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RESEARCH COMMITTEE 

I. The Research Committee was established to advise the Vice 
Presid ent, Development Policy, on the scope and content of the re
search program, including its priority requirements and relationship 
t o objecti v es , and on the implementation of the objectives of tha t 
program. Specifically , the Research Committee has the following 
tasks: 

a. To recommend individual research projects, and the alloca
tion of the External Research Budget among different subject 
a r eas; 

b. To monitor the progress of the research program and recommend 
appropriate means of ensuring the success~of research'projects, 
including the allocation of staff resources; ' 

c; To evaluate the research program and individual research 
projects; 

-
d. To assist in the .coordi.nation of research with othe r agenc i es; 

e. To encourage coordination between researchers and between re
searchers and users in the Bank; and 

f. To foster the dissemination of research output·. 

2. The procedure for submitting proposals to the Committee is 
explained in a booklet c alled Policies and Procedures . Current 
research projects included in t~e External Researc~ Program are 
described in World Bank Research Program: Abstracts of Current Studies, 
a booklet issued once a year. · 

3. The Research Committee is chaired by the Vice President, 
Development Policy , who appoints the members of the Committee . The mem
bers are selected from all parts of the World Bank and normally ~erve 
for a period of two to three years . The composition of the Research 
Committee is widespread to ensure a balance between the users anq pro
ducers of research. 

J 
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In addition, factual information on the research program was most recently 
provided by the Updating Report on World Bank Research Program, June 19, 1979 
(SecM79-461). 

2. Questions and comments on this report may be addressed to Mr. Shankar 
Acharya, Research Adviser (extension 60001). 

' 

This document has a restricted distribution and may be used by recipients only in the performance 
of their official duties. Its contents may not otherwise be disclosed without World Bank authorization . 
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General Research Advisory Panel 

List ">f Members 

W. Arthur Lewis (Chairman) - Professor of Political Economy, 
Princeton University, Princeton, 
New Jersey, U.S.A. 

O. Aboyade - Professor of Economics, University of Ibadan, 
Ibadan, Nigeria 

David E. Bell - Executive Vice PTesident, Ford Foundation, 
New York, New York, U.S.A. 

· H. Giersch - President, Kiel Institute of World Economics, 
Kiel, Federal Republic of Germany 

N. Islam - Assistant Director General, Economic and Social 
Policy Department, Food and Agriculture Organization, 
Fcme, Italy 

M.J. Kim - President, Korea Development Institute, Seoul, Korea 

E. Malinvaud - Director General, Institut National de la 
Statistique et des Etudes Economiques, Paris, 
France 

C. Massad - Senior Advisor, Economic Commiss i on for Latin America , 
Santiago, Chile; Professor of Economics, Uni versity 
of Ol.ile 
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Summary and Principal Recommendations 

I. Intxoduction 

1. Toe present General Research Advisory Panel was asked to evaluate 
the Bank's economic research program and to make recommendations for the 
future. Toe Panel has relied on the reports of Specialized Research Advisory 
Panels in the fields of agriculture and rural development; commodities; income 
distribution and employment; industrial development and trade; energy, water 
and telecommun.ications; and transportation, as well as on the reports of 
external advisory panels which have examined the entire range of Bank activ
ities in the areas of population and educattion. The recommendations of the 
Panel are summarized below. 

II. The Bank's Role in Research 

2. Objectives and Criteria. The Bank's research objectives must be 
stated in relation to the policy needs of its member countries as well as its 
own analytical requirements. While focusing on its operational needs, the 
Bank should not neglect the contribution to the understanding of the develop
ment process that its central position makes it particularly qualified to 
provide. 

3. We endorse the four objectives of Bank research formulated in 1971: 

(i) To support all aspects of the World Bank's operations 
including the assessment of development progress in 
member countries; 

(ii) To broaden understanding of the development process; 

(iii) To improve the Bank' s capacity to give policy advice to 
its members; 

(iv) To assist in developing indigenous research capacity 
in member countries. 

4. We further suggest that the Bank should rely on exploiting its 
comparative advantages in research, which may be defined as follows: 

(i) The Bank should capitalize on the skills and information 
that it acquires through its activities as a lender and as 
an adviser. However, fruitful analysis of data presupposes 
an adeq,.iate conceptual framework, so we would expect some 
part of the Bank's research program to be concerned with 
theory. 

(ii) Tile Bank should excel in comparative studies, though its 
program should not be confined to work of this kind. 
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(iii) Tile Bank is exceptionally well placed to handle larger 
investigations involving several manyears of research time, 
and we would expect rather more than half of its research 
manpower to be engaged on projects of this kind. However, 
many medium and small pro j ects will also qualify for in
clusion in the program, because they exploit the Bank's 
comparative advantage in data and experience, and because 
of their relevance to the Bank's immediate needs. 1n any 
case, the Bank should not embark upon an investigation 
unless it is willing to commit sufficient resour ces to 
see it through. 

5. Relations with Other Research Organizations . As a major actor in 
the field of development research the Bank has a responsibility to consider 
the impact of its activities and decisions on other organizations active in 
the field . In general we would encourage the Bank to adopt a more collabora
tive research stance than it has in the past. 

6. Researchers in Developing Countries . We endorse ·the general idea 
of collaborative research as the ma jor instrument of interaction between 
the Bank's research program and developing country researchers and recommend 
that the number of such collaborative projects be increased. We also urge 
the Bank to exploit the opportunities for collaboration represented by studies 
financed under loans and credits as well as studies undertaken in connection 
with country economic and sector work . rurthermore, we recommend that the 
Bank join with other funding organizations in the support of regional r esearch 
institutions and that it offer postdoctoral fellowships to researchers asso
ciated with institutions in developing countries for research to be undertaken 
at the Bank. Finally , the Bank might support the creation of socioeconomic 
research institutions a s projects to be financed under Bank and IDA loans 
and credits. 

7. Researchers in Developed Countries . We endorse the general reluc-
tance of the Bank to finance research by institutions in developed cotmtries. 
We recognize that cases may arise where special expertise is needed which is 
only available from institutions or consultants in developed countries. We 
would encourage the Bank to play a coordinating role in research involving 
developed and developing country researchers when it can do so at minimal 
financial cost. 

8. Other Internacional Organizations. It is our impression that a 
good deal more can and should be done to insur e effective collaboration on 
research among the Bank and other international agencies . In particular, the 
Bank should be very active in communicating its research plans and inviting 
comments on them, while continuing of course to make its own decisions on 
what research to undertake. 

9. Data Collection . We recommend that the Bank make a systematic 
effort at documenting and inventorying data generated by its research and 
operational efforts and that it establish the necessary in- house capability 
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in the specialist functions chac statistical expertise and data management 
involve. How~ver, expenditure by the Bank on primary data collection should 
be related mainly to specific data needed for its research or lending opera
tions or to specific topics for which it feels a particularly urgent need. 
Finally, we !""COO'-"'"d that the oatter of data collecti "" ~ 0 :i i:1c ,:,n,e di:,tril-:· 1 -

tion and employment, raised by the RAPIDE panel, be studied by specialists 
in the field who would examine: 

(i) How a program in this area might be organized from a 
few pilot surveys to a more systematic effort aimed at 
producing international comparability. 

(ii) In what ways the Bank might contri bute to organizing 
and supporting such an undertaking. 

III. The Organization of Research Wi thin the Bank 

10. The Research Community. While ic is difficult for us co enter 
deeply inco organizational questions, it seems possible co suggest some 
criteria for improving t he present organization . Among chem would be the 
following: 

(i) The need for a minimum critical mass, which is now 
lacking in certain areas. 

( ii) The need to balance the requirement of continuity of 
research by individuals against operational involvement. 

( iii) The need for a balance to be struck between the use of 
staff and of consultants on individual projects. 

11. Influence of Operations on Research. Additional machinery is 
needed to bring research and operational staff closer together in the genera
tion of research programs. We suggest chat fvr major areas of research the 
Bank create 'Steering Groups,' consisting in about equal numbers of suppliers 
and consumers of research in that area. 

12. Other Social Scientists. A final issue relating co the organization 
of the research community within the Bank is che role of non-economists. Bank 
research has been dominated by economics. However, with the Bank's more pur
posive atteopts to encourage and support social change and to comment on such 
change, the Bank will need social scientists in ocher fields, particularly 
sociology and political science. 

IV. Research Applications, Dissemination and Training 

13. Application of Research within the Bank. As the research program 
has come of age, there are increasing demands for research applications from 
the operational departments. Since there are no explicit budgetary and staff 
allotments for this purpose at present, there is a problem of promoting the 
application of new analyt:ical techniques in the Bank. 



14. In cases where highly specialized skills are involved (such as 
the construction of sector programming models) it would be worthwhile to 
establish a special unit to undertake applications of these techniques on a 
Bank-wide basis. Apart from such highly sptcialized modelling, most applica
tions can be undertaken by CPS and DPS professionals, and we recommend that 
the CPS and DPS staff be increased by six man years for the purpose of research 
application. 

