ecconomy. A world trade model will then be needed for the projections

T



Laprowts agsd Japanese erporls at Lhe regional Jevel,

howewer, s Vol lov fug steps will be Cales. rirst,
P Pres nal Lo product {wn Provigions L ly determined by Adeh g
bEAAY Bres national products of regiowal e naticnal BEQupE.
total anount of werld iwports is detormingd by adding the
ciiputed according to reglonal Lroups. On the besis of the
arty therohy deteinined, Japrnese exports Sre projected for
pronps, takipg fnte account changes in Japan's share in the

by IRt Ehe following HACYO~eCcennmi ¢ Projections, Japan's oxXporis
d ne an exogenous variable,

1 of the Japaneac LEeonouy

Lthe mrojections of Japanvse econonic growvth, the cxisting macro
modael coupled with an dnput-outpul madel will be uwsed. The

sinmii tancous equations which tomprises the DACTo-econcnlc

epresented in greatly simplified form by Chart 1.

Wero-economic modal should provide information useful in

future patterng of expenditure on the GNP, and in particular
ing dmports from Fast and Southeast Asia under the two

ioned alternative Brovth assumptions.

dition to the above informatiun, we need furthey information
‘ailed industrial breakdown of outputs and imports, There~
“ero-projections should be Integrated wiph the input-output

2 shows the linkape of macro-economic projection model with
atpu uodel covering the follewing 40 sectors,

nbeg. Led appreach 1s deemed dppropriate for catimating

‘U patterns and import

shares of the various industrieg

0314
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e
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X0,

11,

16,
L.
18,
19,

20.

Agriculture, forestry
and {ishing

Conl and lipnite
Iton ovey
Hot-ferrous metallic oros

Crude petroleuwm and
natural gas

Other miniug
Food and beveranes
Toehacco

Textiles
"
Wearing apparcl
Sawed products, veneey
plyvood and wacden
products
Furniture
Pulp and paper

Printing dard publishing
Leather and leather
products

Rubber products

Chemicals

Petrolevw products

Coal products

Non-metallic mineral
Products, except products
of petroleum and coal

31.

32.
33.
34,

354

36,

37
28.

39.

40,

Steel products
Ron-ferrous metal products
Fatal products

Machiiuery, encept clectrical
machinory

Eleetrical machinery,
dPpparatns, appliances and
supplics

Transport equipment
Precision instruments
(Including optical fustru-

ments, watches s elocks)

Miscellancoue manufuctured
goads

Building construction

Gonstruction other than
of buildinge

Electrieiiy, pas and water
scrvices

Wholesale and retail trade
Banking and insurance
Real estate

Transportation (include
warchousing)

Communication _ .
Public services
Miscellangous services

Public adwinistration and
defuuge

Unclassified



included dn the input-output tabie.

The deterninat fon of the fwpart patterns and fwmport shares by
neans of the jnpat-ongpur pualyuiys deserves particular attention. Wo
Judpe thie Lo be more Tmportant than possible variations I the Tiyai-
output coctficients. Studics of the U.S. coonomy sugpedt thal malerdal
input coeflicients are fairly slable, and for the purposes of this
study such stability would seew a reasoushle assumplion,

On the other hand, fwport cocfficicents may chanpe considerably,
and this is the nuel.us of our study. It ds in these changes, and
their reflection in the future demand of anaﬁ fer imports of raw
matecials, of semi-processed grods and components, and of Tinished
goods, that will determine the influences of the changing Japanesoe
econouy on production in eother countries of Asia. Wth ?his 0 il ng ,
in line with our ¢ apested approach, -the precedure will be to fivst

arvive at two produetion L related fnport projections (one for the
higher and oue for the lower growth assunptiong),

Such projections will be derived as illustrated by Flow Charts

1 and 2 (ivclud: ;; the 40-industry input-output analysis and based on the

already available input-output coefficients (e.g. these of the Economic
Planning Agency) and related import funetions. Then particular atten-

)

tion will be given to such modification of these 40-industry production
- *
and import projections as might be expected because of changes in the
comparative advantage of these 40 industries, The result would thus
be a revined sct of projections, under hipgher and lower growth. assump-
: . . e + ¢
tions, of Japan's future imports. These would incorporate adjustments

for probable repional dispersion of Japancse industry, eupeeially
dispersion to other countries of Fast and Southeast Asia, and would

cousequently reflect the expected influence of chonging com; arative
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Total Output 7
I {(Individuzal industries)]

S

i)

{I/0 table: &40 industries>

! Japan's |
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7 ™
12 exports matrix
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advantage on Japan's future imports from this toglon,

Such adjusiments of the projections for changing comparative
advantage would probably have to depend mainly on qualite ive judpacnts
reflocting o hyroad nsdedie of Lhe Japanese {nduserial strueture dund
likely Influvences for its change. 1o addition, it sould alsmo depend
on examination in greater detail inte particulat industries, some in
depth, This would be the inpul from detailed industrial studies of
likely struetural effeers of changing cowparative advantage, in par-
ticular ludustvies-—puiding adjustment of the production and import

rojections derived from the macre and Lnpult-output gnalyaes,
i

PETATLED IEDUSTRIAL STUDLES

Dased an projuurisnb of the future patterns of Japan's economic
growth, we will study changes in the comparalive advantages of selected
Japancse industries that occur throuph changes in trade and transfers
of technolopgy, capital and management as well as changes in the regiona
complenentarity which those industries might expect to develop in East

and Southeast Asia. .
Since our primar} interest is the industrial and trade effects of
adverse changes in comparative advantage, the industrial studies should
focus on those industries which seen most vulunerable within the Jap:acse
industrial structure to sucl adverse chanpges. Given a selectiuﬁ of
industries for exsmination on the bases of likely adverse changes in

comparative advantage, a second consideration for seloction would be

likely prospects for industrial relocation to developing countries, and

- i0 -
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In particular to the developing county {en of Yact and Soufli-Fasct Asida.

This should take Jubo aceo:ind probable yeopional diaporeion of ent ive

industrics, as weld a5 pacty of theoe fodnstiies, Included would be
ranafgelure of Fnduistriag cempeenlys few g T e ﬁlcrirnnjc, aubotiobile
and olher dndusir oo and the duereanerd Processing abroad of raw

materinls (e.eo, oi] refining, honrf!tiating and refining of Ores,
processing uf-ugrjtultural and forestyy products, ete,).

In selecting particular industries or parts of 4ndus.vries as
being relatively vuluur;hlq te adverse changes in comparative advantage,
it 1s presumed that these would be the industrics which, in cemparivon
with Japanese Imlustry senerally, would be worse off because of belng
more vulnerable to Prospective increases in cost without cenpensating
improvenents in productivity., 1In other vwords, these would be the
industries or Paris of indvuatrien vhieh, if they were to remain in
Japan, would be the more likely to be Falling well helow generally
aceeplable Japancse rates of return because cof such adverse cost fa tors
(with insufficicne productivity offsets) ag rie- 3 wapes; dncreasing
cozts of materinl transport and handling because of congested shipping,
Ports and inland transport; higher costs associated with greater indus-
trial and population density; and added costs of pollution control,
In accordance with the research objective of clarifying prospective
influences of Japanese growth and changes in comparative advintage on
reglonal industrialization in East and Southeast Asia and on future
Japanese dmports from the area, we have sclceted the industries given
below for the detailed industrial studies.

Flrst, those labor-intensive Industries which have been selected

for detailed examination seems moet appropriate, Prebably, the

. . D -



—

Bpecifie indusitrics in this catepory ecould he indicated if we analysisg
Japan's recond Iwport tre ls of those commoditicy BRrours firp
developing CounETies 19 Bust and featheast Asin. These industries
may include 1) oo tays, footwvear, Wity e, shoas, wiarellag,
tableware ete. 1In addition Lo the above, Eextiles, ahipbuj]ding

and electrical uachinery may be as suitable for dotuiioﬂ sty

A

A specifie industry study shoudd Probably cover flie following
topics, although the detaile of analysis we. td naturally have to d@iffer
frow one industry to o ther:
1. Analysis of historical and present supply/demand balances,
including vone comnod ity disnggrvﬂﬂtion, with speecial erphiasis
Ou ‘exporte and imports as fnmpom&nts of supply and demand;
2. Amnalysis of historical and present cost styructure and proflt-
ability of the ivdvstey, tuggfher with, if passible, intersstiona)
price coiparisons, and an indication of factors which: bave been
mportant in causing clianges in cost Biructure;
3.  Examination of likely effects of the erpected changes in the

ecouncmy on the viahility of the industries 4n Japan, focusing on

changing camparat ive advantages due to rising costs relative to

productivity gains, Factore causing rising costs will be prospective

increases in labor costs; costs of land, services and other site-
related factnrs because of increasing indugtrial and population

density; the cost of transporting and handling raw Materials hecause
of increasing rungugtion in ports snd inland Lransport sCrvices:

\
and the cost of anti-pollution mecasures. The technological, and

Mo,

rescarch and development characteristics of the industries concerncd,

and of related industiies in Japan and otler industrial countrics,



and considerations of input substitution may be taken into aceonnt
in ass -slug prospects for feture dmprevements In productivity.
A rouph, illustratdve projection of furure tresds 1u costs volatdwe
to prospective average trends Tu Jopanese industrial prices o pht
thun be wode on the banis of these cant and producriv
4. Ceavassing of opiuions in industry (including ;.“.»:1141':{:':55 plans
to Lhis-end) on how to counter threatened adverse changes in
cowparative advantage, e.ﬁ., through Iutreduction of Yabor-saving
devices; Inpur substitution: changes in commodity-mix towards
higher-quality pProducts; pariial relocation of industiies by
transfer ving preduetion of certain pavts, coniponents or procesging
to developing countrice, cemplete relocation of industrial process,
ere.
3« VWhere partial ey total relocation ;f industiies cutside Japsy
appears to be a possible course, there will be discussion, based
partly en opinions in indusiry, of the problems and prospects of
sucl industry reloeatdon. The discussion should cover not only the
basic economics of relocation aud the prerequisites for relocation
(e.g. industrial Infrastructure, incentives policies, risk clements,
etc.) but should alse give consideration to possible candidate
countries for industrial relocation in terms of the kinds of condi-
tions which Japgunse industrialists regard both favorably and
unfavorably in possible reclpient countries in East and Southecast

. "
Asia; ’
6. Consideration of pressure from industrial, political and other
intereste, both pro and con, for protective measures as an alter-

native to industrial relocation in order to walutain particular

industriece within the Japanese industrial structure desplte

- 13 -
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adversne chanpes In comparative advantapes
1. Consideration of the 1ikedy eifegts of relovation of the
Particular industivy on Japan'n trode with Bast and Soulheoui

Agian ooty fee

s

Repoirding the methodolopy, this typo of anitdlysts requires the

&4

opinions of Industrial LEports, sinee 1t 45 very dmportant to take

greoun! of these expert opfuions in oup industeial modol- building.

The ewnpld developtiont proecens of the creation of new Industvies,
thelr growih and, eventually, thedr decline, may be seen in every country.
It declining industries in Japan ave sustatped at the ERDONRe OF o
industries of othop countries, international friction resgults. More-
over, as in the ease of Japanese export industrics, if those indusiries
having e o llewn: long-~range prespecls overtale the Industyices of
other conntries, uncane and anxdety will arisc in those countries and
exports, vather than be helped, will be caused to suflfer, Lventually,

a dilewma will arise-~that an increase din exports will of itself engender
intermational friction. Within this econcirie veality, to facilitate

the hoewonious coordination of each country's industrics and bring
harmony to th. trade structure of the world economy, it would be
necessary to establish international rules of trade. ) .

In light of such considerations, there is some doubt as to whether
Japan's industries will be able to perform as well in 1280 as at the
Present, It is difficult to accept the hypothesls  hat Japan's export
and-import structure, of products and services, will remain unchinged
from the present to 1980. HMore than a decade ago, it was labor-intengive
products which functicned as the pilllar of Japanese exports. Now,'

however, they have yielded their pesition to stecl, ships, autemobiles

-—l[',-.
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and otler products of the heavy and dhiemical industries. To imaging

=

that the Japancne export struciere will remdin Frazen as it dis now
to dgnore the dyaanksn Ghich fa dsvested i econaesy
The Japancse econumy i now at a major tarning point. Fver sioce
the Meldj4 Nesteration mere than ene eenini'y apo, the ipdustrisl and
ccenomic poitern follewed in the process of ntriving for the moderni-
zalion of industry has been ene of anphasizing exports, by importation
of rvaw materiunls and processing thew to make cxport products, However,
as the econory advinced Lo higher levels, emphasis in export industries
shifted from Eﬁhnr“intunsjvu products of Mgl industry to capifal-
intensive products of the heavy and chemical industries. This change
is expected to be folluwed by further chanze, in the middle of the
1980z, whereby the major force in exports will become R & D or knowledgoe-
intensive products such as fiue,thnfLals,_pruuisinu machines , and so
on, The traditional heavy and chemical industries will, ewentuad Ty
lese their prosition of dnmiﬁancv Just as light industrial products
lost its position before that,
There are a number of reasons for sntieipating that the emphasis
in Japan's industrial policies will undergo a change “‘rom the cmphasis
on the traditional heavy and chemical industries to the new R & D industries.