15. Parallel to this strengthening of the central staff, the Bank should 
stress the role of regional Chief Economists in articulating regional research 
needs and in the application of research results in country economic, project 
and sector work. 'The Chief Economist should be provided with additional staff 
for this purpose. For the immediate future, we would suggest appointing one 
senior economist, with wide interests and some research experience, in the 
office of each Chief Economist, to concern himself primarily with the promo
tion of research and the application and dissemination of research results. 
nus number could be increased as the work expands. 

16. Dissemination and Training in the Bank . Apart from the existing 
modes of research dissemination, we would suggest that brief reports be pre
pared on the findings of individual research projects, which should highlight 
the relevance of the results for the operational and policy work of the Bank. 
Furthermore, we recommend that state-of-art papers be prepared to review 
research areas that are of particular interest to operational staff and that 
seminars be organized, using these papers as inputs . A further spur to assim
ilation of research by operating staff would be provided if researchers par
ticipated in reviewing the output of operational economists in their field. 
Dissemination and training objectives would also be served by extending the 
rotation of Bank staff, expanding the scope of sabbaticals and instituting 
advanced training programs. 

17. Research Aoplication and Dissemination Outside the Bank. We suggest 
that the Bank extend the distribution of its research related documents to 
all research institutions of some standing in the developing countries, as 
well as to institutions working on development problems in the developed 
countries . ltlre frequent arrangements should be made for authors to visit 
developing countries and hold seminars on their results . To the extent 
possible, research results should be introduced into courses at the Economic 
Development Institute. 'nle Bank's resident offices should play a role in 
ensuring proper linkage with the local research community . 

18. In cases where Bank research has produced new techniques, there 
is sometimes demand for training in such techniques from member cotmtries, 
beyond what can be accommodated through the use of existing staff and budgets . 
'nle use of specialized consultants may be the most effective answer to this 
problem, and the Bank should be willing to share the cost involved, not out 
of the research budget, but as a part of its general budget. 
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V. Size and Priorities 

19. Size. We begin with the observation that the development process 
in most of~ aspects i s still insufficiently understood and that more 
research on deve~opment issues is strongly warrancea . wn~le chere are otner 
individuals and organizations able to contribute to the needed research , there 
is a prima facie case for additional Bank-financed social science research 
on development. 'The need f or such research is urgent and the Bank is well 
equipped to undertake it. We find the Bank's research record to be good in 
terms of quality and usefulness and an increase in Bank research seems both 
desirable and feasible. 

20. <Air recommendations for increased collaboration and institution 
building, data management and retrieval, and expanded dissemination and 
application would by themselv es cost about $3.S million a year at today's 
prices. In addition we recommend that aggregate expenditure on socioeconomic 
research (as defined in the administrative budget) be expanded at a rate up 
to ten percent a year in real terms, which cumulates co about 60 percent over 
S years. 'Ille ten percent expansion of the research program would be about 
$1.0 million in the fi rst year. Another review like the present one might be 
commissioned in about five years to make recommendations for the subsequent 
period. 

21. Priorities. We endorse the past movement in Bank research to such 
newer fields of Bank emphasis as agriculture and rural development, urbaniza
tion, and income distribution and sugg est that over the coming period still 
further shifts in emphasis may be warranted. We have also reviewed the list 
of research topics proposed by the var ious specialized panels and selected 
t hose which appear to us to be of particular importance fo r the Bank to 
undertake. We have further suggested topics of our own in areas not covered 
by the spec ial i zed panels. However, precise allocations among types and 
fields of research, and the choice of particular projects, are matters which 
the panel considers can only be decided by the Bank, ta king into accowit such 
factors as the availability of particular skills in the staff, and the com
parative quality of research pro posals. We would not wish any lis t of ours 
to inhibit the Bank in these managerial funct ions, whether by pushing topics 
of which the Bank is doubtful, or excluding to pics it might otherwise favor. 



Chapter I 

Introduction 

1. 01 Resear ch has been an established part of the World Bank's economic 
work for over twenty years . In the latter half of the 1960's, Bank research 
ac tivit ies began to expand in response to the diversification in Bank opera
tions. In 1971, the Bank created a separate, centralized budget for research. 
At the same time a standing cotmnittee known as the Research Cotmnittee was 
established to formulate guidelines for Bank research and to administer the 
Bank's research budget. Four objectives for Bank research were entmciated 
in 1971. They are: 

(i) To support all aspects of the World Bank's operations 
including the assessment o f development progress in member 
coi.mtr ies; 

(ii) To broaden understanding of the development process; 

(iii) To improve the Bank's capacity to give policy advice to 
its members; 

(iv) To assist in developing indigenous research capacity in 
member cotmtries . 

1.02 ~..ost individual research projects are revie r...red on completion, but 
since 1977 the Bank has sought more comprehensive reviews of its research 
activities in a number of areas. Specialized Research Advisory Panels (SRAPs) 
of outside a~perts have evaluated the Bank's research in agriculture and rural 
development; cotmnodities; income distribution and employment; industr i al devel
oµnent and trade; energy, water and telecotlllllunications; and transportation. 
Tilese panels have assessed the quality and relevance of past Bank research in 
their respective fields, identified important areas for further research and 
provided their views on the special contribution that the Bank could make in 
such research. Die reports of the SRAPs also make valuable cotlllllents on such 
general issues as the organization of Bank research, relationshi ps between 
producers and users of research within the Bank, and the Bank's relationships 
with research institutions in member countries . In addition to the SRAPs, 
external advisory panels have examined and reported on the entire range of 
Bank activities in population and education . Dlese panels have commented on 
Bank research activities in these fields, and we have read these observations 
with care • .!/ 

1/ Annex I lists the members of t hese panels and their reports . 

I 

I 
I 

I 
I 
j 
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1.03 The present General Research Advisory Panel was established to pro-
vide judgments on general issues concerning the Bank's research posture in 
the future. Our draft terms of reference defined this task as follows: 

"The primary objective of this review will be to assess the 
size of the overall research program and i ts character and 
balance. 'This should be done in the light of the Bank's 
operations in, and advisory services to its member countries, 
with consideration given to the role i t should play in increas
ing worldwide understanding of the development pr ocess ." 

'nle panel was also asked to assess whether the objectives presently enunciated 
for the program (cited in para 1.01 above), needed reformulation or ordering 
in terms of priority. 

1.04 The panel was invited to establish its own final terms of refer
ence after its meetings with Bank staff. Our deliberations have been con
cerned with the following broad questions: 

(i) What should be t he objectives of the Bank's research 
program? 

(ii) What are the Bank's research needs? 

(iii) What kinds of research is the Bank most suited to undertake? 

(iv) What pol icie s should guide the Bank in its relationships with 
other research institutions and other rese archers? What 
responsibilities should the Bank assume toward the develop
ment of indigenollS research capacity in member developing 
cotmtries? How best can it sponsor such development , given 
its own needs and abilities? 

(v) What role and responsibility are appropriate for che Bank 
in the generation, management and dissemination of data? 

(vi) What improvements are needed in the organization and execution 
of research by the Bank? 

(vii) How can Che Bank better assimilate Che fruits of its research 
in its operations? How can it better propagate these resulcs 
to its other chosen audiences? 

(viii ) What has been the quality of Bank research, and how useful has 
it been to Bank operacions ? 

(ix) What is the appropriate size for the Bank's research 
program? 

(x) What are important areas of research fo r the Bank to 
enter in the future, given its objectives, aptitudes and 
needs? 
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We have been conscious of the intrinsic difficulty of answering many of these 
questions, especially for a group of outsiders not very familiar 'with the 
internal workings of the Bank. 

1.05 'nle Panel has had some difficulty obtaining a complete picture of 
the Bank's contributions to research on development. 'lllis is in part because 
the Bank's activities are naturally diverse; the Bank is involved through its 
projects, its policy advice, and otherwise, in seeking to apply what is known 
and what is being learned about the entire complex, sprawling subject called 
"development •11 Q.ir difficulty also stems in part, in our opinion, from the 
fact that the Bank has become increasingly involved in research over the past 
decade in a variety of ways and from several different sources of initiative, 
without bringing the whole picture together in any publication or organiza
tional tmit. At. present, the Bank's contribution to research breaks into at 
least five parts: 

(i) Research funded iu part from a central research budget (known 
as the "exterr..al research budget") and allocated through the 
Research Commit:tee, amounting in fiscal year (FY) 1978 (including 
the value of staff time) to about $6. 2 million ( in FY79 dollars). 
Of this amount, roughly $600,000 was spent on contracts with 
researcher.;; and t ·esearch institutions in developing cotmtries. 

(ii) Research financed from departmental budgets and not 
subject to central review, amotmting in FY78 to about 
$4.1 million, ~lso in FY79 dollars. 

( iii) The Bank's cont:!:'ibution to international collaborative 
research in agrLculture ( the Consultative Group for 
International Agricultural Research (CGIAR) ) amounting 
in calendar year 1978 to about $8. 7 million, and the 
Bank's involvemtmt in the Tropical Diseases Research 
and Training Prc,gram for which it currently acts as co
sponsor and fisc:aJ. agent. 

(iv) Studies finance·d by member countries under loans and 
credits from the Bank; though accurate data using 
consistent defini·tions are not available, the research 
element in thes·e studies may in recent years have been 
as much as $20-~';'.: ,0 million. 

(v) Loans and credit B for building up research capacity in 
developing count1~ies (perhaps $120 million in FY78, most 
of it for agricuEtural research and extension projects). 

1. 06 Seve>aral comments should be made about these categories. 'llle Bank 
as an operattng organization is primarily concerned with applied research, 
both in its ·.:>wn staff work an:i by its member countries, and in any such 
situation t'ne line betweer.L research and its application is inevitably uncer
tain. 'llle preceding paragraph does not take ac~ount of some of the work 
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undertaken in the Bank's regular program of economic and secto r analysis, 
which could as well be called applied research. We are not troubled by this 
lack of precision in accounting, and have not tried to pursue unduly fine 
distinctions. 

1. 07 As is evident from para 1. 05, the Bank has in the past funded both 
technological research and socioeconomic research. 'lllis report is limited 
to the Bank's activities in the area of social science research, particularly 
research in economics. We nonetheless believe technological research is 
important, and that technological and socioeconomic research can often rein
force each other in very important ways~as shown, for example, by the inter
national agricultural research centers. We are aware of the Bank's desire 
to review its position as far as technological research i s concerned, and ~e 
believe there may be important opportunities for additional aank financing. 
Accordingly, we suggest that a further panel ( or panels) focusing on tech
nological research might be helpful. 

1.08 TI-le deliberations of our panel have been conducted in Washington, 
where we have had the opportunity to obtain the views ~nd assistance of Bank 
staff. In addition, individual members of the panel bave consulted with the 
chairmen of the specialized panels. 

1. 09 The report is organized as follows . ChaptE!r II d.tscusses what kinds 
of research the Bank should finance and the nature oi: its relationships with 
other research institutions. It also discusses the l~nk's role and respon
sibilities in the area of data collection and managemen.t. Cllapter III exam
ines the organization of research within the Bank. Chapter IV is concerned 
with t he dissemination and absor ption of the results of the Bank's research. 
Chapter V assesses the appropriate scale of the resea!cch program, research 
priorities fo r the future, and balance between ma j or sectors. An appendix 
summarizes the recommendations regarding future research priorities presented 
in the reports of the eight advisory panels. 
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Chapter II 

The Bank's Role i n Research 

2.01 'nle Bank plays a variety of roles in development research. Over 
the last decade it has emerged as a major producer of such research and is 
now a significant part of the world-wide community of researchers on develop
ment issues. 'nle Bank is also a major consumer of research results, whether 
generated by its own research activity, or by the work of other persons and 
institutions. To some extent the Bank is a contributor to the development 
of research capacity in developing countries. 'nle objectives of the Bank' s 
research program, the criteria for choice of topics, and the method of execu
tion should ref lect this diversity of interests. In this chapter we articu
late some general principles that might assist in defining research strategy 
for the future, taking due account of research capability elsewhere, and the 
abilities and needs o f the Bank. As noted already ( para 1.07 ) we discuss 
here only the Bank' s role in social science research. 

2. 02 We begin by discussing the objectives of Bank research and the cri-
teria that should guide the Bank' s choice of research areas. We then sketch 
the appropriate relationship between the Bank and the other major participants 
in development research: research institutions and scholars in both developing 
and developed countries, and other international organizations. We conclude 
with a discussion of the role that the Bank should play in the collection, 
management and dissemination of data. We have chosen to examine t his issue 
bo t h because data are a prerequisite for research, and because the Bank's 
responsib i lities for primary data collection were discussed i n t he reports 
of several of the special i zed panels. 

Objectives and Criteria 

2.03 Since the Bank has become one of t he largest sources o f research 
on economic development, its research objectives must be stated in relation 
to the policy needs of its member countries as well as its own analytical 
requirements. Whi le focusing on its operational needs, the Bank should not 
neglect the contribution to the understanding of the development process 
that its central position makes it particularly qualified to provide. In 
this context we endorse the four objectives of Bank research stated in para
graph 1. 01. In the remainder of this chapter we suggest wa ys in which the 
Bank may be abl e t o achieve a bet t er balance among these ob j ectives. 

2. 04 At the most immediate level the Bank's own use of social science 
research can be considered under two heads: research whose results are likely 
to influence the design of projects for which the Bank lends, and research 
that is of importance for the Bank' s more general policy functions. 'lhese 
functions include the Bank's role as an advisor to developing countries and 
the development o f the Bank's own policies. 
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2.05 These lending and policy activities require the Bank to use the 
results of a wide range of anal~ical techniques. The Bank's larger role 
as a leading development institution requires it to keep abreast of current 
thinking on development processes, and to use the results of both theoretical 
and empirical research . TI-le Bank should not be content with the state of the 
art as it finds it, but has an obligation to advance the debate on the objec
tives and instruments of development. 

2.06 To say that the Bank has these varied research needs is not to say 
that it should attempt to meet all of its needs through its own staff, nor 
that it should necessarily finance the entire spectrum of research. Nonethe
less we feel that a balanced research program for the Bank must necessarily 
continue to be a blend of project and sector level research, applied country 
and international analysis and more fundamental analysis of the structure of 
developing countries and of the development process . 

2.07 Tilere remains a need to define more specifically the kinds of 
research the Bank should seek to undertake. Here we think the decisions 
should be guided by the special advantages th~t the Bank enjoys as a research 
organization, and by its own requirements. As a general proposition the Bank 
should not embark upon topics that are already adequately covered by other 
inst itutions . It should on the contrary rely on exploiting its comparative 
advantages which may be defined as follows: 

(1) 'nle Bank should capitalize on the skills and information 
that it acquires through its activities as a lender and 
as an adviser. Particular attention should be given to 
making use of the Bank's project experience and the data 
generated in Bank projects. However, fruitful analysis of 
data presupposes an adequate conceptual framework, so we 
would expect some pare of the Bank's research program to 
be concerned with theory. 

(ii) The Bank should excel in comparative studies, t hough its 
program should not be confined to work of this kind. 

(iii) The Bank is exceptionally well placed to handle larger 
investigations involving several manyears of research 
time, and we would expect rather more than half of its 
research manpower to be engaged on projects of this kind. 
P~wever, many medium and small pro jec ts will also qualify 
for inclusion in the program, because the y exploit the 
Bank's comparative advantage in data and experience, and 
because of their relevance co the Bank's immediate needs. 
However, the Bank should not embark upon an investi8a tion 
unless it is willing to commit sufficient resources to see 
it through. 



- 7 -

2.08 Despite the advantage that the Bank ought to enjoy in project-
related research, it has not made much use of its project experience or 
project data for research purposes. 'Illis side of Bank research needs to 
be strengthened. In recent years the Bank has begun regula ... · evaluations 
of completed lending projects and has increasingly built monitoring and 
evaluation components into the projects it finances. 'Illese should provide 
additional material and ideas for project-oriented research. 

Relations with Other Research Organizations 

2.09 As a major actor in the field of development research, the Bank has 
a responsibility to consider the impact of its activities and decisions on 
other organizations active in the field. We discuss in subsequent paragraphs 
the relationships of the Bank's research program to research institutions in 
developing countries, research institutions in developed countries, and inter
national institutions. Eefore taking up those relationships, we mention two 
more general points. 

2.10 The first is that the Bank's approach to its research activities 
has been primarily self-contained. Bank staff have identified research 
objectives; prepared, executed, and supervised research projects; and inter
preted and disseminated the resul ts. P.esearchers outside the Bank have been 
involved as consultants employed to assist in Bank-defined work. 'Ille prin
cipal reason for this tightly controlled research process has been the desire 
to establish research as a high-quality and useful activity in an organization 
mainly directed toward operational objectives. 

2.11 There have plainly been benefits from this appro'ach to research. 
It is our i$pression that research has been accepted and is now solidly estab
lished as an appropriate part of the Bank's normal ac ti vi ties. But t here have 
been costs as well. To the outside research community the Bank has appeared 
somewhat aloof and unresponsive to opportunities for interchange and collabo
ration. While this impression appears to be exaggerated, we believe there 
would be much gained by the Bank adopting a more collaborative research stance, 
and we recommend that the Bank do so. In particular, we suggest that the Bank 
move toward other methods of research collaboration in addition to hiring out
side consultants, and toward greater involvement of outside researchers in the 
assessment and guidance of Bank research. None of these ideas is new, and in 
a few instances the Bank has moved in these directions. 