First, the Japanesc people are intent on bringing about a reorientation of

the pattern of their country's cconomic growth, by reducing the emphasis
assigned to heavy and chemical indusiries and by dncreasing the cmphasis
assigned to welfare and the attaivcment of qualitatively sotisfying 1ife,

Sccondly, it has becone increasingly difficult, in the polluted confines

“of the Japuncséd-islands, to secure desirable industrial sites, and

this is one of the factors urging reorientation. It is becoming

imposcible to maintain the same pace as in the past in establishing



the base Lor production and exporiat ion by the heavy and chamieal
industries, Thivdly, in industries ;ud caterprises which conld not mest,
by means af pre csn in teelnelosicsd development, the dewmmds Impoaid by
elevation of the abtandord of Livivg ond Sneresces In wages, coste have
tended to incroase, Vhether the fm‘.n.;l:r‘h-;: or enterpridses are Jobor-
intensive o C:‘.;}jr.”.]«-.e'uif-m'._'ﬁm.".u:, thelr traditional prodects have come o
Yose thedir internatioual competitive pover., PFourthly, even industrics

or ‘enterprives vhich nossecy truﬁnnlngical develppacnt capabilicy are
showing a shif+ in slrategy from exporting products io exparting cepital,
becaase of an increase in local oppestion to the Japanese presence in
overseas morketls. Finally, consideriog the diffisulties in ebtalning zaw
materials from everscas, the expansion of the heavy QRJ chemical industyies
in Japan is gradually coming bo face covgtiaints. As the raw material
exporting ee irles pursue ecopomic developrizit, Japanese Interest in
developiag indipencus rEncessing industries, fnd export industries, has
been increzeing. _

Thus, duriug the 1980s, a considerable change In the gtructure of
Japan's exports and imports is anticipate., whereby R & D products which
have design characteristics, a system appreach, or the 1. test technology
as sales points, will displace traditional export preducts. Further,
production overseas will tend to feplace production in Japan for export.
These tendencies will 'alse : “feet the structure of Japan's imports,

T reason Japun‘g exports showed guch vitality duting the 1960s
is that most of Japan's typical export Industries had entercd a period
of maturity. If these industries enter a period of duc1inu‘ln the 19805,
they will no longer be able to malntain thelr position as key export
industries. It is anticipaicd that new industries will develop to

become the major leading Industries of the 1980s. These industries

-~ 16 -_



iy

Include electronics, space doﬁvinpmnpt, occanological developaent,
nuclear encray, and informat {on pProcessing. |

Given those peneral expectal Loy We can brush in Fhe broad ot
Times of an fudwests L21 devro Lopment wiodel witlel way he explaivied by
Chart 3 aa feilows. As foctors which conirel industrial developmen
fivat of all, the wexp gﬁiun of production, and nﬁ.domnuﬂ, way be elted.
Expansion of productien is directly reguloted by such matteirs as the
scale of w1 enterprise, ite ability to obrain ard balance capital,
mandgerial abilicy, technolopical development, wagres iFnpower, pro-
duction site, pellution abatemant ability, the posmibility of inducing

el

technology and sansperial ekdlls, and of ebtaining ruw materfale fromn
overscas, ag woll as other matters, Expansion of pyroduction, further,
is mut.u'al.'l.y dependent vpon an expansion of dewand, and as variables
which lick the two, we may eite prices, product quu}ity, desipn and
marketingability, otc,

Demand way be divided into domestic demand and exports. Expansios
of dumestic donnnd de pends wpon Ehe merket size as reflected in the
size of the gross national product and its tompo of growth, and
final demand depeuds upon changes in the pattcrulﬂ demand for
intermediate goods. TFor example, the outlook for the expansion of

production is influenced by the diversification in patlerns of consumption

brought about by elevation of llving standards, and changes in
patterns of demand brought about by w sanization and poliution
problems, A source of.feedback to production exists in the possiblility
of substitution of onc product for ancther, and the possibility of
competilion from !wported products. Turthermore, the expansion of
production and domestic demand is influenced by the government's

over-all economic poliecles, industrial policies and trade policies

- 17 -



(ospvcinlly the reduction of tavdffs and elinination of non=tariff
barriers to Lrade),

Not only do cxrporis depend wpen the soveriment's economie polfcics
but they alse Ereatly depend pan the overseas eI ironmeat. Ainong;
major factors in the wvwersens Cviromaent, wa ay eite the prowvth of
the world cconomy, depree of inflation, ang changes iy the patteru of
CR Pt marhotﬁ. Of course, one eannot Ignore the Influence of fhe
growth of the Japaneae ECCRomyY on &l BYowth of e world coconomy
consoquent to the e fargement of the Jup:m.;,e;z-:- econmmy. For exampla,
a business recession in Jdopan would lead to a decrease In her imports
from de-velo;wiug, countries, vhieh 40 tus nowealdd hayve delelerious
effects on Ja Coe exporis. Hh;t links the Increase of the Iatone
force of overseas detiand with the increase in Production 15 the inter-
national cemperdtive ability and marketing of Japan's experg industrics,
These are clesely related to the econonic poalicies adepted by foreign
countries, particuluariy iy et restriction measurés, and te the catching -
up on the part of develnping countries, Further, another foctor imparting
Breat influence to ¢ outlook for Japanege industvies ig the acceleration
of foreign invesfmnnt activities.,

The above are ore or less common strategic variables for each
industry, but in addition there are many importang variables which
bear special relationships with specific individual industrics aﬁd Tequire
expert Judgement. The cause-and-effect relgtiunships belween these
variables are expressed in the form of & model | which makes it possiblie to

obtain a general outlook for the future of rarticular industries, For

example, some industries which are mow in a stage of Raturity may be forecast

to select a development Strategy of expanding production vverseas for reverse

importation to Japm or sales to g third country!, rather than increasing

- 18 -
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domestic Prantuet ion, bocuuse of difficultics in resisting the Pressure
of risiog Wapes, dilfdeettice 45 nhlninjnd suilable demestie indusctria]
Siles, amd dif ficulties dip nhiuiang pores of ro waterials.  Jopan's
srcel, shiphwilding, auw emobile, sachine tools, industrial maeiiingiry,
chemical, Celueomnminicar fons equdpient, sloctrie appliamees and lieavy
eloctyical equipnent havae not yet veached their pealk, but during the
19808 it d¢ Toresust that in seme of Lhose indusiiies there will be
need to face the question of hiow o selve the prebleas of Maturation,

Aftor passing thedir peak, and Jielding in vitality e newer
industries, tlhese industries will Lecome Yulnerable Lo competition from
overseas rivils whiekh stayy later than thiey, nnﬂ.will ¢iler a peried
of decline. Tt is forecast that a development Slrategy to avoid rhe
advance from Slage 68 matunity Lo stage of decline will be
conceived, and that in indugtry a _trend tog&rd resisting this willd
appear. At this peint, two Lypes of development strategy wmay be
identified, One would involuve the Promotion of marketing of new R & 1
products which rely upon the highest technological levels, The second
would involve the combination of capital, teehnology and management
for productinnluverscas rather than production in Japan.

Industrfes which do not adupg the first strategy but emphasizey
the second, as a result of the transs . of technology to the developing

countries, probably ctase to preduce in Japan, |

This part of study will largely depend upon expert judpement
on the Slrategy for development of, selected indusfries. The prcguding
study, in turn, .will provide basic i formation regarding the nature
of economice inturdependency between Japan and individual cnuntries_in

Eagt and Southeast Asia wlich would be hecessary for this exper  judgemenc,



Laged on these cxpert judpements, we will postulate the potential
structure of internalional division of labor 4n the selected manufoe—
turing dindustrics listed abeove between Japan and individusl countrias
in Last and Sewthesst Asia through trade and rransfer of capital,
techinolopy and wanagenont.

Duriug this study we would attempt toiasnesﬁ in @ general way the
raspuctive capacity of indfvidual countries in the region with regard
to Japancee oversecs Investment, Japanese import éomand, and the market
for Japauese exports, by sesking the opinions of Asian officizls,

seholars and orparts.

- 20 -
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RESEARCH ‘TEAM

Ansismanionts of Pesun Mesliors:

The rescearch will be conducted by economiste asgociated with the
Internattonal Development Canter and the Japan Feonomic Research
Center and eczperls associsted with other institution-, vniversiticvs,
and buiinegs or gondzations.,

Sabure Okita, President of the INCY, will be chalrman of the
vorking group for thls study, and Akira Onishi, Senior Beoncuwist of
the IDCT will serve as the ccordinator of the ro s el Ledm.

INisao Kanaw.ri, who has done ploncoring work at the Japan
Economic Research Center on the outlook of the Japancse peonony,

Will be respunsible for this study as a tesm leader. JERC eporucdsts

A

tojebi ITio and Yasuhiro HMurota will work on the projections of the

Japanese econowy. Hikeji Katano will review the patterns

-

of commodity trade between Japan aud countries ef East and
Socutheast ﬁsin? providing the basic inforrstion for the detailed
industrial studies.

Regarding detailed industrial studics, Manjiro Mivata, birector
of the Economle Research Department, Expdrtjlmport Bank of Japen,
will make a comp;ehénsive review of Japan's direct overscas in;cstment,
and Hideyuki Yamamoto, Deputy Chief of the Resecarch Départmcnt of the
Long-Term Credit Bank of Japan will maoke an over-all review of the
industrial studies. Yor further secioral breakdewn, Minoru Knﬁayushi,
Industrial Bank of Japan, will concentrate on a ?tudy of the textile

industry. Takamichi Yamato, Export-—Import Rank of Japan, will study the

electronice industry, Tsuneo N kauchl of Intecnatienal Christian University

r= T8 w
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wiild ntudy Tinbor=inLemnsive sandry fudugtse e aned Mivery Rehsyashi of the

Industrial Banl of ditpranr sed 11 aludy 1l hhiphujjdiﬁh Industry,

Maee this reveareh wiid require eonsfdernble esper s Jidigemend
the 1B0) will alew wbilize the ad hog assistonce of avthoaritat ive
buslincss aed indusirial eEpertss Dr, Hiyohedt Shinchara, Director
ef Lhe Beopomie Bessrel LinstdivuLe, Beonemic Plamming Agevey, has
already agreed to cooperate as a research adviser. If necestaby,
some members ef the Loard of tho Internstional Development Center,
such as Kiyoshi Kojiwn of lidtotsubashi Vniversity (ivternstionat
cconomies) and Shiniehi Tehivura, President of the Center for
Southeast Asian Stud: tesy Kyoto University (development econenics)
would coopevate as rese coh advisers, in their capacity a: loard
memberes.

The proposed slndv mll be carried out over an elapscd poriod
¢f one year. The work shall begin one month after & contract is signed,

A final report will be submitted at the completion of the study.
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APPENDLY

Whie Sueeessive Appresidmaticen T thed (847

fhe strvehiral eharsctericiies off he Buprensive Approsisatrdog
Methed (8418 wideh s to e uwrod do ouvy projections of the Jopaacee
coanonty, can ha explainmd ©  Pollows. Tilest, 88 scarehies for a moest

plausible walue by @ wmulli-step trial-and-evicar prowses,  Second,
the project fon procsnd ju started By agsigaing a hypotlistiend
to o variable or selb of variables., Thivd, thrre exists a femdbach
locp between Lhe ipitial hypo!  cgized value and the conputed walue,

The seareh procass uwsually detseming® a Fipal value of the vardakle
after several 1teratiovs. 'This ie elearly different from the usual
cconometr? . wethods,y by which a unique welue is deter ined by e
gysten of eyvations without itecation.

Sinte, in regord to the second el  acterdstic, SAM starts with
2 hypolhesized value and this methed is oot a sduple trial-and-ervor,
wulti-step determination precess. This characteristic of SAM reoinds
uvg of a similar approach applled in dynamic prograzwming. Dr. R. E.

Bellman, who criginated dynawic programming, explains that BAM is convenient
for large-scale systems. It initdally assumes the optimum locus and

dynamic programming is applied to adjust the locd oif variables in

order to fix them v.thin the range of the assumed eptilmun locus,

In using SAM for economic projections, not only is a plovsiblie
value hupnthesized for a variable initlally, but alse this hypethesizod
value and the computed value are commected to each other through the
fecedbac!: loop which is the third characteristic of SAM. In other
words, if the hypothesized value and Lhe computed value de not coincide

%

with each other, the hypothesized value is réplucud and the dony utaion

S
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process should be started apain,

The

The

(1)

(2)

(3)

(4)

(5)

following ehavt helps 10 visualize the whole proness,
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analytical steps of SAM can be outlined as follows:

First, the working assumptions are specified. In particular,
a plausible value for consumption expenditure is specified.
Based on the value. for consumption expenditure assume above,
GNP is estimated,

Disposable incen is e;timatcd from the estimated GNP,
Consumption expenditure can be computed from a cnnsuipti&n
function using the value for disposable income computed
ahove,

If the consumption expenditure thus computed and that assumcd
in the first step coinclde, this computation process shoold
be finished., If they do not colncdde, the assumed value of
consumption expenditure shuﬁld be replaced and all five steps

should be repeated. Of course it need not be consumpt Lon

expenditure in particular which 1s assumed in the first step.
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TO:

FROM:

SUBJECT:

INTERNATIONAL DEVELOPMENT INTERMATIONAL BANK FOR | INTERNATIONAL FINARCE
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION

OFFICE MEMORANDUM

Mr. B, Stemn DATE: April L, 1973
Attila Karaosmanoglu j/ K .

ating on Three Research Proposals by
cononics of Industry Division

A Review Panel consisting of Messrs., J. Duloy, F. loore,
D.C. Rap, and myself, met on March 29, to reviaew thrse pro;acts sub itted
by the Bconomics of Industry Division. Also prasant wers Mrs. Hughes and
Messrs. Hawkins, Ray and Thouni. ¢

The Panel agreed that gll three rssearch topics were of high
priority but felt that a mors precise pressentation of methodology in each
case would helpin the evaluation of the proposals.

Below arse sumiaries of the conclusions reached by the Review

Panel on esach project,

1. Small-Scale Industry Proposal NO

The Panel learned in the meebins that SIDA is intesrested in partici-
pating in this project. It is undersbood that SIDA's participation may be
used to broaden (possibly to doubla the nwnber of countries) the basis of
obsarvations. It is also undersiood that an issues paper will be prepared
bafore ths start of the projset on the reasons for financing pﬂ:lT— gala
industry and the critsria for assessing the sucesss of a financing program
for smglle=seals industry.

Members of the Panel felt that the projeect with ths given budget and
manpower resources should concentrats only on the financing aspescts of
small-sczle industries, and in doing so should prefarably concentrate on
spacialized institutions or institutions with specialized departmenis in
this fisld. i

The Panel also felt that the quesiions posed in paragraphs 7 and 9
of the paper describing tha proposal extremaly relevant and exoressed the
hopa that they would be kent strictly i1 mind in further work on thG projact.

1T. P{_pOQal on fomort Development Program N0

The Panal felt that the proposzl presentad did not clearly identify
how phase two, which is under consideration, was reigted to phase on=a. A
referance was made by Mr. Moors to studies in-depth carried oub by the
Industrial Projescts Department in India on commerecisl vehicles and tractors
in the context of lending operztions. OSuch work may in fact prove more
capable of answering questions posad in phase two, It was agreed to suggesti
to the sponsors of the project to review the material available in the
Industrial Projects Departmsnt and identify the ralationships between the
two phases and the research component before finally presenting ths pro-
ject to the Ressarch Comnittee, One membar of ths Panel thought that



the proposal had little "research" content, and doubted whether the
proposal was appropriate for financing thrcough the research budget.

III. Propesal on Capacity Utilization N(Q

There was general agreement among ths members of the panel about
the importance of the topic and about the significance of contribution that
could be made if policies could be identified to affect the capacity
utilization in the developing countries. There was however a series of
problematic aspects of the ressarch project as defined hereunder. i

(a) The proposal places great emphasis on the precise
measurement of actusl underutilization of capital (see
reference to "factual information" in Section V). But
there is no indication of what the measure of capital
utilization will be and we are not satisfied that the
well-known theoretical and practical problems have been
oVercome.

(b) Problems of measuring capital utilization vary immensely
batween different types of industry. Hence it is doubt-
ful whether a cross-country, cross-sector approach will
vield homogenous data amenable to statistical analysis.

(e) The proposad methodology consists of single equation re=
gressions of capital utilization against various probabls
influesnces, supplemented by "impressions'. We have doubts
about the true exogeneity of some of the proposed right-
hand-side variables (for example, the capital-labor ratio,
and about their explanatory value or reliability). Doubts
were expressed about the applicability of regression
methods to a multi-dimensional dependent variable; e.g.,
plamead and unplanned unutilized capacity, capacity wversus
intensity, and about whether the relsvant variables, both
dependent and explanatory, can be covered with sufficient
precision for a sampls of 600 firms. If conclusions rely
more heavily on general impressions (which is likely), the
size of the proposed sample seems excessive.