2.12 Second, we believe the Bank ought to play a larger role in promoting 
stronger and more coherent research efforts by the development research com
munity. P.esearch on development is conducted in many places around the world, 
by many individuals and groups. 'Illere can be g r eat strength in this diversity, 
and we would not want to see any inhibition on the independence of researchers. 
But there is clearly need for initiative in arranging for periodic assessments 
of research progress in different fields; in encouraging t he rapid spread and 
adoption of new research methodologies; in identifying promising new areas for 
future research; in doing many o ther things which will contribute to informing 
researchers and supporting them in doing better research. 'Ille Bank is in a 
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strong position to help with these objectives, as it has shown in some in
stances already, and we think it should do more along these lines. We are 
not, we emphasize, recommending that the Bank seek to lead or dominate the 
development research col!lZllunity - only that it play a part, along with many 
other organizations, in improving communications, assessments, and supporting 
arrangements among the world's researchers in the development field . We 
believe the increased openness by the Bank to external influences on its own 
research program, which we have earlier recommended, will put the Bank in a 
much better position to play a more constructive role in the larger research 
comm.unity. 

(i) Researchers in Developing Countries 

2.13 As was noted in paragraph 1.01, the Bank in 1971 declared one of 
its research objectives to be "to assist in developing research capacity in 
member countries." There are many ways in which this might be accomplished: 
by collaboration on research projects, by grants and loans to institutions, 
by award of fellowships and so on - and we have reviewed t he Bank's activities 
in this area. 

2.14 Thus far, the Bank has related to scholars in developing countries 
largely through collaboration on joint studies . There have been mar. y such 
projects under the external research program, and the scope of association 
has been wide, ranging from assistance in data collection to subcontracting 
complete studies. The Bank has avoided making block grants to socioeconomic 
research institutions, or to individual scholars. 

2.15 We endorse the general idea of collaborative research as the oajor 
instrument of interaction between the Bank's research program and developing 
country researchers and recomme..~d that the number of such collaborative proj
ects be increased. We feel that research capacity in a growing number of 
developing countries is now sufficiently sophisticated to make a valuable 
contribution to the substance of Bank research. ~reover, important insti
tution building objectives can be achita1Ted as a byproduct of research col
laboration. 

2.16 Certain difficulties however limit the opportunities for such part-
nership at present. First, the number of LDC research institutions adequately 
staffed for such research is still limited, and most of these have research 
priorities of their own which should be respected . The constrain ts faced by 
LDC institutions are only partly financial, and insofar as they are financial 
they can be alleviated by the Bank contributing to both direct and indirect 
costs in its collaboration agreements. A more fundamental obstacle in some 
countries is the limited number of trained personn~l, and the demands for 
their services from universities, government departments and the private 
sector. Elimination of this deficit will take time. 

2.17 Another limitation is imposed by lack of data. C.Ountries differ 
substantially in the quantity and quality of available data; understandably, 
research has tended to concentrate on those countries where the data are 
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better. In a number of cases the Bank has sought to overcome this problem 
by financing the collection of data as a part of the research. TI1is practice 
should continue in the future as appears appropriate in specific research 
contexts. 

2.18 Collaborative 
turing of collaborative 
coring of output and of 
the weaker institutions 

research undoubtedly has certain costs. TI1e struc
agreements, the supervision of work plans, t he moni
quality are time consuming tasks. Collaboration with 
may also involve higher risks of failure . 

2.19 While we recognize that additional managerial overhead may be 
required, we regard collaboration as beneficial to both parties. Tile Bank 
should be prepared, within reasonable limits, to make the additional invest
ment in time and money needed to foster research collaboration. 

2.20 The Bank should, moreover, deepen the involvement of developing 
country institutions in its research projects and should strengthen the in
stitution building aspects of its collaborative efforts . Collaboration 
agreements should provide time and budget allocations co cover the coses of 
bringing overseas researchers to Washington for limited periods . The tech
nical expertise so gained would facilitate the future application of innova
tive techniques in the country concerned. TI1is T.oiOuld be particularly desir
able in comparative projects, where at present the country participants often 
are not involved in the later stages of the analysis. 

2 .21 It should be noted that the opportunities for collaborative analycic 
work with developing country researchers are not restricted to the e..~ternal 
research program . There are often sizable research components financed by 
borrowing countries under pr oject loans and credits. While the disposition 
of these funds is governed by the loan agreeo.ent between the Bank and the 
borrower, the Bank could play a mo re active role in providing technical 
support. 

2,22 Similar opportunities are presented by the Bank's country and sector 
work program, which is several times larger than what is defined as research. 
A number of studies now carried out in connection with country economic work 
on income distribution, employment, exports, migration, etc., would constitute 
suitable topics for collaborative studies with local institutions. There are 
already examples of such collaboration and its expansion is under active dis
cussion at the Bank. 

2 .23 We recommend two additional steps which w'e think will allow the 
Bank to combine its interest in high-quality research with its interest in 
strengthening research capacity in developing countries. Tile first is to 
join with other funding institutions in channelling research grants thr ough 
regional research organizations which 1110uld assume responsibility for 
selection of qualified individuals and institutions as recipients of the 
assistance. Several organiza tions of this kind have been created in recent 
years. Such arrangements provide assurance of quality control to t he Bank 
and other funding organizations without necessitating the staffing and 
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other costs tha t would otherwise be necessary to distribute research grants 
effectively. We would encourage the Bank to move cautiously but positively 
in the direction of making such research grants, in collaboration with other 
institutions. Experience suggests that supporting researchers in what they 
wish to do, in areas that coincide with the general research objectives of a 
funding organization like the Bank, can be a highly efficient form of research 
support . 

2. 24 Tile second step we recommend is for the Bank to offer a number of 
postdoctoral fellowships for research to be undertaken at the Bank. Each 
fellowship would be tenable for a limited period (say, two years at a maximum), 
and would be restricted to researchers who are fir1llly associated with insti
t utions in developing countries. 'llle Bank would have to decide the number 
of such fellowships it could have at any time: up to twelve persons might 
be feasible. Even a relatively small program could make a significant dif
ference over time in stimulating local research activity in developing coun
tries. 

2. 25 We further feel that the development of socioeconomic research 
institutions in developing countries could be a priority field for Bank 
action. Fesearch in such institutions can be as important to development 
as a successful agricultural or transportation project. 'llle Bank should 
therefore consider the feasibility of financing projects for building socio
economic research institutions in the same way in ~ch it selects projects 
for financing in other sectors. Institution building requires sustained 
efforts at creating or strengthening an organization, training staff at the 
predoctoral and postdoctoral levels, providing library and data management 
facilities, establishing strong contacts with leading research institutions 
elsewhere and promoting a generally stimulating environment. 'lllese require
ments are best fulfilled within the context of self-contained projects cover
ing a period of several years and financed with a proper balance of Bank 
loans, credits and grants. Temporary secondment of Bank staff may be helpful 
in some cases. Existing regional research institutions in developing coun
tries merit special consideration, and in some places the Bank may wish to 
be associated with the establishment of new regional research institutions. 

2.26 We feel it important that the Bank take an integrated view of the 
research work being undertaken in any given country with Bank finance, some
thing which does not adequately happen at present. 

2.27 To summarize, our view is that the Bank's main relationship with 
developing country researchers should be through collaborative research proj
ects. 'Ille scale of such collaboration should be expanded, and the involve
ment of collaborating institutions deepened . In addition, such collaboration 
should be encouraged in contexts wider than the external research program. 
The Bank should take steps to strengthen the institution building aspects of 
such collaboration. Furthermore, we feel that institution building could be 
undertaken in a project context, and we would encourage the Bank to consider 
the feasibility of financing projects for the development of socioeconomic 
research institutions. 
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(ii) Researchers in Develooed Countries 

2.28 We turn next to the appropriate relationship between Bank research 
and research institutions in developed countries. Past contacts between the 
Bank and such institutions have been characterized by some of the same prob
lems as those encountered with developing country institutions. In certain 
respects the situation is easier because developed country institutions are 
better staffed than their developing co\ll'ltry co\ll'lterparts. However, the 
managerial effort associated with such collaboration is only marginally less 
than that associated with developing country institutions. 'llle Bank has on 
the whole avoided entering into formal collaborative arrangements with devel
oped country research institutions, although such arrangements have charac
terized a few of the larger projects. 

2.29 We endorse the general reluctance of the Bank to finance research in 
institutions in developed countries. We recognize that cases may arise where 
a special expertise is needed, which is only available from institutions or 
consultants in developed countries. 'lllere will also be cases where tripartite 
collaboration between the Bank, a developing country institution and a devel
oped country institution is the best procedure . 

2.30 The Bank's contribution to research on development undertaken in 
developed countries is not restricted to its financial contribution however. 
The Bank can sometimes undertake a coordinating role while only making a mini
mal financial contribution itself, and should continue to do so. 