(d) The proposed sample consists of 800 firms in four countries.
It is doubtful whether so many firms will be available for
survey and whether the interviews can be conducted in
sufficient depthin the allotted time.

(e) Given the methodology it is very difficult to see how
policy varizbles will be introduced into the analysis in
a mamar that can lead to conclusions and recommendajions.
|



Mr. E. Stern -3 - April L, 1973

The Ressarch Committee has already approved another study of
the problams, the resultsof which are expected in late 1973 or early
197h. The Panel was not convinced that we should finance another major
project in this area parallel with the Rosenstein-Rodan study, in view
of the doubts expressed in the above paragraphs. Some form of sequencing
would appear to be preferable.

AKaraosnanoglu/sr

Clearad with and cec: Messrs. Ray (12)
Duloy
Moore

D-Gn Raﬂ



Form Mo, 57 INTERNATIONAL DEVELOPMENT | INTERNATIONAL BANK FOR INTERMATIONAL FINANCE
ASSOCIATION | RECONSTRUCTION AND DEVELOPMENMT CORPORAT| ON

OFICE ME MORANDUM

TO: Mr. Anandarup Ray DATE: March 30, 1573

FROM: Halen Hughes

SUBJECT:  RuSEAHRCH PROJECTS: Fconomics of Industry Division
Small Scale Industries Project N &
T I would like to note that following the slippage of finanecing for

this project, we are unfortunately unable to obtain the services of the
consultant(Mr. Walinsky) we had proposed to use. We have therefore
begun to negotiate with David kohav whose knowledge of the Bank Group's
operationsand contacts with Israeli small scale industry institutions
would be invaluable for the project.. Mr. fohav would be assisted by
Migs Nurit Wahl, who is also familiar with the IHRD, and they would be
able to draw on the services of Mr. Avraham Fein, the head of the
Israeli Citizens Bank. Discu GSE cns with Mr. Kohav, however, suggest
that, in view of past consulting rates he and Miss Wahl have received
from the Bank, the ;ib,ODD budset would be inadequate. Our negotiations
suggest that a minimm $35,000 would be necessary to carry out the project
on the lines indicated.

2. The smallness of this increment in the budget is being made possible
by the incressed allccation of staff time to a person year to provide
support for this project within the Division.

3. I have initizted negotiations with the Swedish International
Development Authority (SIDA) to extend the country coverage of the project
by a joint program of ressarch. It may be poessible to dcuble the number
of countries covered in the research frane. SIDA would also possibly make
a contribution to the extra consultants' cost of writing up the combined
country analyses. Further negotiations are, of course, supject to

final approval for the project.

Capacity Utilization - Interdepartmental Support NO

L. I would like to note that Mr. Custafson (DPC) has informed me that
he supported our undertaking the project in prineiple although he has not
had time to discuss the final verious of the proposal in detail.

. ¥r. de Vries' reference is to the fact that the West Africa
Program Depariment I, wishes us to "widen the project scope and to include
an analysis, based on detailed cost data, of the competitive validity of
selected major indusiries already establ‘r shed in Nigeria'.

B We would of course propose to comply with this regquest. 'The leocal



Mr. Ray -2 - March 30, 1973

research base which this project would enable us to establish, would
be essential to the in-depth approach suggested by the Department.
Negotialions with a suitable consultant, and local counterparts only
await approval for the project.

Ts The Malaysia study is to form an integral part of the "eoncentration"
research program teing carried out in that counitry, and here too other
agpecis of industirial development, considered to be important by the

Program Department will be covered. Negotiations are proceeding with
Malaysian and Korean collaborators.

8. We have not solicited the support of the Iatin American and
Caribbean Hegion as it 1s to be covered by the Rosenstein-Rodan
project. Mr. Thouwni will be actively involved to ensure comparability
belween the two sets of countries.

B Further discussicn is to take place on the country to be chosen
in the EMZNA Region. Yugoslavia was chosen some 6 months ago after
consultation with the Regions' Senior Economists, and informal contact
was made on this basis with local researchers who were very keen to
collaborate on the project. No commitments were of course made, and the
choice of the couniry is subject to the Reglon's wishes.

Hiughes/lg
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FROM:

SUBJECT:

INTERNAT | ONAL DEVELOPMENT INTERNATIONAL BANK FOR { INTERNAT I ONAL FINANCE

ASSOCIATION RECONSTRUCT1ON AND DEVELOPMENT CORPORAT | ON
OFFICE MEMORANDUM
Hr. Ernest Stern DATE: March 20,1973

b
Helen Hughes fiq{

Supplementary methodology and budpetary statement for the Small-Scale
Industries Project.

The substantive focus of the small scale industries research
project iz detailed in Section IT of the research submission (attached

to Januery 18,1973, memo Hughes to Stern). The project, which is being
supperted by staff work in the Economics of Industry Division, is designed
to yield the empirdcal data necessary to provide answers to the principal
analytical problems posed., That is:

(a) Can meaningful generalizaticns ba made regarding the
conditions, necessary and sufficient, to fester the growth
of small scale industries?

{b) Do finaneing *stitviions contribute to creating favorable
conditions? O, do these programs heve a role to play only
when conditions are ripe?

(e) What types of "‘noncial programs and financial institutions
have been successful in fosterirg small scale industries,
and how have they done so?

Emphasis is placed on (a) findings on a country-by-country and comparative
basis, and (b) the role of financial institutiens in the developrent of
small scale industries. This approach will throw light on the situstion
cf the specific countries studied, as well as coentributing to the plaoning
of a coherent Bank program for lending to small scale industries.

2 I am continuing to negotiate with David Ké%av to head an Israeli
consulting team. This team would include Avraham Felin, the head of the
Artisan's Bank, who thus has experience in ome of the most, if not the most,
successful programs for small scale industries development in operation. I
am planning to go to Israel to meet with the consultants in June 1973 to
finalize their terms of reference,

3. The preparation of background materials for the project is nmow .
underway in the Bank. It will include (a) a review of the literature;

(k) an analysis of the role of small industries in industrial development,
with particular emphasis on the countries being chosen for the study;

(c) an issues paper on the Pank's role in financing of small scale
industries; and, (d) summary reports, bringing together available data

and narrative on relevant characteristics of cach country to be studied.

The issues paper will inform the consultants of the salient problems as they
relate to the Bank's objectives and approaches to further invelvement in the
field. .



Mr. Stern w W March 20, 1973
&, It is proposed that the three senior comsultants spend one

week in Washington in mid-October 1973, to be briefed by Bank personnel
concerned with swall industries, i.e. the cevntry economists, representatives
from DFCs and IFC, Industrial Projects, the Scicnce and Technology Advisor,
and other staff members.

5. For the mmainder of October and November 1973, the team will
proceed with fieldwork in Colombia, Singapore, Malaysia, and an East

Africen country (the final country decicion is nubject to further
discussicon with East Africa Region). This selection has been made to yield
a country combination of various sizes, levels of development, and financing
programs of different longevity and repcrted degrecs of success. The

East African country will represent a situation where there bas not been an
ambitious program until very rocently; and, Malaysia will represent a
relatively unsuccessful expericnce. In each country the consultant will

be expected to meet with leading officials of the financing and other small
scale industry assistance institutione, to gather the following kinds

of inforwstion:

(a) Exact nature of the institutions and of special program
for lending to small industries, source of funds, and
relevant history Including functicnal changes in the
organization;

(b) cost differences in lending to smaller as opposed to
medium and larger enterpriges and how they are handled:

(¢) qualitative differcnces in lending to small firms;
(d) characteristice of clients and firns.

Depending on the situation in each country, - the consultant will branch
out from the institutions to gother information on related programz for
small industries, and on industrial policies that effect investment
in the small scale sector. Small entrepreneurs will be interviewed.

6. One member of the team will meet with ILO, UNIDO, and possibiy
other organizations in Europe to discuss thier appreoaches, programs, and
potential for further cooperation with the Bank in this Field.

%x It is planned that report writirg will be done in Israel during
December 1973 and January 1974. One of the senior consultants will return
to Washington in February 1974 for discussions on the final report.

Ene. Budget.



11, Cost Indenondont of Country Studies

1, Senior consulbtontS. « « « o o » v « + o o » 2% man months $§ 5,625
Report writing
Presentation of report for discussion

¢, Internationdl travels: & « o » w o = 5 5 + » 1,520
Tarzelsshington,D.C. /Israel

3« Per diemr Vashingbon, D.Ge o « « » & « & = T days 245
Lo . Juwodor econo: 5t « s o 2 5 2 o0 o0 s b e wye 2 mar. wmonths 1,600

5. Secretarial support, supplies, etc. + « » - 1,910
Sllb—TOt'd.l- “asF e t$ 1(}:900

Total for projset 8 30,000
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Estimated Budget for thernal Researeh Praoject W
L : EEJser -

on Small Secale Imdustries

T. Country Studies, in conjunction with cne week briefing in Washington, D.C.

1. Tanzania Mand Europe (110, UNIZO)

T Est. Cost

(a) Sentor Comsultant. . . + « « » » 1Us man months $ 3,128

(b) Intzrnational Travel
Tsrael/Washin ton/Furcpe/

Tanzania/Isresl « « » = 1,9C0

(e) Per diem: Washingion, D.C.. . T days 2L8

BoYope.s « » » & & % 3 7 days 280

Tmzzﬂi;ﬁ«- - * - - L - 21 d:‘:‘fs Sil.!':l

(d) Domestic Travel: + + s 4 « o » » 200

Sub~Totelesssssassd 6,590
jat ——
% Eggasﬁia

(a) Senior Consultant. « « « =« « « » L wen month 8 2,500

(b) International travel
Israel/Washington/Colorbia/

Isragl « « » » 1,910

(c) Per diem: Washingten D.C. . . . 7 days 245
Colonbias = » + & @ 21 days 135

(d) Domestic Travele « « = » = & » = 200
Sub-Totalesseeesssd 5,590

3. Singap:re and Malaysia
(a) Senicr Concultent. « « « « » » » Dz'man months $ 3,125

(b) International travel
Isresl/dashingten/Singapore/

Malaysia/lsrael . . « « - - 2,300

(d) Per dlems Washington D. G.. . . T days 2L5
Singapore « = v o« = 1l days 490

Yalaysta. o « » & » = . 1l days 560

(e) Domestic Travel. « « « « » « » = 200
SUII-TOT AT RS -$ b,??o

C‘Ulmiﬂr: "-udies GL‘E,IId Tu‘l‘.al. P .$ 19,300
1/ Subject to discussion with Bast Africe legion.




PROPOSA - FOR RESEARCH ON FINANCTHG SHALL SCALE TNDUSTRIES

I. Objectives

1 In the past a disproportionate share of attention in promoting
industrial develepment has been devoted to large projects. In recent
years, with the development empbasis shifting to employment and income
distribut on problems (including regional distribution), more attentien

is being paid to small scale industries. Small scale industries,moreover,
can coniribute Lo the creation of very scarce enbrepreneurial snd manzgerial
skills. This is particularly important for the lcasﬁ developed countries
just slarting on indastrial development. In these cowntries, and in
backvard regions of more developed countries. the sizc of investment and
the kinds of demands on human resourcas are mere manageable in a smal’
scale industry context »s capital and skills avae usvally very scarce

and mar<ets are small.

2a Some aspects of the small scale industry problem are reasonably
wall known. Thus there is a general concensus that overall govermment
policies - the rules of the game - must not be uuduly biased against amall
scle industries if such enterprises are to succeed. Unfortunately, in
many developing couniries the opposite is the case and the rules of the
game are biased against small scale industries. Folicies have to be
changed if a small scale industry program-is to have any chance of
success. Govermuent policy is being examined in this respect on a couniry
by country basis in the coniext of IDRD economic missions.

3. The IBRD is also undartaking long term background rescarch on

the economic efficiency of small scale indust-ies, with attention to such
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issues as capital intensity, employment potential, etc.

L. The Bank Group however has an immediate problem of finaneing
small scale industries in developing counbries; therefore it has decidad
to commissicn a study of the operational aspects of financing small scale
industries to enable it to formulate appropriate policies and instruments.
B The prineipsl objectives of the study arc:

(a) to ascertain how successful small scale industry finance
programs operate. Althoughifinance in itself is a need, it does not follow
that small scale industries should receive subsidized credit in the sense
of being charged lower interest rates or being offered better terms than
large industries. A subsidy element is necessary for small scale lending,
however, to cover the high costs of administering small loans and the high
risks of small scale lending.

(b) to evaluate the organizations engaged in the field of small
scale industry development with the intent of explering the potential for
cooperation with appropriate agencies in small scale industry programs., IL
is recognized that in many cases techniczsl assistance of various types, beyond
that assoc! 'ed with the working of such loans, may be necessary to make
leans effective.

(c) to examine the most appropriate lending and organizaticnal
measures the Bank Group may take to facilitate a significant impact on the

growth of the small secale industrial sector.
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II. Characteristics ¢f Financing Programs

G It is proposed that a research team of, say, three consultants
engage in a systematic fleld ascessment of four or five of the more
successful small industries financing progrsms. Materials on the conditions
the more successful programs encounter, their methods of operations, their
activities, and the suﬁuprojects will be gathered through personal interviews,
acquisition of written materials, and on-site examination of records. A
comparative analysis of these findings in conjunction with relevant back-
ground inforiration gathered on the countries will be undertaken.

Te Among the variables which influence the characteristics, current
extent, and future prowth of small scale industries in & country (or region)
are the historiczl nature of indigenous social and economic organizaticn,
the availability of entrepreneurial and labor s«ills, ithe overall level of
esconomic development (and particularly industirialization), and the policy
framework. Acknowledging this array of potential influcntial factors, all
of which are thought to have more or less impact either in isolation o in
some combination, a framework fur the comparative analysis will be designed
by the consultants in collaboration with the IBRD staff tc elicit
information cn the following questions. Can meaningful generalizations be mado
regarding the conditions, necessary and sufficient, to foster the growth of
gnall scale industries? Do financing institutions contribute to creating
favorable conditions? Or, do these programs have a role Lo play only when
conditions are ripe? 1In any case, what types of finanecial programe and

financial institutions lhave been successful in fostering small scale



sndustries and how have they done so? The consultents will provide in-

depth information on environmental conditions as seen from the perspective

of financing institutions and insights into foctors to be considered in
policy formulation and projects by the Bank Group in this field of operations.
8. The term financing program is used to inclu&e 21l types of
institutions and programs which are used to channel investmentl resources

to small seale industries in the countries selected. Te selection will

be representative of countries at various levels of industrizlization and

of different sizes. The aim is to bring together a reasonable mix of
programs that will lend itself to finding answers to the guestions enumerated
in para. 7 above, Tentatively such & group would inelude Israel, Singapore,
the Federal Republic of Germany, one subnsahafan African country and cne
Latin American country.

9. The infermation to be gathersd from the financing institubions

may be categorized as follows:

(a) exact nature of the ingtitution and of any special programs
for lending to small industries, source of funds, and relevani history
including functicnal ;hanges in the organization;

(b) cost Qiffarences in lending to smaller as opposed to medium
and larger enberprises;

(¢) gqualitative differences in lending to amall firms, and

(d) characteristics of their clients and the sub-projects.

Tt will be noticed at this point that there are two levels of comparison
o be made: one 1s to compare in cne country the differences in financing
different size firms and the other is to compare the four or five country

programs, as mentioned above.



10. The natvre of the institution, source of funding, regulations,
etc., are all needed for backpground purposes. Of greater significance

are the evolubtion of the organization, the m:-thods of overcoming past
problems, and the like. These points of information are necessary to
establish how a successful program is created end whether the process can
be reproduced elsewhere.

11 The gquantitative or cost differences include the costs of the
normal administrative burden in financing, the addifional costs of unususl
services required by smell scale industries, the costs of risk or default,
and the costs of any subsidies. It is of particular interest to find out
if services other than financing are required for successful operations,
(e.g., in the areas of technical and ecoromic feasibility of projects, in
selecting or improving preduciion technigues, in developing better management
techniques); how these reguirements are mel; and at what cost, if any, to
the financing institution., In this connection, 1f a close working relationship
with another agency is an integral part of the financing of small industrics
then this relationship (and the companion agency) would require further
investigation.

12 The qualitative differences in financing smaller firms are more
difficult teo anticipate and to define., 'hey may include the inlerests and
the attitudes of all parties concerned as well as the attitudes and actions
of other agencies that play a part in supporting or detracting from the
operation ¢” small industries.® While the data here are nét usually amenable
to gquantification, these considerations may be the deciding factors in the

successful operation of the financing institution and of the sub-projects.
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13. Information onlthe clients and their projects is necessary to
determine whe the financing institutions sorves and what kind of projecis
they support under the umbrella of “small scale industries". At this

point the operationsl definition of "small industries" and "emall entrepreneur”
mist be discerned: what size projects actuzlly are being financed (in
fixed assets and in employment) and what kind of financial background @id
the entrepreneurs have when the projects were initiated? The available
records on a sample of the sub-projects sheuld be examined and interviews
conducted to elicit details, such as investment/employment ratios, the rate
of growth of the project, the kind and source of technology (and the choices
open at the time of selection), the degree of specialization in management,
relationships with other firms, and nature of the markets served. In short,
within the allotted Lime as much information as possible should be gathered
on sub-projects, as well as the financing institution, in order to gain &
well-rounded picture of who is being financed, how, and fer what purpcse.
1. The size of small seale industry covered will be determnined by the
financing institutions selected, i.c. their clientele -- and not by the
definitions laid down in tl -ir mandates since these definiticns may not
describe the average sub-project very accurately. The expected variaticy

in size of firms financed will have to be tuken into account as one of the

variables in the analysis.

TIL. Organizations Active in_the Field of Small Industries Developimen

15. There are a number of crganizations--naticnal, regional, and
worldwide-- which have accumulated experience-in providing finanecing,

technical services, and various types of training fo small seale industried.
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The objective of this aspect of the project is to evaluate a select number
of institutions on the basis of their expertise in their funciicnal areas
and of their prospects for using that expertise in coopcrative efforts with
appropriate members of the Bank Group.‘ Thus far the candidates for
evaluation are UNIDO and the German Development Bank '(KfW). Qther agencies
may be added as the details of the project are worked out.

16 One of the tasks in this regard is to determine from the experience
of the successful financing institutions whether small scale industries
require other types of assistance, what is the precise nature of these
requirements, and how the services are delivered most effectively. With
these findings on the country programs as a guideline it should then be
possible to begin to evaluate the capability of international organizations
to function effectively in designated areas of competence. Forthright
evaluation may be diffioult to accomplish due to the wide rangs of what

is considered “emsll scale industries". UNIDO, for example, may have
developed its expertise along different lines (swaller scale firms) than
any of the financing institutions. As & precautionary note, adjustments
muet be made for the wide~ranging definition of small scale industries.
Furthermore, it is expected that throughou't. the reports ihat "small
industries" will be defined adequately so that the size faclor is clearly
understood at each stage of the discussion.

IV. Recommendat*ions for Tailoring Bank Jending to the Requirements of
Small Indusiries

17. The conswltants will spend approximately two weeks at the outsct

of the project in Washingionm, D.C. At that time they will meet with staff
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members of the Bank Group organizations who are involved with policy-making
and the operational side of small scale industries projects. With the
briefing on the Bank's procedures and current thinking on the subject and
with the results of the field work it is expected that the research team
will come to some conclusions on alternatives open to the Bank Group for
forther action within the context of its activities.

18. Recommendations are solicited in roughly three areas:

(a) adjustments in the contractual agreements that effsct the
utilization of leans;

(b) services that should be attached to projects to insurc
greatest impact for the sub-projects, and the best metheds to provide these
services; and

(¢) new approaches the Bank Group may take to help organize the
internaticnal efforts to create employment opportunities and vwider income

distribution through development of the small scale indusiries sector.
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OFFICE MEMORANDUM P
TO: Mr. Ernest Stern DATE: September 19, 1972

-

FROM: Dragoslav Avramovic X

SUBJECT: Financing Small-Seale Tndustry

5 In response to Mr. Ray's request of September 5, a Review Panel
consisting of Messrs. Yenal, Segal and myself met on September 13 to review
the above project. Also present was Mrs. Helen Hughes from the Economics
Department which is proposing the project.

2 The Panel agreel that the research topic was of high priority
for Bank fulure operaticns. It was Parther agreed that the study should
preferably be undertaken by an oubside consultant, since Bank staff did
not have significant experience in this field. The need for continuing
]izison with Bank staff during the sludy was underlined, however, since
the knowledge acquired would be of direct relevance for Bank future
operations in fineucing small industry.

b The Panel considered whether the main objective of the study may
not be achieved by developing small industry financing schemes in several
countries as projects for Bank/IDA financing. " Tt was agreed that such
project development was not a substitube for the proposed study. The
cbijective of the latter is to help in arriving ab general guidelines for
policy by revie ing national and inbternational experience in small industry
financing. As such it would complement and assist the work on individual
amall industry financing schemes (projects) which the Bagk muy develop in

the future.

cc: Mr, 0. Yenal
Mr. N. Segal
Mr. W, Tims
Mr. A. Ray

Mrs. H. Hughes
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PART III. IMPLEMENTATION

L Date Work to Start: j.yuary 1973 Date First Draft Expected: Fute 194

3. Final Report Due: geptember 197k
4, Implementation Method:
w, Btk BLal®. 4 oo w & % & & % % % B mw w & 5B
b, Individual Consultants. -« + s « « » 2 o« = & = P
¢. LDC Contractor/Institute. . « + « & o o« o & T
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5. Reports Expected in Currontrfiscal Year:
June 1973
PART IV. TFINANCIAL AND STAFF DATA
1. Dollar Costs (Estimated Disbursements by Fiscal Year) :
After
FY 73 Y 7h |FY FY Total
a. Contractual 15,600 5,200 $20,800
b. fTravel * Per diem 1k, LO0 1h, 500
c. Data Processing
Total 35,200
2. B8taff Reguirements (man-months) :
After
Y Y Y |FY lr'otal
a. Professional %
b. 8pecial Services




PART V. PROJECT SUMMARY
(Use Additional sheets 1f Necessary)
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1. Research Objectives:
support basis for Bank Policy Lei
support for Bank Operation in Projects or Sectors YT
Support for Country Economic Work fEF
Increase Knowledge of the Basic Developmenf Process /X
Develop Institutional Capacity for Research in LDC's [/ 7
2. Description:

a. Problem

b. Method

¢. Coordination

d. Implication for ﬁank Policy and Operations

e. Project Organization



Financing Small Scale Indugltries

iy In the industry field, the Bank Group's concern with income
distribution ard ermloyment has come to be reflected in a number of

ways, but the most important is undcubtedly a eoncern with "snall scalen
industry. ‘This concern does not ignore the fact thet "small scalet
industrics are a very mixed group, that they are only part of the
industrial development picture, that assisting "small gcale" indusiries
may affect handicrafts anmi cottapge industries, and hence rural incoms

and unemployment unfavorably, or indeed, that "small scale" industries

nmay be more capital intensive than "lavge scale® industries under some
circunstances. However, there appears to be a strong feeling within

the Bank that even though there are preblems and difficulties in assistiug
small seale industries which reqguire careful resolution, in mest situations
the benefits tend to offset the costs because of the income distribution,
snd enterprise formation benefits. In many swall, least developed
countries, particulerly in Africa, the stimulus to small industries

appears to be the most important part of long-run industrial development strabegy.
The problem is how to stimulate thelr growth effeclively, in kkeeping with
other developmenial aims, particularly those of rural develvpment, and
without cost to other economic ssctorc.

24 The Iconowice of Industry Division is proposing to undertalkes
a program, initially, while the problems are beinz sorted oub, wholly
internally (and mainly on the basls of the considerable literature
available), a study of such issues as meaningful typologies, capital
output and capital labor raties in small scale industry, cpportunity
for choice of technique, risk factors and so on. In the meantine,
howover, the practical problem of how the Bank Group could best finance
the growth of "gmall seale" industries is of somo urgency.

3 The Bank Group has not yet developed suitable financial
intrunents for financing small scale industries. Direct IIRD and IFC
financing assists very large firms, and DFC finsncing generally assists
development ban's which finance large scale and medium firms which ean
be defined for practical purposes as those with say more than 100 workers
and at least $1 million investment. It is true that some of the DFCs
financed by the Bank hawile smaller projects too, bul they are nov
properly equipped to do so. One of the qu stions the proposed study

is designed to answer is whether DFCs should have "small scalet winjows
with an appropriate financing and other modification, or whether separate
institutions would be better. A number of countries, developed and
developing, have, however, developed specialized institutions for small
scale credit. Some for example, Ecuador, Puerto Rico, Israecl and
Singapore have had considerable success. There is also a considerable
body of experience accumviated in UNIDO and ILO and other international
institutions. It is envisaged that the study proposed would examine
possible ways in which the IBRD might finance small scale industries

in the light of such national and international experience and in
relation to the minimum policy framework requirements z:d technical
gources for it is ovite clear that it is these three issues:

(a) the overall policy framework
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(b) -the availability of credit,
(¢) the availability of technicel advice

which, in the context of sach individual country's stage of developmenb
are the key factors in the vigor of the small scale sector, and in its
ability to foster balanced comniry-wide davelopuent.

/i The study would thus serve, together with the work which is
to be undertaken in the Bconomics of Industry Division as a basis for
a policy paper on the Bank Group's role in reserd to small scale industry.

B The project would require a consullant with an interest in

the subject, brozd vision, COMICN SENse, knowledge of the Bank Group,
and the ability for clsar and concigce expression. The number of con-
sultants who would fulfil these requirements 1s very lirdted. It is

envisaged that the study would require one month's preparatory WOrk,

6 to 8 weeks field work, and L to 6 weeks report writing.
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b. Method ’
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(a) PEroblem:

As a result of the experience gained in the pilot study (RE0221), 1/
which was intended to gauge the effect of the generalized preference system

on Indian manufactured exports, the study

would focus on

aspects of expott promotion in India.

(1)

(i

1

)

Export Promotion Policies

Recent changes in export promotion po
complex set of export promo
by and large on an ad hoc basis.
Neelf veliance " 1s making export promotion

emphasis on
important policy area.

consultation with the Chief Leonomic Adviser to €
1t is intended to obtaim a thorough understanding
sist the Indian Covernment

Dr. Manmohan Singh.

of the issues involved in current policies to as

The Indian F

The project is being c

tion regulations and procedurcs

the two following

licies have added to an already

introduced
ifth Five Year Plan's

a particularly
arried out in close

to rationalize its export policies and procedures.

Industry Studies

The pilet study undertaken
This data is now
to complete and extend the coverage
The influence of various

industries.

analyzed.

in FY72/73 obtained

policies o

material on selected

being collated in India and it is proposed
.once the initial results have been

a export performance of

1/ "The Impact of the Ceneralized System of Preferemces on India's Exportst

he Government of India,
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Sunmery and Conclusions

3 This papor examines the claim that the Generalized System of
Preferences (GSP) has sipgn’ Ticaatly improved the procpects for exportis

of industrial preducts frem the poor couniries. It does so from the view-
point of cne poor country: India. Section A argues that the claim hac

to be based on two hypothzses. fGhe first is thatv the GSP reduces the
anti-poor couniry biss of the ccmmercial policy siruciures of the rich
countries. 1he second hypothesis is that the sort of tariff change
contained in the various country schames of the System are sufficient

in therselves to induce increaszd exporb earnings for poor countries.

ii. Section B examines the international trade environment fram

the point of view of India and relates the GSP as it affecis India, to
current and prospective changes in that eavironment as they affect India.
Chenges taken into account include the expansion of the £iC, ihe establish-
ment of free tradse between the enlarged EIC and the ruip-EFTA countries,
and the loss of Commonwealth preferences. Possible implications of the
1973 round of GATT nepotiations are alse censideored. The conclusion of
this section is that tariff advantapes contained in the GSP schemes after
allowance is made for the operaticnal resiricuions placed on the schemes
by the rich countries, pale inte insipnificanes when compared with the
worsening in the relative pesition of India vis a vis the commercial (and
other relevant) polidies of the rich countries duc to these other chanpges
in the interrotional trade enviromment.

o B 9 Section ¢ considers the hypothesis that the tariff changes
contained in the GSP schemes are sufficient to generale increased export
earnings for India. It is argued that this hypothesis has been based on
naive theoretical models which were so designed that when GSP type tariff
changes were fed into them they necessarily predicted increased export
earnings for the beneficiaries of the preferences. A simple alternative
model is developed which takes into account factors which were not included
in the earlier models. Allowance for these facutors, such as monopoly
elements in imporiing countries and pelicy constraints on supply in
exporting countries, leads to serious doublts as to the inevitability of

GSP induced increasss in export earnings. Tie conclusion of this section
is that, even ignoring the qualifications to the effeciiveness of the GSP
discussed in the previous section, when the new factors in the model '
developed here are taken into account, it is no longer possible to claim,
a priori, that 'the G5P will increass demand for Indian exports. TFurthermors,
even if demand were to increase factors at play on the supply side might
make Indian firms unable or unwilling to regpond to it.

s o Finally, Ssetion D reports (briefly) on field work in India and
seme importing countries. This field work is aimed at uncovering the
relative importance of factors actually operating in the markel which affect
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demand in the rich couniries for Indi:n experis, and the supply of preducts
for export in India. Vhile it is not yeb possible, due te data deficiencies,
to relate these market factors directly to the model j prasented in the
previous saciion, it is already elear Lh“L soine mnriat fagtors reduce the
cffectiveness of the GSP in inducing increas:sd demand for Indian exports,
and some mariet feotors reduce the ability and willingness of Indian rirms

to increase their cxnorte, or to enter the export market for the firse

time The nace EECT"J_ ij-ﬁf] cative conclusion to thi S section is that policy
Wl
de u‘B] mined su un *il:j consirainis pl'“" a more iv !IJOI‘ tant ‘role in determi nl.li

export flows ithan the sarly G2? models ass gicd. The completion and
analysis of the £irld work bsing under taxsu will provide del 1led evidence
of the mariet forces at play and relate them Lo policy issues.