(iii) Other International Organizations 

2.31 Tile Bank is not of course the only international institution doing 
research into the socioeconomic aspects of development. 'Ihe greatest poten
tial overlap is with the work of FAO, ILO and UNito; there is a smaller 
overlap with UNESCO and the UN itself. Collaboration is obviously necessary. 
In some cases~research on income distribution is probably a good example~ 
there has been good communication and a series of valuable meetings among 
researchers from ILO, the Bank, and other agencies interested in research 
in that field. It is the panel's impression that a good deal more can and 
should be done to ensure effective collaboration on research among the Bank 
and other international agencies. Ar. the same time, we do not mean to recom
mend a constraining effort toward uniformity: research flourishes on compe
tition and the challenging of one researcher's results by other researchers. 
Tile guiding principle for the Bank to follow, in our judgement, is to be 
very active in communicating its research plans and inviting comments on 
them, while continuing of course to make its own decisions on what research 
to undertake. 

Data Collection 

2.32 As regards data required for research, the situation is somewhat 
paradoxical. Although the inadequacy of data is often cited as a major con
straint on empirical research, it is also the case that the analytical poten
tial of such data as exist is not usually fully exploited. While there are 
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several reasons for this state of affairs, an important one is the generally 
inadequate provision for the documentation and dissemination of research gen
erated data beyond the initial researchers. Our impression is that within 
the Bank as well the arrangements for the documentation, archiving and sub
sequent retrieval of research-generated data are ad hoc, and fall upon the 
analysts rather than on specialized staff. - -

2.33 Bank-financed project operations also generate a wealth of data 
for research. 'nlese opportunities are only beginning to be exploited. 'llle 
increasing practice of having monitoring and evaluation arrangements set up 
as part of the project is a promising development in this regard. We commend 
recent efforts to strengthen the technical support provided for monitoring 
and evaluation analysis. We strongly support this line of activity and are 
convinced of its potentially high value for research purposes. 

2.34 'nle Bank should recognize that the data generated are an important 
output of its research and operational efforts. We recommend that the Bank 
make a systematic effort at documenting and inventorying such data (as has 
recently been initiated in the Education sector), and that it establish the 
necessary in-house capability in the specialist functions that statistical 
expertise and data management involve. Apart from making existing data avail
able for further research such an effort would help to identify particular 
instances where new statistical investigation would be fruitful. 

2.35 'nle institutionalized generation of time series data raises issues 
far wider than the research needs for such data. 'Ihe Bank presently has offi
cial responsibility within the U.N. system for data on the debt of developing 
countries and it has moved to discharge this obligation conscientiously. 'Ihe 
maintenance of such capacity is an expensive business; but, as far as we can 
judge, it is a precondition for providing good information to lenders, and 
ultimately, therefore, serves to widen access by developing countries to 
international loans. In considering any extension of such responsibilities 
to other fields, three questions arise: the Bank's needs for regularly up
dated data in particular areas; the Bank's comparative advantage in filling 
these needs by itself; and jurisdictional issues within the U.N. system. 

2.36 On the question of Bank needs for data , a distinction should be 
drawn between the need for country-specific information using country concepts 
and definitions, and the need for internationally comparable data series. As 
the Bank itself has come to realize, these are two distinct needs. C.Ountry
specific data are useful in the conduct of country policy dialogue. Interna
tionally comparable statistics are essential for both aggregate and cross-sec
tional analyses. C.Ommentaries on world trends, assessment of development 
progress and documents such as the World Development Report make use of such 
cross-country data. 

2.37 Despite these different needs, the basic sources for such data 
remain national statistical offices and country data systems. 'Ihe Bank should 
endorse attempts to improve the capabilities of these offices, and to upgrade 
the quality of these systems. However, direct responsibility for such efforts 
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has to be assumed primarily by the countries t hemselves with t he help of t h~ 
U. N. Statistical Office. Expenditures by the E...nk should be ; 1.l.a ced nab': co 
specific data collection needed for its research or l ending operations o r to 
specific topics for which it feels a pax.-ticularl y urgent need. Any resources 
t he 2:1k = ·./.t · · ::)cat_ :or ·· '· - .:f:€. .: .:. .: .:. _ . .:. -:: •. __ <.. . • ~ __ :.~_J - - · 
capabilities in LDCs should not compete with its research pr ogram. 

2. 38 A major area where there may be a role for t he Bank co play was 
identified by the Research Advisory Panel on Income Distrib ution and Employ
ment, which recommended that considerably greater initiative and expenditure 
be devoted by the Bank to assure collection and dissemination of reliabl e, 
consistent and continuous data in the areas of income distribution and employ
ment . We have examined this recommendation. 

2. 39 We are conscious that the panel's concern was not to collect and 
disseminate data on income~~' which in poor rural communities i s d iffi
cult even to define, but rather to collect better info rmation on living con
ditions. Household surveys provide the proper technique fo r such an investi
gation . But setting up suitable surveys, anal yzing t heir results and using 
them for evaluating changes in welfare levels over t i me i s a ma jor opera t i on 
which still raises problems, even in countries with developed statistical 
services . 'llle Bank should · not expect quick return fr om efforts in t his area ; 
in particular a long period will be required before any conclusive inference 
can be drawn from survey data as t o the aggregate distribut ional impact of 
Bank lending. 

2. 40 A better knowledge of conditions of liv ing within an y countr y i s, 
however, an important element in any assessment of i t s soc i al and cultural 
development, and for t his reason we feel chat the Bank wo uld be justiiied i:1 
promoting such knowledge. We recommend that this mat ter be studied by spe
cialists in the area who would examine: ( i ) how a program in t his area ~ight 
be or ganized from a few pilot surveys to a more systematic effort aimed at 
producing international comparability, and ( ii ) in what ways t he Bank might 
contribute to organizing and supporting such an undertaking . 

2. 41 There do not seem to us to be other major areas in which the Bank 
should assume the responsibility for coor dinating routine international data 
collection. We do not in any case feel that the Bank has any particular 
comparative advantage in undertaking such wor k , nor that it should supplant 
existing arrangements within the U. N. system. P-ather, in areas where it 
feels the current efforts to be deficient it sho uld seek to operate thro ugh 
the responsible U. N. agenc y co improve matters. 

2.42 Apart from its role as a producer of data, t he Bank has become a 
ma j or disseminator of cross -cotmcry data v ia d ocumen t s such as t he Worl d 
Bank Atlas, the recent Atlas of the Child, or the ' World Development Indica
tors·' appended to the World Development Report . 'lllese documents are widel y 
used as standard reference sources by those interested in develo pment . Such 
a role as propagator imposes responsibilities on the Bank f or accurac y , con
sistency and comparability. 
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Chapter III 

The Organization of Research Within the Bank 

3. 01 We deal in this chapter with issues internal to the Bank: the 
structure of its r esearch establishment, the influence of this structure on 
the research program and the aachinery for generating and approving research 
proposals. Our discussion is restricted to social science research financed 
either through t he external research budget or from departmental budgets. 

3.02 We begin with the present structure of the research community within 
the Bank. 'Ihe Bank's staff of researchers is currently scattered across a 
wide variety of organizational units. Only one department, the Development 
Research Center (DRC) in the Development Policy Staff (DPS), is exclusively 
concerned with research. 'Ihis unit of twenty professionals has accounted for 
roughly a quarter of Bank staff t ime devoted to research. 'Ihe bulk of the 
research undertaken by the DRC is in the form of projects approved by t he 
Research C.Ommittee. Tile major areas of concentration for the DRC have been 
sector planning models , economy-.1ide models, income distribution stud ies and 
effective protection studies . While the DRC has been a leader in these areas, 
such work has also been undertaken by other departments. 

3.03 In contrast to the DRC, the remaining units engaged 1n research 
at the Bank are functionally spec i alized, and they also have responsibili
t i es other than research. 'Ihe Development Economics Department (OED) in the 
DPS and four departments in the Central Projects Staff ( CPS) have a signi
ficant mandate for r esearch . 'Ihe Development Economics Department (which is 
the largest research pr oducing department in the Bank) is divided into five 
functionally specialized divisions . In addition to research, these divisions 
have responsibility fo r policy ..ork and they also support regional economic 
staff in their country and sector economic work. In the CPS the relevant 
departments have responsibili t y fo r functional review and support of pr oj
ects, for sector work and for develo pment of sectoral policy papers. What 
is of interest is not only the diversity of tasks mandated to the unit, but 
also the tasks assigned to the individuals who constitute the unit. Our 
impression is that CPS s taff concerned with research typically undertake a 
somewhat wider range of activities than is the case in the DED. 

3. 04 Apart from these units in t he CPS and the OPS, the Research C.Ommittee 
funding mechanism makes it possible for some operational uni t s (such as country 
program departments ) co under take some research as well, supervised i f not 
always executed by operational staff. 