A.  LIRODUCLION

1 the Generalized System of Prefercuces (G3P) schemes which were
introduced by several developed countrics in 1971 and 1972 were claimed

by them to be signs of their willingnese to make economic concessions

aimed ab supporting developmsni in peor couniries. ‘The poor countries,

on the whole, welcomed the inirodusuicn of the schemes IoT two Treasons.

In the first case peor couniries velisved that the pro-GEF cowrereial

policy structures of the rich countriss were systematically and significuantly
biased against imports frem poer countries., Tn toe second case the)
belioved that the teriff reductiions embodied in the G37 schemes would at
lenst reducs that bias and lead to inereassd export earnings fer them. ihs
first belief was supported by the evidence on the strucuire of the commercial
policies of the rich countries produced by the UICLS Seeretariat and

others - particularly in comnecuion with the GATY Kennedy Round. The

second belief was based on scmewhat noive thesoretical reascns and simplistic
empirical models, which predicted thau the sort of diseriminatory tariff
reduction =mbodizd in the GSP schemes would, alone, be sutficisni to
generate inereased export carnings for poor couniries.

2. In this papsr I will accepi. witheut further question, the
conteniion that the commsrcial policy siructures of the rich couniries were,
prior to the intreduction of the GE&P schenes, bissed against products of
export inlerest to poer countries. lLateyr, in fact, I will argus that this
biag has intensified and appears to be worgening. All the evidence poinis

in this direction. Ixamined here are: {a) the claims ol the developsd
countries that the GSP schemes modifisd the anti-poor country bias of their
commercinl policies; and (b) the rezgoning behind the claim that teriff
preferences alone can generate increased export earnings for poor countries.
For various reasons, as will become clear in the paper, the GSP and other
factors in the international trade enviromment affect different poor
cowntries in different ways. This paper is primarily concerned with the
positicn of Indin.

B. THE GSP SCERAES AND COMifSRCIAL POLICY BIAS

35 On the face of it, the claim of rich countries that the
introduction of GSP schemes constitutes a unilateral non-reciprocated
concession in favor of poor countries seems reascnable. Tariffs have
indeed been reduced or removed on imports of a wide range of productis
into the comiries operating the schemes. Closs exanination of the G5P
program reveals, however, that in global terms the extent of the
concessions invelved is probably negligible. In the first case the U.S5.4A.
and Canada have not introduced any schemes at all and those of Eire, New
Zealand, and Australia (not strictly o GSP scheme, but one parallel to
them) cover such a narrow range of products that they can be ignored.

L. Secondly, those schemes coiuslly in operation (those ol ihe
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=C, the Hordic couniries, Japan, Austria, Suitzorland, and the UK) are
hedzed about U1L‘ r-**L:I'_t‘;snfm.r:,, “nou-mpbll_jauﬁ”, gqualified applications,
and other limilaiions in such a Ay as to setriously reduce :nJ potential
scepe Lhey ..u;-‘ ]1-;1*:'3 had. The schumes were criginally intended (by the
poor countries) to pru«idw one-yay free trade in 21l semi-monulzctured
and manfzctured gocds. The exient of the limitalions 1/ placed eon the
actual operation of the schemss is such, howsver, as 1o - lead some people
to argue that for meny less developed countries these schioaes have, on
balance, uorsencd (or will come to worsen) the tTLdQ envirousent in whi
they operote. Cne reason for arg u:mb this is that the two major schemss
{in fermg of maricen sige) =~ that of the ZIC (1nlc“ will absorb thosa of
the U.X., Denmark and Zire by 197h) ﬁhd t“qt of Japsn - operate with a
syslzm of tariff preference guotas so that preferences are only avaflable
on fi:ed amounts of imports. Cne of the guotas resiricis the share of

the io *'1 tariff quoia fer a product which any single beneficiary exporier
ean enjoy. This implies that when a cownury has reached its qroaa position
and it ceases io enjoy preferences its relative position (vis a vis other
beneficiaries) worsans.

©

-!!

1 Thirdly, the point just made about tariff quotas, by drawing
"atlention to one aspeet of the thooreticzl underpinmings of the arguhent
that the G353 schemes, by themselves, will reduce the bilas in riech couniries
arainst impowris from poor countries, leads to the need for an examinabtion
of those other (wwelated) irads policy changes wiich may affect the
relative prices of theses imports.

O There are ssveral imminent or prospective changes in the multi-
lateral trade framewori which are llhulf to, or could, affect India's
export interests. Firstly, there is the Generaliszed Syutom of Preferences
itsell, Seecondly - and perhaps meost inpertantly - there are those affects
which will follow from the enlargement of the EE Thirdly, there is the
imminent establishment of a Wesbtern “uropc free trdde area (WEFTA)

parallel to the enlargament of the ZEC. TFourihly, the multilateral
negotiations to be held under GATT auspices, comagncing in 1973, are likely
to bring about changes in the world trade framework of consequence to
India.

India’s_Interest in the G3P

T The GSP schemes implemented by the various developed countries all
include India as a beneficiary and all the various qualifications and
gensrally held doubts as to the benelits of the schemes apply to India's

17 Fbr a full account of the limitations embodied in the various schemes
the interc.ted reader is referred to a paper by Richard Cooper in the
Journal of Development Studies July 19724, the tuo chapters by Harry
Bell in YInteoration or Fragmentation of International Markeits" edited
Y Yoe BETINE £ L. Talt:? and "1 . Comzonwenlth and the Goneralized
System of Frelessncas’, a repory prepar:d by the author for the
Commonwecalth Sccreuarlat, London 1972.
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intorests in i o the extenl that the schemes do reduce tariifs on
imports frem IDGs and to the exlont that such triff reductions arfscd

ssed ferward to conswaers, of baex Uo producers,
or induce jnohopolisiic yorters 4o increase their dwports Irom 358
bensficiariss, then they could inereass cxport opportanities to all
ILDCs as a group, India included. For India itseli to benefit from the
schomes its exports have to be relatively mere atiractive, priece-wise and
quality-wise, at th2 margin than all other LUG exvorts gnd Indian exporiers
fhave to be willing and able to supply inereased quantities oi the velevani
producis av the going international price. There 1s no way of knowing in
advence the willinsness or ability of Indian exporiers to increase thelr
expor s {or prices) as a reswii of the schemes, or of knowing the gonpetitive
veactions of other ING exporiers or of producsrs in GSP extending countiries
in responee to any Indisn SUCCESS in taking advantage of Uhe schaomes.
Feonomic models ecan be devised which incorporate sona of these ellecus with
different asswied values of the verious variables and parameters. Their
theoretical bosis is examinsd in the Section C bezlow,

-

(9

relative pricss and are pa
L 3

B Two such models havs been used recently 1o estimate India's
possible (static) trade venelits wider the schemes. One model was applied
by ilie Reseaveh apnd Analycis Division of the Trads Development Authorivy
to the OSP Schemes of the ZHC and Japail. Using agpregale dats this ncde
pradicts that India's esperss 1o Japan and I3C would increase by 2s.134.64
1akhs on the asswapiion that no supply constraints cxist and Rs. 79.57
1akhs on the agsumption that export supply erowih would be the same as e

overall annuzl rave of growth of indusirial productien in 1971 (2 per
cent). Ancther nodel, used by ihe ndian Insbitute of Foreign Trade,

- *

predicis a tolal static gain of Rsi 32 crores, with Rs. 2.5 crores being
accounted for by Japan and 7.2 crores by the A5C.

9. Alihough thess two (and other) models of India's interest in the

G5P schomes vary in techniecal sophistication thers is no way of distinguishing
between them according to their Noorrectnass" or realism. While both maxe
various attempis to confine the values of the relevant parameiers and
variables to feasible and (assumad) realistic values, there is no way, &
priori, of tesiing the future validity of such hypothesized values nor of
estabiishing the correctness of asswnptions (if any) concerning the reaction
responses of competitive preducers. Tariffs are,however, only one of many
factors dstermining the size and direction of trade flows and the sort of
marginal changes in tariffs embodied in the G3P schemes (when allowances

are madza for the various product coverage limitations and other qualifications
they centain) pale into insignificance when other factors (actually or
potentially) affecting the trade interests of LDCs are taking intlo congideration.

10. The resiricted and qualified preferences being oxtended to the
1DCS§ by the TG, the U.K., and Denmark are insicnificant when conmpared to the
full reciprocal preferences thoy are preparing .o afford each other following

the enlargement of the EBC. Other econoric benefits the nine European
comiries are propesing to exhend to each olh:r on enlargement reduce any
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possible impact o¢f the GSP on thom o minor econcmiec dimensions. For
exzmple, 2djusimenta to its econemy which the Uil ved Kinpgdom is willing to
make in ordsr teo supseribe to the pi0's Cormon Agrieulturel Poliey far
outweizh any adjustments widch may beccme nocessary due to the operaiion
of 1he GHP.

Te Imlarecement of the HIC

Tl The s ol ths ex
(233) into the

of those conecarnad

pansion of the Auropean Lconeomic Commuind:
oloc in ihe world are foremost in the minds

wish formal.ating India's trade polieies. I¢ is nob

s S
St wacang

difficult to soe shy: the original six members of the EZC and the s
alone accountad for 17.5 per cent of Indials total exports in 1870-T1 zna
+ y i

even bafore expaasion India has been losing ground in bota marietls -
relatively in the casz of the %0 (from 6.9 per cent of totzl exporis in
1965/65 to 6.4 per cent in 1970/71) and ebsolutely in the cass of the U.X.
(from 5306 million in 1945/56 to (227 million in 1970/71) . Yhen one looits
at the commodily composition of India's exports to the U.X. it is easy Lo
understand why policy makers in India regard the enwry of the U.X. into ihs
SEC with pessimism rather than the optimism some would have then feel.

Y2 Folly 3B.15 per cent of India's exporis (1570-71) to the U.X.
consist of tea, folloved by menufactured tobseco (9.6 per cent), lenther
(9.2 per cent), and cotion piece goocs (7.3 per cent). Thease top four
itens togather, then, account for almost two-thirds (8.l per cent) of all
of India's exports to the U.X. followsd (as shown in Table 1) by oil ssed
ake, cobton yarn and thread, vegetable saps and exbracis ete., made up
articles wholly or chiefly of cotton n.e.s. (nob clothing), carpsls elc.,
and woven jute fabrics. Tae share of these ten products in India's total
exports to the U.K. is approximately 78 per eeni. It has already been
noted that the U.X. is not one of India's most dynamie export merxets and
when it is also recornized that almost all of India's major exports (in
existing or more processcd form) to the U.K. are subject to more rigorous
jmport restraints in the EEC than they ave in tne U.X., Indian concern at
the prospects of the effects of U.X. eniry on its exports can be readily
appreciated. These restraints include excise duties on tea, the restrictive
effccts of the Common Agriculiural Policy on imports of oil seed cake and
vegetable saps and extracts etc., state monopoly, preferential buying of
tobacco (witnoub the cemnitment to "buy Indian" which is currently part of
U.K. policy), a more restrictive application of the GATT Long Term Agreement
on Cotton Mextiles, and high duties on jute and coir manufactures. To the
extent that such restrictive treatment of imports of processed and non-
processed agricultural products and textiles is adopted by the U.X. in the
course of the harmonizaiion of its warious econemic policies with those of
the EEC, the prospects of countries such as India, whose basic trade with
the U.K. is mostly in such procucts, are likely to be seriously affected.
The potential damage to India's trade with the U.X. is increased due %o the
consequential loss of the preferential treatment it currently receives in
the U.X. market under the Commonwealth Preference System which increases the
advantages to iis beaeficiaries of the U.K.'s more liberal policies tewards
dmporug ol such products.



13. if we compare (soe Tbles 1 and 2) India's export performance in
the U.4., with that in the pre-enlarged (1970-71) E%C, the nature of the

problem becoties more explicib., Although it is a much larger marxet, the
total amount tha £33 fmporis fron India is only a liltle more than half the
amount thae U.X. imports. Ths propertion of the EEC's total imporus from
India accounied for by the ien most important items is approxir: tely 56 per
cant. There are significant differences betuesen these tuo groups of ten
nost important items. Thus three items in the U.{, 1list which compete with
importznt industries in the EIC are not fownd in the BIC list - these iiems
being manuf=giursed tobaceo, oil seed cake, and cotion yarn. ‘fYhe three items
which replace these !'sznsitive' products do neot compete with EZC indusiry,
being arisares, diemends (not industrial) and other precicus stones, and
tropiczel hardwoced. Of the ive common items, one (twea) dozs not compete
with B3 indusiry and twe (leather and vepelable saps and exirac ts) are
used ag inputs by it, as is iron ore (and concensrates) which appears in

&
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the EIC¢ list but net in that of the U.X.

14. Indian policy maikers fear that those items which the U.X. now
imports in significant quaniities but which the £3C does not and which
compete with the protected 2ZC indusiry and agriculiure will be subject

to trade diversion as a result of the U.£. joining the 4iC, to the
dstrimzsnt of India's expert interest., Such a fear is rationally based

in many cases, fiot just forr the iitenms in Tebles 1 and 2, where EBC
ireatment is more reswictive then that of the U.X. Tt is also rational

in all those casss where 230 producers could currently corpele successfully
with Indian exporters in the U.X. marizet in the absence of lhe gpeeial
benefiis accordad to Indian exports in thal merket under the Commonwealth
Preforence System (CPS) end in the bilateral trade treaty.

15. A comprehensive guantitative estimate of the effects of the U.K.'s
eniry into the BEC is beyond the scope of this study; il is, indeed,

beyond the scope of any realistic predictive study given the complexity

of the factors involved. 211 that can be dong here is to ideniify the
major consequences of U.K. eniry in terms of the trade enviromment which
will be faced by India after enlargement of the EEC. Such effects may be
categorized into positive and nsgative effects, in the sense of whether
they result in the elimination of preferential treaiment currently enjoyed
by India {negative) or in the creation of new obstacles to Indian exports
(positive).

16. In the latier categories are those effects which derive from the
nature of the Juropean Zconcomic Commuiity and its complex of economic
policies. The motive behind both the establishment and expansion of the

EEC is the creation of a free trading zone in which non-members, including
India, are purposefully put at a competitive disadvanitage. The greater the
nunber of countries having access to the fres trads arrangemsnis the worse
off are non-members; the initial creation, the enlargemcnt, and the proposed
sirul taneous creation of a Western Zuropean free trade area (ViFTA) all imply
a worsening of the trading enviromient of all non-nanders ol Lhose
growyings s A5 cbstacles to rade waouy ths mzuvers of e groupin

gs are
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reioved or reduced so are, by the sz act, trading disadvantages created
for nmoa=iierhors. Thig is the railoncle of thz groupings. In addi tion, tne
various produgi~spewillec prelurences affordzd by the exlsiing 530 countries
which will bz meintairzd (and tharehy = ,JI'\-'_:lJ't':":.',E‘lﬁ;Z'l::d) by the enlargsd

Compuni vy ' ade position of non-ncieers who do notb navo
such saee es of sueh corparatively advers: treatment

affzcting Ind erasted by these ad hoc dspariuaras frou
e “
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17 Joars fiem i%e use of taritis (znd non-teriff barriers
thosa affecling cotion and juse preoduets) Lo creale ariifi
{avoratle tradiiz envirenmenis for favorse fellow menbers 4nd AsSzEoCisaes
of the groupings, Uhe ZII0 syctenatically uses (and ydll conuinus 1o do
after snlargement - on & largesr sca z) subsidies (in one fom o anothar)
to protzet septional intercst groups wi thin itz borders. These sibsidles
operate to the dewiment of conpeldiors in ghird peyriy countriss.

obvious sirucinre of such gubsidies is that embodied in the Comnon
Agricultural Folicy (CiP). he adopiion of the CAP by the U.X. will
geriously affect India's comperididve position in vhe U.%. market for such

procducls as tobrcce, #aj=L, vepatavla oils and o3l coics,

A
tha

18 A secal frporiant set of gubsidiss whieh -matrics fhe trode
poswivili e of cownirics sach as I nadfa are those sssoclated with

regional policies of the Zuropean co mtries. Tease subsidies eve pariiculerly
damaging as thoy are, for the most part, peared to lho esbtablishment or
meintensnes of emwployment generabting laber-intensive indusirics, the wery
type of industry which India (and other 1D0s) are trying to establish in
order to modernize and develop their econonmies.

lon

1%, with much lsrger tax bases the rich countriss, especially the more
Igelfare-stiote! minded Juropean countries, sre able to maintain progranss
of subsidies at levels which IDCs cannot possibly hope to mateh with
corpensatory support pregrams for exporbers Lo those markets. In addition
to the subsidics of the apricultural and regional policies many Zurcpean
governments subgidive iuens such as socizl security, transport, training
and education, and licalih programs which many if not most private firms in
I1DCs have to pay for thamselves, thus adding to their costs of production.

20. A third, prospective, result of U.X. entry inbte the EIC which is
likely to worsen the irade position of India is the harmonization of the
GSP schemes of the U.F.(and the other three new entranis) to that of the
R0, While no definitive statement has yet been made on this issue (as the
TEC scheme is to bz reviewed in 197L) it is inereasingly recognized in
diplemetic end official eircles that the new entranis will be expected to
adopt the form of the ZEC schame, complete with its more vestriciive
treatment of agricultural and mineral products, and its resirietive set of
8%v

1 &+

guota limitations, benellelary couniry linitations, and sub-quota marke

Aimitations. I have uribten at length aboubt the consequences of



harmonisa tien eleeilicra. 1/ vation is complicated by the existence
of the Commonwealih Freferencs Systen (CF3) and the U.i. -~ Indias Trade
Aeroationd. of 1930. Cp;p;rinr ;LA tro CLP sechanes we can idendily procducis
ia whiph Ineists dihoadh Ind hreatened Ly U;If. gdopiion of
an LEO tope GBP sekeme - apa* = i*c- b reneral threat posed by the verious
guote lindintiens of the 3¢ scheme. Ignoring the Commonnealt h Preference
Systen (CPS) for lhe moment,; these are protluo*e yhich the U.X. has

ineludee in its OSP schense bub wideh are excluded from the EEC scheme.
Bearples of such products vhich are of expori interest to India are:

ger'lain Irporsnt jude nd coir LnanLder;u; aghew nut ﬁsrrb]s, lentilsy
temarinds pophdain; Plee; bran and nss celery seeds:; Uurimericy opiumg

b o 3
bonesn; T'.'--l,c- chk uLney and mica. Othsr ggrievltursl and minersl preducts

which are inelvded in thie 250 scheme = such as many forms of sewversl
tropical fruise -~ ove included on a resbricted basis, with only winer tariif
reduciions being oflered.

-
2l ilim iJJ'r,L of the nepative effecis results from the fact that when
ihe existiing pr W.:alr"::. Indiz enjoys in the U.X. mariket under the CPS are
L)
,,,“n into L::"om 1. the prosgpeciive f_i‘l"a;:cts on India's trade prospects of

U.x. om.“;' to ths T_"JJ worsen considerebly. Apart from the general loss
ol preiletsntic) access no the U.¥. merlket wder {he CPS due to the
intreducticn of 'i':.e 5P there are also preducts - of eoixport invsresuy to
India - witich: are 3 i

& nthamﬂaubmﬂﬁnnf i
GSP scheries (or are o

-

Tuder ther the U.f. or EEC
nly includeé on & resiricied ozsis). These "f-pu,mc,l
preferences” will be lost as the CPS s phased out and eventuslly eliminated
during the wangiulon pericd in which the U.X. adopls ivs ecommergial peclicy
to that of the I=C. Zxamples of Indis» exports widch fall into this
catb*‘m are: cashew shell oil; canned and fresh pravns; walnubs; colfee;
mazy vwﬂm,‘lw in various stages of protessing; ricej oll ecake; hog, pi
und boar bristles; gnd,mango slices in bring.

22 A second nezative effect 1:;. likely to be the adoption by the U.K.
of the EZC's nore restrmt'.ne policy towards imports of cobton textiles

(and leather footwear). If the U.K. were to reduce its imporits/consumption
ratio of coiton textiles to that of the EEC the effect on cxporters of such
products would be very marked. That the U.X. govermment may be willing to
acceplt such a developnent is indicated by the introductien of new proteciive
measures for its declining coticn industry - egpecially the introduction of
the 15 per cent tariff on such imports as from January 1, 1972. The
introduction of this tariff constituted a unilateral abrogaticn of a treaty
commiiment to India not Lo impese such a tarifl on imports of cotton
textiles inte the U.K. from that source.

23, Finally, the imminent abolition of .lhe Commonwealth Sugar Agreement
(CsA) also threatens to harm India's export prospects. In this case the

ESC and its fowr prospective new members have promised "to take to heart®

the effects of the abolition of the CSA on its beneficiaries, butl no definite
quantitative commitmenis have been made.

1/ See 'The Jommenwealth and the Generalized System of Preferences, op.cit.
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2l In sum, the n . offect of U.X. entry to the 2EC, and also the
ggecession o the auae v by Datmrk ond Zire poind 1o a worssmihg in
the trade snviromicnt ¢ ‘atia in lerns of the relaiive priceg of dts
exmor ts to the " o==¢F M, Thig davelopment is gonerally recopgnilued,

or aunivted, ov ali concurned. ‘This wversening will (

from e creaiiuit vi il viiegsu dUueSs arrangunenss i h

markets Ly the Suropecan countries inveolved; from the subsidization ol

Indie te ermnns fesg dn Wmeems unetow ihe Comimon Aprdeultural ; regional and
s and other

other enonpadn nnlipd sae from the barmonising of the U.Z.'s

Lep Aty srosenie 8 1 st mae ittt et of the 2803 from ihe abeolition of
the remnante of aba ok ¥rom tha adoption by the U.f. of more rastrietive
podivies oo al- e o8 of dexislesy and from the abolition of the CS&,
The recognici n.-: roeos pagtivd effects on the Indian economy of the
expansion of uw " b= en tne Burcpean countries invelved to write into

the Brussels Treaty of Acciéssion z declaration of intent "Lo examine

(irith India #nd &ri lanka, ilhlaysia, Pakistan 1/ and Sinzopore) such
problems as may arise in the field of trade with a view to seeking apprepriate
solutions".

WIFTA and GA'™ 1573

P While v 0w m of the EZC is probebly the most impordant

change in the dinlecrnational trade enviromnent affecting India's interests

other planned or mucted changes arc of Jmporisnce to it. Fr~ one, those

member countries of EFTA which have not sought adwission e “he TEiC have
L]

o
securad o reciproczl exlension of trade prefercnces with £2C which will
effectively creais a Wesbern Zuropeut free lrade area (WEFTA). ¥ach of these
couniries have shovn themselves willing to extend to each other trade
congessions which they were not prepared to offer to LDCs under their GSP
echenes.  The only explanation forr such disceriminatery behavior is that the
countries involved see their own inberests better served by mulual exchanges
of trade concessions than by unilateral concessions to LDCs. The same '
motive has led the U.S8.A. (yet to implement any GSP scheie) and Japan (with
the most restriciive 0S5P scheme) to take the initiative in pressing for a
new round of GATT negotiations to commence in 1973 with the primary objective
of minimizing the effects on themselves of the expansion of preferential
trading among the IZuropean couniries.

26. The prime objective of the new GATT round of negotviations is the
reduc!ion (znd possibly eliminaticn) of rem2ining obstacles (beth tariffs
and non~tariff barriers) to free trads in industrial products among developed
countries. The LDCs will both lose and guin from the 'suceessful! completion
of the negotiations to the exient that the discriminatory trading
arrvengements of the EZC and WIFTA are watered doim by the intreduction of
multilaterally based (MFN) liberelization moves in iniernational trade.

LDCs, including India, will lose as the value of the GSP schemes are reduced
as the HF! tariffs on which they are based are reduced. (4nd with EZC,

WZFTA, and the ZEC's varicus Association arrangements the only important
trade flows subject to such barriers will be’ Zif/WEFTA trade with Japan and

1/ ‘his presumably refers to Palcistan and Bangladesh now.
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U.8.A, and trade between Japan erd U.S.A.) 1DGs, including India, will
gain to the exient thal the negotiatdons result in nultilaterally baged
trade liboralization above and boyond the tariff reductions contained in
the GES¥ Schamas, and to the exten: that they are compelilive producers

of the relevant producis.

Conclusioens
2T The Torraiion of the I, the establishment of the various
\ssocintion sorcomanis batiesn the 310 énd ssveral Meditsrrenean and othar

g, the enlorgewsonl ¢f ike ZE3, the creation of JIFIAL, and the
initiation of tho 1973 GATT nogoitiaticons are all based on the motive of
rich couniries segeliing to enliwnecs their owm cconomic welfore - mere or
less without regard for the effects of suach arrengements on third,
includinz poor, countries. Ths, by comparison, trivizl concessiocns
explicitly exiendad by rieh countries to poor counlries under the GSP
schemas do nol eome anpbere near o balancing the obstacles to their
trade creaied by the variovs arragnemenis listed sbove. The rapid growth
in the mumber of 'voluntarily accepiled' export resitrainis; the unilateral
egtablisiment of non-tariff barriers on imports from LDCs into rich

gouniries; the unilaterzl indiscrisdnaie raising of tardff varriers av
various times, by the U.S.4., U.X., Denmarky. the stagnati. = of aid flows;
and the disrezard by the rich countries of the effecus of .holy eurvency
regligmments on the traca intsrests and reserve position of LDCs 21l peint

to a lack of concern among the governments of rich countries for ine
econienmie wellerc of the population of poor couniries. To the extent,
however, that ths developmont of mutunlly advanlageous econonic relations
between rich and poor counirics could be devised and constructed - as they
could ke - such failures to toice full advantape of the opportunities
offered by a rational internasiionzl division of labor also show a lack of
concern by the govermments of rich couniries for the bulk of the populations
of their own counirizs in order to favor sectional interest groups.

28, In swn then, the sort of relative price advantages granted U

rich couniries to imports from poor cowntries under the GSP schemes arc more
than balanced by ths actual, prospective, and polential relative price
advantapes granted by rich couniries to one ancther under their various
prograns of regional-and gleobal tariff reductions. But teriff reductions
are not the only way in which the relative price advantages conferred by the
GSP schemes have been eroded. Ve have already seen how subsidy programs ol
rich couniries (such as those embodied in the Z3C's agricultural and
regional policies) have a similar effect. fhe growing relisnce on non-
tariff barriers as a protective device by developed countries also whittles
away any competitive advantage enjoyed by poor comiries as a result of
favorable toriff treatment. Similarly the nen-discriminalory across-the-
board and unilateral tariff reduclions of Japan and the revaluations 1/ of
the Japanese and German currencies have alcc reduced the polential price
advantage of theose comntries' GSP schemes - as have (in a different way) the

1/ The rmans and Japznese could have allowed more favorable treatment of
imports from poor countriczs absorv the full adjustment requirements
of their undervalued currencies.
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devaluatiens 1/ the dollur and pound.
23, From ¢ vl poor couniry's viewpelut the iy ‘frading environaent,
and changzes in i, 28 € ™ncd By the cenmereial policy struciwrss ol the

rich countirdies, »will depend on their positien prior to any changes in
those policy "Uus bvvulun wew wil BIF special trootment they may be afi'orded
L

durine the chanses. As thz sort of s ccial ireatment bsing given 10 or
= {503 {5 " ] '

PROpeBeE Trm £ G Sar s i g (e.g. the Zi0 current and poien tial
Associabes) never exeesds seme concept of compensation for negetive effects
of Ihs ohat... wand aikewe, wigh as Idday definitely stond vo lose (apain,
note that *lnes! 58 vsed in the sense of an unfavorable move in relative

prices ¥ib A’y ) the oversll effect must be a feneral
worsoning oL whe po . - of poer couniries in the ehanging internationul

wrann L

'

vamework. 0, 1~ schemes - the only changs in faver of peoor
couniries nol related o improvements in inura-rich counury trede conditions -
have to be considered as insicmificent corpeared to other changes in the

trade enviremrent vhich afifsey poor cotnirics' interests. They are unlilkely
to involve immrevenmente in the relative (afver duty) price position of

poor cowniriss’ prouucts in rich countries vhich would be large enough io
result in any sisues ant clanges in the patterns of world trade at ell.

“le puss conclude shat the anti-poor cocwntry vies of the rich comiries!
conmercial policiss i not been more than marginelly reduced ty the

introduction of the GISP schanies.
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A Simnle Theoretical Iraimeiiolt

30. Our concern in this section is to examine the theoretical baslis
for the belief that tariff preferences alene can result in increased
export earnings for poor cownlries. Al theurh the last seciion disnissed
the claim thet GSP schemes make a significent difference to the anti-poor
couniry bias of the commercizl policy structures of the rich couniries,
the 0SP prefer aices (bemporary, te be sure) which they embody do exist and
we have to ask the quesiion whether or neci export earnings of poor
countries will increase as o result - even if from a lower base than would
have been the case in the absence of the factors mentioned.