3. 05 Expenditure on research as provided for in the administrat ive 
budget is of two sorts. Fi r st there are the funds allocated by the Research 
C.Ommittee, Tilis is referred to as the "external research budget", and it 
is used to finance "external" expenditure (on consulting, travel, and data 
processing ) on projects approved by the Research Committee (so-called RPO 
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projects). 'Ille size of the external research budget has remained frozen 
in real terms since 1973, at a level corresponding to roughly $2.S million 
in 1979 dollars. Research projects come before the Research Committee only 
if they need "e.xternal" finance in e.xcess of $10,000; if not, the expendi
ture is carried on departmental budgets, and the work is called departmental 
research (as distinct from RPO research.) Departmental research projects 
tend to be smaller projects, but they are numerous: about 60 out of the 
140 research projects listed by the Bank in 1978. 

3. 06 . The other budget item is the imputed cost of professional time 
spent on research. 'Ille cost of a professional manyear in research as calcu
lated by the Bank includes an allocation of overhead costs, such as the cost 
of management and the prorata cost of support departments. About sixty-six 
professional manyears were devoted to research in FY78; this includes both the 
time of Bank staff and the time of consultants not financed from the external 
research budget. Half this total was directly spent on RPO projects, and the 
remaining half on departmental studies and other research related activities, 
including research preparation. In FY79 professional time devoted co research 
is estimated to have declined by fifteen percent as staff were diverted to 
operational and policy ~rk; the reduction was wholly in non-RPO research and 
resulted in almost two-thirds of professional time being devoted to projects 
approved by the Research Committee~ As Table 2 indicates, the total cost of 
research in FY78 was around $10.3 million in FY79 dollars; the cost in FY79 
is estimated to have declined to $9.2 million. 'Ille share of RPO research has 
ranged from roughly two-thirds to three-quarters of this total. 

"External" 
Expenditure 

Manpower Costs 

Total 

Table 2: Resources Devoted to Research: 
FY77-79 

(in millions of FY79 dollars) 

RPO 
Research 

FY77 FY78 FY79 

2. 4 

4. 3 

6.7 

2. 4 

3. 8 

6. 2 

2. 5 

4.3 

6. 8 

Departmental 
Studies & Other~/ 

FY77 FY78 FY79 

3. 9 

3. 9 

4.1 

4.1 

2.4 

2.4 

Total 
FY77 FY78 

2.4 

8. 2 

10. 6 

2.4 

7.9 

10.3 

a/ Including research preparation and other miscellaneous research 
related tasks. 

The Research Community 

3.07 This fragmented structure of research units, and the variety of 
other tasks undertaken by staff engaged in research must have some adverse 
effects on the efficiency with which they can conduct research. We have 
therefore considered whether it might not be better to concentrate all 
major research activity in two or three specialized units like the DRC. 

FY79 

2. 5 

6.7 

9.2 
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3.08 A unified research community would have some advantages . First, 
its staff would be more highly specialized in research, having no opera
tional responsibilities; its research capability would therefore on aver
age be higher than chat of units where operational skills rank equally with 
or higher than research skills. Second, it would probably make management 
of the research pr ogram easier . 'Third, concentrating researchers into 
two or three units would help to generate a stronger research culture '..rith 
benefits in the form of better morale, mutual aid, cross-fertilization and 
achievement. 

3.09 'nle disadvantage of consolidating all research into specialized 
units is that it would remove research still further from operations, 
reducing interactions between researchers and operational staff. Also, 
a large research department is likely to develop a life of its Ow"n , inde
pendent of the central concerns of the institution. 

3.10 While it is difficult for us to enter deeply into organizational 
questions, it seems possible co suggest some criteria for improving the 
present organization. Among them would be the following: 

(1) 'nle need for a minimum critical mass, which is now lacking 
in certain areas. 'This has been stressed by several of 
the specialized panels. 

(ii) 'Th.e need to balance the requirement of continuity of 
research by individuals against operational involvement. 
'nle Bank currently seems to have a number of staff who 
devote too little time to research to be ...tiolly effective 
as researchers. 

(iii) 'Th.e need for a balance to be struck between the use of 
staff and of consultants on individual projects. 

3.11 These criteria suggest firstly that, as much as possible, staff 
engaged in research should be grouped in units of a certain minimum size 
...tiose primary focus is research, even if the parent department has other 
responsibilities. Second, while it is desirable that some staff rotate 
between operational and research assignments co promote cross-fertilization, 
care must be taken to ensure that staff, when engaged in research rather 
than operational support, have adequate blocks of uninterrupted time for 
effective research. 'Third, while involvement in research implies corres
ponding time commitments on research collaboration, application and dissemi
nation, care should be taken to allow time for ge~uine intellectual involve
ment by Bank researchers in the substance of the ~esearch; otherwise the 
Bank will be unable to retain its best research staff. Fourth, for the 
Bank to ensure that the research undertaken is responsive to its needs, 
as well as for better absorption by the Bank of research techniques and 
results, it is important that there be an adequate ratio of staff to con
sultants on individual projects . 
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~ Influence of Operations on Research 

• 

e 

3.12 Our nex t concern is the relationship between researc h and operations 
in the formul ation of the research program and in i ts overall management. 

3.13 Currently the operational staff complain that the Bank's research 
program is not sufficiently geared to its operations. While much useful 
research runs ahead of operations, it is also true that the Bank's operations 
do reveal problems which could be the basis of relevant and interesting re
search. 'llle question is to make sure that these problems get on the research 
agenda. 

3.14 The answer is in part that the operational staff must have oppor-
tunities to affect the Bank's research program, and in part that they should 
have the chance to articulate their concerns through the generation of par
ticular research projects. 

3.15 As regards the development of research programs, there is need for 
additional machinery to bring research and operational staff closer together. 
We suggest that for major areas of research the Bank create 'Steering Groups', 
consisting in about equal numbers of suppliers and consumers of research i n 
that area. 

3.16 Such a Steering Group was established recently in the industry and 
trade area, with the participation of DPS, CPS, IFC and the Regional Offices. 
The Group has produced a draft report that makes proposals on research for the 
next several years, with additional recommendations on staff levels in researc~ 
and in research applications. We would recommend the Steering Groups consult 
outsiders, particularl y from developing countries, in the preparation of such 
programs. 

3.17 'nle research programs of the Steering Groups, once established, 
would be reviewed by the Research Committee and the Steering Groups would 
also advise the committee on projects in their area. It might additionally 
be possible to grant the Steering Groups authority for approving research 
proposals that are part of an agreed-upon program and do not exceed pre
determined budgetary limits. 'llle Steering Groups could review the progress 
of ongoing research within their areas of responsibility and participate in 
the evaluation of completed activities. 1his would enabl e the Research 
Committee to devote more time and effort to setting priorities among research 
areas and to consider general issues relating to Bank research, such as 
research application and dissemination. 

3.18 To ensure coordination we recommend making the Research Adv isor 
an ex-officio member of each of the Steering Groups. He would be respon
sible for coordinating programs in the various areas. 'Ille Research .tidvisor 
would also play a promotional role in research application and dissemination 
efforts, and in relationships with developing country institutions. He would 
need additional staff to discharge these duties adequately, and his position 
would need to be upgraded. 



- 18 -

3.19 Whereas the Steering Groups would develop research programs in 
particular areas and advise the Research Committee on individual proposals, 
there remains the need for assistance to operational departments in translat
ing their ideas into research projects. We propose below ( para 4. 06 ) chat 
the office of the Regional Chief Economist be strengthened to permit better 
articulation of regional research interests. Assistance to this office ( and 
to other operating tmits) should be provided by the Bank's research staff, 
given their familiarity with Bank oper?tions. ftssistance may take a variety 
of forms: development of joint projects, technical advice in the formulation 
of proposals, and generation of research based on ideas received from opera
tional departments. Whenever appropriate, operating staff may also obtain 
the assistance of consultants in formulating proposals. 

Other ,ocial Scientists 

3.20 One final issue relating to t he organization of the research commu-
nity within the Bank is the role of non-economists. ~s noted earlier, Bank 
research has been dominated by economics. However, with the Bank's more 
purposive attempts to encourage and support social change and to comment on 
such change, the Bank will need social scientists in o t her f i elds, particu
larly sociology and political science. 

3.21 Tile number of such staff will probably grow even faster in the 

• 

operational departments than in research, as the Bank expands its lending 
programs in such areas as rural development, population, education, health • 
services or urban development. We doubt that it would be appropriate to 
create within the Bank a separate division for social scientists other than 
economists. Presumably they will be integ rated into ~~iscing tmits in much 
the same way as economists and engineers now s erve together, Our immediate 
concern is that the point of view of social scientists other than economises 
should be given consideration by the proposed Steering Groups , 
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Chapter IV 

Research Applications, Dissemination 
and Training 

4. 01 Thus far, we have dealt with the Bank's role in development research, 
and the organization of research within the Bank. In order for research to 
influence the Bank's larger program of country economic, sector and project 
analysis, it is important for the Bank to organize an effective application 
and dissemination effort internally. Since much Bank research is of direct 
interest to the developing countries, the Bank needs to have an effective 
dissemination effort externally as well. In turn, the effective absorption 
of research techniques and ideas carries implications for the Bank's training 
activities for its own staff and for officials in developing countries. We 
discuss these issues in this chapter. 