31. Recent work on this question has generally assumad (a) that no
other changas are taking place in the international trade frameuori; and

(t) that no other determinants of irade flows change as a resull of the’
introduction of the GSP schemes; and (c) that no distoriions exist in the
system which might prevent changes in relative prices, dus to the G3P,

from having a trads creating or diverting effect on the economic agents
within the sysiem. On the basis of these assumpiions various predicuions
have been produced of the effects of the GSP schemes on the export earnings
of poor countries which range from highly optimistic to somewhat pessimistic -
but alwvays positive gains are predicted. The actual degree of gain is

1/ uhich worscned the competitive position of all foreign suppliers to those
markets - discrimination could have been inlroduced.
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detormined by the walves siven to the paramelsrs and variables in the

modals. Jur sxdnple, l:i',‘.z partial price elacuicities of import denand
will preducs more optimistic resulis han do low ohes:

32, lost models used to predict the effects of the GSP ars single
price modals. That is, "cm;; asswia that the price alfected by ihe
preferences ("‘.h:* duty paid g.d. L. prige) 38 also the hrige *“acrr'l by
cofisimens and producars. 021 this zasis ihe medels than calculaie gtatic
effects on recsnt trade [lows by fesd fa

peed

e

¢ the price changes into a framewori
ol price '.:.:' .'vc.a.u,ﬂ, of imporit demand and price slasticitles of supply.
3y sssuning inliniisly elascie supply potential in poor couniriss the
nodels have ‘1 .Jl,d their prodiciicens entirely on the cxpectied regponse of
consuacrs in rich cowntzies vo fells in 1">13'1,J. prices on the assuaption
that the full prefarence-induced price reduction is passed on to them -
the dnecrcase in their demang at Llu.u lower retail price consuiluting the
incresse in the loreipn exchanpge earnings ‘of The pool‘ couniries. In the
modsls thon the bensfits to poor countries derive from inereased sales
ac gongtant priees

SC

o

35, Later models, 1*0:"":13[ confined to acadamic jowrnals, 1/ introduced

oualifiesticvns to the infinite elagidcily of supply ;‘.szmpulonﬁ nd r,:a.l vlated
out.c,{;:ur; bascd on assuipiions such as constank Uu» less than infinide supply
clasideitdes or supply elasticities sousl Yo rales of incdustrigl ;;:'o-.:d'_. -
In such casos the rslaotien boisen the demand and supply elasticivies
boeares cruecial and the tq:’ii‘J‘ reducticn may have to be splitv vztween
inersases to producers nnd raductiens to cersumers. lere the henefits
to poor couniries ars couposed of inercased prices and inere ssed quantities
at these higher prices.

3k, tpari from the obvious question of the empirical validity of the
elasticity values these single price models are only valid as long as
asswiptions (a), (b) and (c¢) hold. In fact, thsy do not. In order to '
exaine the consequances of dropping these assuiptions ( (a) and (e) only

as (&) wms covered in Section B and the reader should bsar the necessary
qualificaiions in mind) we first need Lo develop a simpls multi-price

model of irade determination. This is because “tha conseguences of dropping
assunpticns (b) and (c¢) affect the markets at different points fron the
c.i.f. duty paid price stage.

1/ For exaple: R.G. Blac!-;hurs't, "General versus Preferencial Teriff
..euuculonv“, Southern Teonomic Journal, Vol. 38 (Jan.1972); K. Kojima,
Ulpade Praferencas ror Developing Couniries®, Hitotsubashi Journal of
Sconomics, Vol.9 (Feb. 1969); C. Clague, “m ‘rade ailecis of fariff
Prefercnces", Southern Jconomic Jowrnal, 7ol.38 (Ju1 197 }; J. Cody,
"T c:‘mlc 1 Pap:r-‘-*“ in U, Well, e u:m nongealih and the Generalized

NCS, Co.._.non'ra.lm Seceretariat, London 1972 {m.neo},

IThe Zffects of ladtilateral Trade Hegollntions on

1z Countries'y an u.nnuul,,::h d pajer prapared
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35 e can breaz the modsl up into two 'sides' for simplicity. On
the devind side we om identify a spectrun of prices yhdeh dtiterwiule betwosn
L -

1

pri

the acts of inmporling and conswiing. Such a specirwl may run as ipllows:
from 6.1.f. lendsd prica to duly paid e.i.f. price to wholesaley

to retail price. A4 parallel structurs on the supply side might consd

_
e
-
&
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of &.i.f. landed price frea f.o.b. price froa factory” price Irom
prices. 1/ 'The inlrpduction of preferencas eniters the g/stom as &
relative price change ot the e.i.f. duly pald stage. At this stage
jmportors musy decide hou Lo react to the chongs in‘releiive prices and
a% all other o docigion 'wzers will have to decids lwy to react

4o the decisions oo the Importsrs and % ithe conssquunces of those

decisions. Assumpiion (e¢) implies that the Lmporiers will make Tperiect

compatition fype" decicions and (1) and (c) imply that other agents in the
syetan simply pass on the markot siznals resuliing Trom thess decisions
withous disterting or modifying dlian dn gy wagf.

Iimitations to tha "lffect of Prefzronces on Damand

36. Tnitially, attenlion will be focused on the impertiers' declsions
and resiricted 1o the gquestion Wiy might preferences not result in
inersaged forelpn sxchangz flouws to poor couniries?®  hen multi-price
models are used and assuantions (b) and (¢} drepped many outcones are
possible, although for space reasons enly & Taw cases will be considered.
‘hes. have busn cliosen according to empiricsl relevance, based on tha
author's experience.

8 n the first ecase leb us assuns that the importer is in a
monopsonistic position vis a vis foreipgn suppliers of a product lo this
market. Lei us further assume uhat prior to the introduction of preferences
211 dmsorts cwae from poor countries eligible for preferences when
introduced. ‘ihe monopsony element may stew from any of a nunber of factors,
such as a licensing system of import control; cartelizalion of Imporusrs;
importers'! control over wholesaling or retailing; importers! conirel of
specialized shipping, internal transport and wurehousing facilitieg; or
"barriers to entry" ete. In this case the importer may decide, for a
variety of reasons (e.g. low price elasticily of demand), to maintain
retail and pre-duty c.i.f. prices unchanged afier the introducticn of
preferences. Consegiently no gains accrue to poor countries in the form

of either higher export prices or expanded sales. All the previous tariff
payments now aceruc to the importer as windfall profits.

38. A second case {(of which meny variations are possible) in which
poor countries.do not benefit from preferences is where prior to preferences
they share a market with compstiters in rich countries(located in the
preference giving or third party countries). ‘hen preferences are

introduced the change in relative prices would induce importers to increase
the proportion of supplies which they cbtain from poor countries. But if,
initially, the producers in the rich countries are not operating at full
efficiency and are allowing their competitors in poor countries to set prices

1/ Many oll. . price stages can be identified, this simple struciure will
snffice here to allow the major poinis to be made.



they may reaet to the importar's denision by inereacing their efficlency
(or by accepbing lower profit margins) and offer their preaueis at prices
mavching ths lower duly paid price of Riporus 1 cor countries. The
lewer prices may, however, have no eifect on final conswaser dewmand il,

for example, the product in gquestion ig an indusirial inpug, clianges in
whose price have little eifect on tie price of the [inal product. Again,
poor couniriss fail to gain from incresged prices or sales. This and the
preceding cuampls are adrittedly exorsns buv are rresznued =9 a balance to
the otlier more COwaon sxuwreme o iing than no such possivilities
erisv. Thaers is in facu & growing amowil ol evidince that distoritions snd
reactions such 28 those meniionsd here are imporvant aspects of the real
world trads environment. 1/

n
£

LA}

34, Hoving forward from importers iv i elear cthat the sane ergwienvs
used in thad case To suggest thau preferences might not result in incraased
prices or gales Lor poor countrics can 2lso apply at the wholesale and
retail level. That is, in ike Lirst case, wholssalers and retailers wmay,
if their conpeviiive pesition allous ithem, avsorb any passed on price
reductions due to prefersnces in the form of iindéfall profits rather than
adjust thesr owvn selling prices. Vhere the murket is preempied by poor
countries this weuld m2an that no Wwad ect of any seri would result,
heir supplies from non-poor

coOWItry sources way mal their m-viel shares Uy inereasing tnelr
efficiency, or ihey may accepl lower marging and pravent trade effects again.
In the wholssaler cass, lower selll igas may be absorbzd by monopoly in

ase lower prices may be passad lo congumers,
maritet shares maintained and no inereased domand result due to completely
inclastic demand.

6]

LO. though these two factors reducing the impact of preferences on
import dzcisions are probably tie most important in practice on the demand
side (togother with those which resull from dropping assumption (a), as
discussed in Seciion B) many other, more random, factors exist,. Before
going on, however, it would be noted that while the two types of leaxage
considered here are extreme in the sense of resulting in no trade effect,
modifications to them do exist {e.g. only a partial response by compeling
producers in rich countries) which would medify the trade effers bat not
eliminate it altogether.

h1. Olher factors may reduce the impact of prelerences on trade while
not eliminating it. Thus, for cxample, if governments of rich countries
feel that preference-induced imports are inersasing too fast in terms of
their domestic indusiries' ability to adjust to the new situation, they may
provide such industries with subsidies to enable them to compele more
effectively. Or they might resort to forms of protection other than

1/ A belief in the relevance of the second case, for example, underlies
the logic of ihe Yeold = .uwer elfect” or "idnds =T competbition!
justification of British entry into the fiC.
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tayriffs wiwh the int=ntion of reducing the trade dmpact of preflerences -
examples ars voiuntary expori resraints and bissed government purchaging
practices. Of courae, wielre injury o domestic indusiry was expected,
prior to the inbreductica of the GSP schenes, to reach unaccepiavle
levels varicus restriciions - tariff guotas, exclusion lists, limited
tariif reducsiens, ecc. - were imposed on the schemes from the outsst.

Limitations to the fesponse of Suopliers to Praferencoes

) —

L2. Starting from the duty paid c.i.f. price agsin, we can ask ke

simple guastion: in what ways can we oxpest supply to respond Lo any
inereassd & 3

nd for inperis frem poor countries due ito ihe inbroducticn
of prefermcos? There are only three possible answers. Ihs first, mest
freguently esswaed in early prelerence models, is that poor countries can
supply increased quanivilies o ricih eountrics av the pre-preference c.i.l.
price - i.e. it is assumed that producers in poor countries are operaiing
in conziant cost conditions. The second pessibility is that producers in
poor couatries willl be able to increase supplies, but only in response to
inecreased prices - i.e. the producsers are operating in conditions of

jnereasing costs. Later preference models have introduced this agsumption.
suBibd

Ang the ihird possibflity is ithal preducers in poor counilries will be
willing te supply i

LS
LS

roucad quantities ab lower prices - i.e. the case of
decreasing costs. This asswaption has nou veon used at all in any

T
ch is

prefereice medel, whish is rather surprising in view of the original leogic
of the arguwtent for prefereices - i.e. the infant industry/econcmy arguwaent.

h3. The popularity of the constont costs assumpuion has derived
from the ease wilh wiich precdiclive medels based on it can be devised and

applicd. To all intents and purposes it has no gapirical relsvance except
in the case where producers can switch supplies from domestic to forgign
markets. Tiis exception is however limited to the few cazes where the
output for the domestic markel is large enough to supply international
orders and in any case is fuvrther limived to the short run. Il can be
dismissed (along with all models based on it) here.

hl. Short run increasing costs can result frem diseconomies of longer
production runs, and longer run increasing costs can result from scale
diseconomies - both can result from inpul boi!l sneecks. Given short run
fixed capital stock, unit costis can increase as production runs increase:
if machinery, labor or management efficiency is impaired; il overiime
payments are required; or if inputs (including skills) are in short supply
and their prices have to be bid up in order io acquire them. All the
usual text book causes of diseconcmies of scale may clearly come into play
in the lenger run, end the situation can also be worgened by supply
bottlenecks, with attendant price increases.

15 The original logic for the GSP schemes was derived chiefly from
ihe infant industry argument. That is, 1t was claimed that as most
industry in poor countries is in an infant stage, over time they could bz



expected Lo lower costs and pricas te the point at which they would be

eble Lo compebs on cpen vorld marietg. Unuil that time, it was argusd, due
to imporicclions in capital mardeds the 3nability of poor couniries'
governments to provide adaquaie cupsidies, rich countries could 'aid' poor
countrics by providing protection of the infant industries in the ferm of
preferencas. hile w a lonzer run arguient (consistent widh rising
short rum costs) it wa: 1d i5) sometimes argued that for a variety of
reasons widesorcad ex agiiy exists in industry in poor couniries.
Tnds line of arpwnaznt convinues that any igerensed demand due to preferences
could bz met wiih inereased supplies (ibus assuwing no inpuw bottlenscks)

at lower costs and prices, or at thz same priece but louwar cosbs, thus

o LIS

making expor ting reluiively more pr fitanle.

b6, Tis brief sketch of the possib. 17
regponding to increased damand indicales that only in the cases where the
iperessad demand incorporabes incrented pricses, suffielent to cover any
inereases in cost, or increased damand al consiand price in a situaticn
of no inpub consiraints and where aither (i) excess capaciiy; or

1

of produciion ruas; or (iii) relatively shorw run 1/

casily anticipated) econcmics of scale cxist, will inerazaged
damznd for exporss be met. ilhe evidsnce available suggesis that, ocn the
whole, these conditions are net found to any signif{icant exbenty in poor
countrics, at least in India where most of ithe reszearch for this project
has been carried out. ‘fhe problem here is that the cost analysis/supply
elasticity appreach only considers an indastrialist's ability to recpond
positively to increased demand on the vasis of plisiic produstion
funetion theory and fails to tx'te into account the {act that his willinsmeaes

to respond to inercused foreign demand for his products may be devermined
independently of bis conditiens of production.

D. TRADS EFFEZ0TS OF TARJFF PREFIRENCES: THS INDIAN EXPERIENCE

Introduction

L. Only abou® one-fifth of India's exports go to countries offering
it new (as opposed to CPS) prefurences and of this only sbout one-third
(i.8. roughly 7 per cent of the total) is of products subject to prefersnces.
We do not yet have sufficient dissggregated cata on this trade to see ii any
significant changes have taken place subsequent to the introducticn of the
QSP. Similarly, we do not have adequate daia on which to estimate the loss
(if any) to India resuliing from the removal of the CPS. Furthermeors, even
when we have this trads flow data it will be difficult, if not impossible,
to explain any changes which have occurzd as it will be impossible to
isolate (on the basis of trade data alone) the relative impact of the many
factors which have determined those flows. Casual theorizing, on the

basis of Sechtion B, would not lead us, however, %o predict any significant
shift in rich country import sources tewards India. 1is is because such
advantages as have bcen created by the GSP will be removed vis & Vis many
competitors as the internal tariffs of ihe enlarged IEC and WirlA (and

1/ Tor example vhere new machinery can be easlly obtained and quickly
installed.
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the new B30 Associntions) are removed. ‘hey will ba further reduced if
the GATT 1973 negoitiaticns lower or eliminate MEN en GSP products.