Application of Research Within t he Bank 

4. 02 As the research program has come of age, there are increasing 
demands for research applications from the operational departments. Such 
applications usually involve the use of innovative or more sophisticated 
techniques (whether developed in the Bank or elsewhere) to the problems 
encountered in country economic, sector or project work. 

4.03 The external research budget does not presently provide for such 
research applications, and there are no e.~plicit budgetary and staff allot
ments for this purpose in DPS and CPS or in the Regional Offices. Tile prob
lem is therefore, one of promoting the application of new analytical tech
niques in the Bank. While it is not our purpose to make detailed recommen
dations on organizational questions, we wish to outline some possibilities. 

4.04 In the first place, if researchers in the CPS and the DPS are to 
spend time on applications and dissemination, more staff must be made avail
able for this purpose. 'llle work involves different degrees of specialization. 
For example the construction of industrial programming or of agricultural 
sector models calls for highly specialized skills. It would be worthwhile 
to establish a special unit for assisting in work of this kind , using the 
services of say three persons who gave it all their time. 

4.05 Apart from such highly specialized modelling, most of the work to be 
done by way of application and dissemination can be done by CPS and DPS pro
fessionals, if enough time is made available. We are told that the current 
pent-up demand for help with researc h applications from operational units 
-would support up to six additional manyears, and we recommend that the CPS 
and DPS staff be increased by some such number for this purpose. We locate 
this staff in the CPS and DPS rather than in the Regional Offices for two 
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reasons. First because we intend that many more than six persons should be 
involved in applications and dissemination, thus making available a wider 
range of expertise than would result from gi ving each region an applications 
officer of its own . And second because · we consider that in general appli
cations should be a part- time function of persons who are also engaged in 
research, since this will help to maintain the quality and relevance of both 
research and applications. 

4. 06 At the same time we sense the need for a closer link between regional 
staff and research. 'llle Steering Groups that we have recommended in Chapter 
III would contribute to this, but a focus of administrative responsibility is 
also needed in the regions. This could be provided by stressing that the Bank 
looks to the Chief Economist in each region to give leadership in the articu
lation of regional research needs and in the application of research results 
in country economic, project and sector work; and by providing him with addi
tional staff for this purpose. For the immediate future we would suggest 
appointing one senior economist, with wide interests and some research expe
rience, in the office of each Chief Economist, to concern himself primarily 
with the promotion of research and the application and dissemination of re
search results. This number could be increased as the work expands. 

Dissemination and Training in the Bank 

4.07 We have made repeated references to the importance of dissemina-
tion. While there are several existing channels for research dissemination, 
we feel that an increased dissemination effort is required to ensure that 
country, sector and project work at the Bank takes full account of research 
results, including important researc h developments occurring outside the Bank. 
At the same time, dissemination and training are intimately related since it 
is through exposure to research results and techniques and their a bsorption 
that the intellectual capital of operational staff can be maintained and 
upgraded . 

4.08 One additional channel for the dissemination of research results 
is the preparation of brief reports on the findings of individual research 
projects. Such reports should include the results of 'field trials' or 
other examples of applications which show the relevance of the results for 
the operational and policy i;.iork of the Bank. Their preparation should be an 
integral part of the research project. 

4 . 09 More generally, state-of-art papers shculd be prepared to revie w 
research areas that are of particular interest to operational staff. 'Ille 
reviews should survey research done both inside and outside the Bank and 
should focus on establishing generalizations that are relevant for the Bank's 
work, indicating how the research results and techniques may find operational 
applications. We understand that such a program of papers is about to 
commence, and we endorse this development. 
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4.10 Research reports and state-of-art papers are likely to remain unread 
in the absence of face-to-face communication between operational and research 
staff. Such communication could occur in seminars and workshops, for which 
research reports and state-of-arts paper-s become an input. Seminars may be 
organized on a particular subject on a regional, sectoral or Bank-..,ide basis, 
as appropriate. 

4.11 Apart from seminars and workshops, there would be need for more 
inform.al individual contact between operational and research staff to discuss 
research-related problems arising from operations. All these avenues would 
sensitize operational staff to research ideas and results and would make 
research staff aware of operational issues. A further spur to assimilation 
of research by operating staff would be provided if researchers participated 
in reviewing the output of operational economists in their field. We would 
encourage the use of researchers' time for such review, and feel that in the 
long run this dialogue would create a more receptive climate for research 
amongst the operational staff. 

4.12 Dissemination and training objectives would also be served by 
extending the rotation of Bank staff, expanding the scope of sabbaticals, 
and instituting advanced training programs . As regards the last, the Bank 
could develop courses for its own staff of the kind designed by the Economic 
Development Institute (EDI) . 

4.13 An increased dissemination and training effort would require 
modifying existing priorities in the Bank. For operational staff, this 
would mean setting aside time and resources for such activities on a 
regular basis. For research st aff, participation in dissemination and 
training efforts, including informal contacts, should be made an integral 
part of their work program. 

Research Application and Dissel!l.ination Outside the Bank 

4. 14 The standard vehicles for the dissemination of research results 
outside the Bank are the Staff Working Paper Series, Reprint Series, and 
the Bank's Research Publications. 'lllese are sent to a large number of 
research institutes in the developing countries, but far from all. We 
suggest extending the distribution of these documents to all research 
institutions of some standing in the developing countries as well as to 
institutions working on development problems in the developed countries. 
A wider distribution of the Bank's c.atalog of Publications would further 
help the results of Bank research reach interested scholars in developing 
countries . 

4.15 It is particularly desirable that research results reach the offi-
cials and consultants in LDCs who are designing projects into which the 
results could be incorporated. M::>re frequent arrangements should be made 
for authors to visit such countries and hold seminars on their results as 
has already been done in a few cases. To the extent possible, research 
results should be introduced into courses at the EDI. 'llle Bank's resident 
offices should also play a role in ensuring proper linkages with the local 
research community . 
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4.16 Finally in some cases where Bank research has produced new techni-
ques that have aroused wide interest (such as programming methods in lar ge 
scale industry, effective protection analysis, project evaluation techniques, 
or the use of social accounting matrices ) the Bank may be asked by member 
countries to send staff to train local staff in t he new technique. nie re
search budget makes no provision for this; nor do departmental budgets. nie 
particular staff members who have worked on the research project are not 
likely to be available for much work of this kind. In some cases it might 
be possible to use consultants conversant with the research in question. For 
this purpose, the Bank could pay the cost, not out of the research budget but 
as a part of its general budget. 

-------- - - - - - - -- - - --
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Chapter V 

Size and Priorities 

5.01 In this chapter we address the question of how large the Bank's 
program for social science research should be, and of what areas of social 
science research should be given priority. 

Size 

5.02 We begin with the observation that the development process in 
mos~ of its aspects is still insufficiently understood, and that social 
science research can help substantially to increase the world's knowledge 
about obstacles to development and how to overcome them. Considering the 
urgency of dealing more effectively with the stubborn problems of poverty, 
hunger, unemployment, and ill-health in the world's developing countries, 
we consider that more research aimed at these issues as well as at the de
velopment process in general is strongly warranted. 

5.03 How much should the Bank do? Tilere are other individuals and 
organizations that are able to contribute to the needed research. But at 
the same time, the Bank has the ability to select its own research objec
tives with flexibility, and the Bank is able to mobilize the best resources, 
wherever they may be found, to conduct the research it undertakes. 'lllere is 
thus a prim.a facie case for additional Bank-financed social science research 
on development: the need for such research is urgent and the Bank is well 
equipped to undertake it. Before reaching a firm conclusion, however, we 
have asked several further questions. 

5.04 First is the test of performance: has the Bank's research been 
of high quality? 'nlis question was addressed by the Specialized Research 
Advisory Panels, on whose judgement we mainly rely. 'llley were reviewing the 
results of over one hundred studies, so they found a mixture of good and bad . 
One can only ask how this mixture compares with results in other research 
institutions. 'llle answer is that the quality of Bank research ranks as high 
as that of any other development research institution in the world. In a 
number of fields the Bank is the leader, and in all its work is highly re
spected. 

5.05 Second is the test of utility: has the Bank's research been use-
ful? In part, the answer is clear. 'llle results of Bank research are plainly 
contributing to the Bank's analytical work, and that of member countries, in 
such fields as trade policy and sector analyses. 'lllere are also some good 
examples of the use of research results in project design: the Bank's projects 
in transportation and in public utilities would not be the same but for the 
results of Bank research. In some other sectors (education, population, small 
scale industry) however, research is still in the early stages and its results 
are only beginning to be seen. It remains true that the Bank's comparative 
advantage in project-related research has not been fully exploited, but we 
have proposed measures to remedy this. 
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5.06 Third is the test of feasibility: can the Bank manage well an 
increased amount of research? We have expressed some doubts about the cur
rent administrative arrangements, which produce too much fragmentation, but 
in our view these defects are easily remediable. 'Ibe program is not in sight 
of becoming too large to manage. On the contrary, in some fields of study the 
number of Bank staff engaged in· research may be below the critical minimum. 
We have also expressed concern that not enough attention is being given to 
disseminating research results both within the Bank and in developing coun
tries. We do recommend that high priority be given to the measures for 
improving research application and dissemination outlined in Chapter IV, but 
we do not believe that the resources needed for this purpose preclude an 
increase in research activity. 