LG, vhile agrregaie trade flow dala ars nover 1ik%ely to allow us
to dray conclusions aboub the elr'se T

ts of the GSP w2 can get semo idez of
how the schudes ars opsrating by taliing to fimms who trade in productis
affectzd by them. As exporis wh

be supplied with cortificaies
identdly exports mad: wmd
manageable proporticias a K ;

GSP and wiich Indla ewrrently exporos to prefcorence giving counsries was
chosen. Tne four preduct groups were chossil from ameng those Indian
exports which have groum mosvy repidiy in receni years: Uthey are bicycles,
hand-tools, industrisl fastensrs and leather products. 4 small, bub
represaniative smaple of Indian exporters of thesa producls was selsctad
and visited. 4 (random) ssuple ef Ruropsan end Japaness importers ol these
producis, and relew: trace officials in India and various Imporving
couniries yere intorviewed. ] hie sompled firms have had a wi
range of experiences in exp g yinly spoeific Lo the fima or market
it is possible Lo maile some pensralizations and to indicate sene poin
interest.

taxe advantage of GSP Lave to
L, 45 theorelically possible to
Yo bring the projece to

amole of

<
) o

r
L]

0 N
5

Demand Facters

LS. With rempect to thz 3P some of the firis intzrviewed could o
attrivute any new export ord:s they had roceived to the inlroduction eof

& -
1o

the schemes. Hor did any cleim thel sxisting expore flo¢s had been

ad justed or prices changed in any way as & resnlt of ile existence of GSP.
(liost firms were avare of the existence of tha GOF although one, currently
exporling to Swedsn - a G5FP granting country - was not aware of 1t nov,
apparently, was ths imporber in Swadsn). MNone of the Tirms exporting to
the U.K. were worried by increased competition from other poor countries
when that markebt introduced its GSP scheme, although all were vworried at
the prospect of increased competition from Furope as intra-enlarged-Eil
tariffs were changed.

50. This lack of (perceived) impact of the GSP schemes on demand for
Indian exporis was matched by siatements in importing counlries to the
effect that import plans were unlikely to be affected by the schemes. 3/

1/ As part of 'this project the collaborating agency of the Indian Governmend
(the TDA) has centralized the collection and collation of copies of these
certificates.

2/ The writing up of the field woric is still in progress.

3/ Unfortunately,shortage of time prevented the author frem holding more than
a token number oi interviews in importing couniries, where any efflect of
GSP on demand will be first felt. HNor was it possible to sezit out

- ]

1
intervievees invelwvoel in imperting the sampled procu. s.
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ity demand changes due bo the GSP we are unable,
3 L5 no evidence has ge far
either increasad demand
gxports any analysis of supply response

Tndien

in India with regpect to the GSF must be purely hypoitheiical i.e. rostrieted

to the question ¢f how

positive quaniity
became clevr thab
firms operate are
to this quesiion.
interviswed firies
requiremen & 2/ and do

and/or price effocts.
the wide differences in the condiiions under
such
The ne
only
go at or near a loss.

Indian exporters would.or could respond to any

During the field work in Indiz it
which Indian

that it is riot poszsible to give any general reply

arest we can come to a generalization is: most

sxport bacause they have ito under various policy .

These firms would not willingly

v
impact ol
Tither undcor

(o
2o

the

Import Policy for

The UNICTATD Sscrelaria
the C&F but resy
Cover
anti-foreign invesior peolicies

b ds currently maicing a study of the initial
lts are not yet available.
nment's anti-monopoly, anti-larze house, or

or under. vorious provisions of the

Napistered Txporiers.

Tmperts



ingreass eXpRI LS

regponse to inerersed

demand wiless imnificantly higher than
those thay roceiva al ¢ Fiwmes felt Whot evan ot
the whole of the 8% txifd reducil vare passed bagk te thzy as price

increases the goins weuld be so marginal as to be insuificient to induce
then 1o inerease cwports, iarsely dus to the frequently much 10 gher prices

they obtain in the doresbic warkets. 1/ Others who would be willing in
principle te empand sxporis in resgponss 1o higher prieces, fellt that vhey

would be unzble lo do

ericty of (Government policy determinad)
(&)

reagons. ssamplas el nis gioted are: (1) friom soveral larg
firms - litbtle prespoet ol boing adle to oblein licenses ‘o expand
production ov receive high w3 matordal allecaticns dae to anui-moncpoly,
anti~lsrpe heouse, and anid sisn invessor colicies; (&) from srwll-seals
firms - inability to of the size usually reauired Gy rich

countries, and inabili

o )
importers in rich couniries ousz to cifdiculides in obiaining smooth flows
B

of the rizhu raw materials from denestic suppliers (bothk Btate and privats).
53. lany other reascns were cilted to Justily em unwillingn or
inability lo increase esporis, even if prieces obtained were to r For
example almost &1l businessie roiewed belisve that they ars tacmnigslly
compati tive in the sense that if all icy eausad cost effects whae
price effsct due to tlie overvaluailon ol Las upes wcre renoved r weuld
eitrer be able to cxpapd ezporis considorzbly or enter the export mariked

for the firsi ilims.

ch, liost of them regarded the import substitition policy as the worst

problem in {his context, i.e. in ibe sense of reising exporc costs most.

Tt raises cosis, in their view, in three ways: by requiring firms to use
higher priced znd lewer qualiiy indigenous machinery and raw materials; by
reguiring a time wasting and inefficlently implemented setl of centrels for
its maintonence; and by raising the relative profitablilitvy of selling on the
highly protected domestic mariet. Thie relative cheapness of imporied vis

[——

a vis domestic machines and other nanufactured inputs would, however, b=
Tessened or renoved if the rupee were to be correctly valued. ‘There is,
however, congiderable evidence to support the view that it is the hig.er
production cosls resuliing from the lower quality of some indipgenous machines
and rau materials which affects firms' willingness to export at existing
world market prices, valued in terms of the overvalued rupee (which itselfl
is a policy created factor reducing willingness to export, although no firm
jntervieved mentioned this point explicitly). lhe bureaueratic element, ‘in
the form of a formidable array of ccnirels and regulations all requiring
form £illinz shd negotiation, reises costs by taking up managerial time

and extra office manpower. These controls are found frusirating enough

by some Tfirms to prevent them entering the expori trade or expanding exports
beyond their legal obligations. On the whole, however, firms are nowl
terribly upset by the anti-export bias of the import substilution program

1/ This posiiicn Lias led some Goverimeni ffieials and polilicians bto call

for extensicns of thz ayport obligation policy.



ag the sume prosren crestes fov them a higkly prolected marikeb in which
t.‘*-re” Gt ik (muuu A ai lteost) large profivs. In fact, the largess

" tr
blle] L"L Lo e :] -ﬂ“’,‘:* reductiocn o nozt Fires’ willingness
ls prebadly canse the sveilability of the large, expanding

and highly profitable de .L..‘_,'."C =y '@1 pu" 11y ereated by the impord
L,ubut.hmu,c:] prosrae, Their complainis are nov directed o the proteciion
they themszelves enjoy, or to the ;;:11,5-,- zport bias, but to the proiection
given to the domestic suppliers ol thelr jaachings and rov materials which
reduces tlie provits they nace en the dumsstic market.

55« darketing problens were also sited by "‘:1 s as reascns for nou

exporiting. The most I{ragueni ex ---@"{," aiven were: lack ol contacts in

markots; lack of knowledze (or wadsrsiendi ing) of bugingss customs and
tices; lack ef ‘\.,a_m ce of differenc design requirements in gifferens

airiit difficulilog preventing Indian firms

ces;

ey and ‘ifrre,-hm.u 13

ainta ¢ Fle ddl e) supply flows. These problens
&

3 cizls closs to ousinsss in Burepe and Japan
xﬂr..u chad esar ":Lc*‘ ‘th'nou-u ¢ the fuee of it ihese problems are conc““ca
with denond conditions they are ineluded here on the supply side Decaus

E) n

agcess Lo one (*nr tizl, at least) solubtion is n;::';;rjm.ed oy Covern...n-'m

» policy. This leads us to anoiher proolem ¢ited By exporisrs.

e The marketing prob

legs word; ‘Tin; to) firss whie

from oumersiip to teeindicesl

raintein ithelr own overs2as offices an

foreign private imter \,._';3 and larze Indisn coicerns, expressed and

implzmented Ly resiricted licensing arrangements, and sirict exnort

obligation requircuents res*trictv tha .41111:1"’1%9 of such firms lo expa
sl

=6 wbove are nob felt by (er are

. collesoration (in scme foma,
i 1m::n are largs encugh o
cenhacss. Govsriment bias a
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capacity or establish n‘,.: plants aimed at export markets. It also resitri
the willingness of foreign investors to enter into collaboralion agrecmenis
with Indian firme and thus prevents more Indian firms from being able to

avail themsalves . . one woy of overcoming some of the mariketing problems
lis‘bed above.

1
[

Conclusion

57. he conclusicn of this brief examination of the exprrience of
four product groups in India with the GSP schemes is that there is no
evidence (yet) that the schemes have inereased their ord rs from, or the
price., they obtain in, the GSP -"*nmnr countries. The reasons which were
given for this failure of the GSF to 5cnmrate a pos:x.t:r:m trade effzct
involved faciors not cons Lacrnd by the simple preference models which
predicted such positive effects. Similarly there wos a videspread feeli ng
among the sampled firms thab they would not be willing or able to respond
posi't:.valy to any increased demand in rich couniries whether such an
increace tooir the form of higher prices or larger orders (or bot! 1).  The
reasons given by the firms for this lacl of responslvene s were, again, not
emong those taxen into account b the models so far used to es stimate the

1o
el
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elfaots of ihe GS°. The resulis of the field work sugpest that the GSP
vAll heve 1ittle offsct becouse of the faclors diseussed in Seclion C.

fhege cxpirieal limicsiions are in addition ©o the thoorptical limizobions
sot oul in ihe mocal. 1. has not been possible so Tar, dug vo iuccmpleis

data, to cslimate the cupiricel relevance ol the model's theorsiical

1ims bations, Such superiicizl evidence as is available, however, sUgpEes’s

wd o ESA N

that boih sebls of limitations are relevans in the Indicn situsilon.

58. Poriher vors is obviously resuired on the ihcoretieal and
empirical boses of nedels ussd o prodict the elffects of givan ol gl LTy,
in the werld irading snviremment en the erXport prospec.s of individual
poor couniries. In pariiculer, further research is red red into the
enviromiens in widel Indlan producers nake thedr deeisions on whgther Lo,
and how much bo, exporc. Various aspects of this rescarch are being carricd
oul in the project on witich this paper has bsen a firsv, wriel progress

report.
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TABLZE]

ToDTA’S EXPORTS OF TEN MAJOR COMMODITIES (AT 4 DIGIT

STTC LFYEL) TO UNITED KINGDROM IN 1970 = 71

S.No. RIZC flo. 3,.T.N. COMMOQDITYX 1970-T1 % of total
Xo. (Fs. in exports
crores) weluding
re-cxports
s o7l 09,02 Tea Black (leaf and dust), Green,R.e.s. (ez. ball 6L .87 38.16
brick, tablet) and waste.
2 121.0 24,01 Tobacco unmanufactured (inel, scrap tobacco and 16,62 9. 70
tobacco stcms).
. O 611,3,4,9 41,02to Leather except raconstituted & artificial 15.66 021
41.08 i1cather containing leather or leather fibre,
4, 658,2 55,07A48 Cotton piece-goods (mili-made) 12,35 Te27
to 55,00443
and58.044
5. 081.3 23.04 0il seed, cake and weal i.a, Expeller oil oake and B.66 5.09
fecake oilfwoal solvent extracted (defattoed) oil eake and
meal snd oil residues except drags.
G, 6513 55,054 Cotton yarn and thread, grey (unbleached), not h,10 2.41
put up for rotall sale,
Ta 5249 13.03 Vegetuble saps and extracts, pectic subsianges, 3a.23 1490
14.,02t0 vegetable material used primarily in brushes oT
14,05 brooms or as studding, and othor materials of

vege table origin, N.€.9,



Table 1 contd. R =

1- 2“ 3- !:-'- 5. 6’
8. 658.6 2,01B Made up articles wholly ox chaiefly of catiton, faGu Ba (14 3.00 1.7%
62,.02t0 bagd, and eacls, tarpauline, tenis, avnings sails ete. ef
62,05 cenvas goods, blankets otc. of cotton, linch and other
furnishing articles of cotton and other made up woiton
articles n.u.s.}
G 557 « 6 58,02 Cerpots; carpeting and Iugs {other than knotted) emcept 2.80 1.65
of cotton and jute.
10, 6591 5710 Jute fabries, wWoven ' 215 125
Total of above items 12 2 T2anS
India’s toial oxports to U.E. 172,00 100,60

(excl. re—oxports)e

Source = Monthly Statistics of Foreipgn Trade of India, Vol. I-Exports, 1970=71.



S s S S i ke e ah i s —— - —— s . T o

"INDIA'S EXPORTS OF 10 M

~

Ty - [

2JOR COMZODITIES (AT 4 DIGIT RITC
LaviL) TO EUROPEAN COMION MARKET COUNTRIES IN 1970-71

S.Nu, =RITC KO, B.T.N. NO., COMMOEDITTY 1570=T1 Yof total
(h $in axports
crores) excls

re=-oxparts
b 667,243 71.03B&C Diamonds (othor than indugtrial) end other protious 14,74 18,02
4 and soml-precious alcldos not .sct{ or SErungs .
F g 611,9 41 Q03to~ Leather from shcép,- luzbs, goat, kid and chanola- s 0 ¢ i3.36
ki1.08 drossed sodeparchmeni drozged leathor, oig., R.9.5.
. % 0T4.1 09,024 Tea-Black (leaf & dust), Green, n.,0.8.{2.8 ball, 6.28 6,40
brick, tablet) and waste.
4. 2813 26,014 Iron ore & concentrates ({except roasted iron L.seg L,98
pyritos).
5. 292,.9 13.03, Vegetable saps and extrasts, pectic substances, L, 4.39
14,02¢t0 vegetable material used primarily in brushes
14.05 or broems or as studding, and other materials of
vegetable origin, I.9.3,
6. 895,0 99,01to Works of arts collectors! pleces and antiques 335 3.5%1
99,06
To = 658,2 55,07 A&B to Cotton plece goods (mi1l made) 3,00 1,06
55,00 A&B
and

58.04a
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Table 2 contd. , -t 2 1=

Te e 3. Le 5a Cs
B, 57.6 58.02 Other carpets, carpeting and rugs cxcept of cotton & Jutes 2,99 3405
9. 25L2.3 4%,03C & Sav logs and veneor logs, non-conifer (hardwood) 2,25 2.29
4y ,04B
10. 651.9 52,01 Yarn of texiile fibros spun with oF covered with matal,’ 2.17 .21
57.06 yarn of jute -nd other vegotable toxtile fibres and
57.07 paper yarDs
57.08
Total of sbove dtens e ' ean 57.03 58,17
Total India's exnoxts to ERG
1970-T71 (oxcluding re«cxpcrta) S i 98,15

‘Source i= Montkhly Statiastics of Forelgn Trade of India, Vol I = Exports, 1970=T1e