5.07 In summary, then, we find the Bank's research record to be good in 
terms of quality and usefulness, and an increase in Bank research seems both 
desirable and feasible. By how much should Bank research be increased? 

5.08 First note that~ have already made some recommendations which are 
intended to be put into effect even if the prog ram stays ac its present size, 
and which have a substantial cost: (a) our recommendations for increased 
collaboration with LDC research institutions and for other ways of building 
LDC research capacity might cost $750,000 a year in the first instance; 
(b) better management of the Bank's own data and retrieval systems might cost 
$150,000 ; (c) additional staff for dissemination and application of research 
results within the Bank might come to 15 manyears (9 attached to the research 
departments, six in the regions ) or $1,800,000; (d) additional staff for dis
semination and applications outside the Bank ..ould require say three manyears 
or $350,000; (e) travel and other e.xpenses associated with (c) and (d) might 
add another $500,000 to the external research budget. Tilese figures add up 
co $3,550,000 a year at today's prices . Tiley are intended as orders of mag
nitude rather t han as precise dollar amounts. But this should not obscure 
the importance we attach to them. In our view the additional functions that 
they will finance have a higher priority than an increase in the existing 
research program, since we consider that, having successfully completed a 
large number of projects, the Bank's next task is to make the arrangements 
to ensure utilization of results. 

5.09 Fortunately it is not necessary to choose between spending more 
on application and dissemination and more on research because the total 
research budget is in any case such a small pr oportion of the income of the 
Bank. Tilis budgec has been held constant in real terms for the pas t six years 
or so, and should in our view now be expanded , be~ause of the need to fill 
gaps in our knowledge of the development pr ocess, combined with pr oven capa
city . Having in mind the need for orderly progrens, we recommend a rate of 
expansion of up co ten percen t a year in real terms, which cumulates to about 
60 percent over 5 years. 'Ibis ten percent applies to research funded through 
the Research Committee and departmental budgets ( items (i) and (ii) in para
graph 1.05) and would therefore be about $1,030,000 in t he first year . 
Another review like the present one might be commissioned in about five years 
co lllake recommendations for the subsequent period. 
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5.10 Taken together the increases recommended in paras. 5.08 and 5.09 
are quite sizable, and apart from their cost to the Bank we have also con
sidered their effect on other development research organizations, which 
might find it more difficult to recruit _professional staff. This should 
not be much of a problem for institutions in developed countries; as for 
the developing countries, the program will itself strengthen their research 
capacity if our recommendations in Chapter II are carried out. 

Priorities 

5.11 'Ille question of priorities for the selection of research to be 
financed by the Bank is a difficult one. Precise allocations among types 
and fields of research, and the choice of particular projects, are matters 
which the panel considers can only be decided by the Bank, taking into account 
such factors as the availability of particular skills in the staff and the 
comparative quality of research proposals. We have three general comments 
on priorities, however, based on our review. 

5.12 First, we have considered how well the Bank's research program 
accords with our view of the Bank's comparati ve advantages for conducting 
research which were outlined in paragraph 2. 07. In general, we believe the 
research projects that have been selected for Bank support stand up well by 
these standards: they have made good use of the Bank's comparative advantages 
of scale, international scope, and ability to mobilize high quality talent. 
We have noted three qualifications which suggest directions for possible 
improvement: 

(i) The Bank's research has not drawn upon the Bank's o-wn 
extensive experience with development projects as much 
as it might have. 

(ii) There are clearly areas of the Bank's interest--educa
tion is an example-in which a somewhat larger and more 
coherent research effort is needed to achieve a minimum 
critical size. 

(iii) While we endorse the importance of small projects and 
individual research in appropriate cases (the initial 
exploration of new areas, for example), we think some 
Bank research projects have not had sufficient scale and 
continuity to yield the results that were hoped for. 

5.13 Second, we have looked at the fields of research chosen by the 
Bank and the relative emphasis given them. A convenient although imperfect 
indication of relative allocations is given in Table 3, which shows both the 
intended allocations among fields of research for the four years FY75 through 
FY78 and the actual allocations as they ~rked out over that period . These 
allocations are noteworthy for the substantial weight given to such newer 
fields of Bank emphasis as agriculture and rural development, urbanization, 
and income distribution, in comparison to such older fields as transporta
tion, public utilities, and growth/comparative economic analysis. 'The panel 
considers these allocations desirable, and suggests that over the coming 
period still further shifts in emphasis may be warranted . 
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Table 3: External E. enditure FY75 to FY78 Com ared to Guidelines 
Percentage of external expenditure , in constant dollars ) 

Category 

IA. Growth/Comparative 
Economic Analysis 

IB. Income Distribution 

II. International Finance 
and Trade 

llI. Agriculture and Rural 
Development 

IV. Industry 

V. Transportation 

VI. Fnergy, Water and 
Te lecommunications 

VII. Urbanization 

VIIIA. E.ducation 

VIIIB. Labor and Employment 

VIIIC. Population, Nutrition, 
and Health 

Other 

Guidelines l / 

11. 0 

14. 0 

4.0 

20.0 

10. 0 

10 . 0 

s.o 

10. 0 

s.o 

s. o 

s. 0 

1.0 

100. 0 

l/ Guidelines established by the Research Committe~ ln 1q15. 

Actual 

13. 4 

11. 4 

6. 4 

17. 9 

6. S 

11. 0 

8. 1 

7.8 

4.6 

7.5 

4. 7 

0 . 7 

100.0 
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S. 14 Tilird, we have reviewed the reports of the specialized panels, whose 
views of past research and of research priorities in their respecti ve fields 
are summarized in the Appendix . 'These reports vary widely in the degree to 
which they make specific recommendations concerning research objectives and 
priorities within the fields they studied. lhey are all, in our view, con
scientious and valuable reviews, and several of them make specific suggestions 
for reallocations of research resources which we commend for careful attention 
by the Bank. We note, however, that the priorities listed by these panels 
add up to .a much larger program than the resources likely to be available, 
and we have been asked by the Bank to indicate our own preferences among 
these topics, as well as topics which have not been reviewed by specialized 
panels. 

5.15 nus we do with great reluctance . None of us is familiar with the 
state of research in the whole of this area. lt>reover the choice of a topic 
depends to some extent on the persons who happen to be available, the data 
opportunities that may open up, and the changing urgency of issues. 'llle 
making of a program is essentially a management task, and we would not wish 
any list of ours to inhibit this function, whether by pushing topics of which 
the Bank is doubtful or by excluding topics which it might otherwise favor. 
We have however been urged by the Bank to indicate our preferences, and this 
we now do. 

S.16 Our list does not include topics where the current level of Bank 
research is adequate; it covers only topics where the research effort should 
be increased. It also excludes monetary and fiscal policy, which are studied 
by the Research department of the I.M.F. 

1. Rural institutions . Relations between techniques and 
institutions ; land tenure, marketing, credit, the labor 
market, the division of labor within the family. 

2. Incentives in agriculture. Pricing policies, rural 
taxation, the flow of resources between town and country, 
the terms of trade bet-ween industry and agriculture. 

3. Women in economic development. 'llle changing economic 
roles of women. Absorption of women into the labor force. 

4. C.Omparative costs in production of some major agricultural 
commodities and minerals. Differences in factor produc
tivi t y and in the elasticity of supply. 

S. Location of plants for processing primary products, as 
between developed and developing countries . 

6. Technical education and the demand for labor. 'Ille match 
between demand and supply in the market for skills. 

7. F.nergy policy in developing countries, with special 
reference to non- fossil sources of energy. 
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8. Water use and manageaent; reduction of waste in both 
urban and rural uses. 

9. 'Development policies and income distribution; changes 
in the relative positions of different socioeconomic 
groups; study of the consequences of different policy 
interventions pursued by countries to alleviate poverty 
or improve the distribution of income. 

10. labor markets, urban and rural migration. 'Ihe structure 
of wages. Unemployment. 

11. Low cost delivery systems for education, health and other 
public services. 

12. Small scale industry, urban and rural. Evaluation of 
policies pursued in these areas since 1950 . 

13. Appropriate technology. 'Ihe process of innovation and 
adaptation in developing countries; incentives for choosing 
appropriate technology. 

14. 'nle policies of public enterprises. Price policy; exter
nalities; profits; labor policy; relationship to wider 
socioeconomic objectives. 

15. Industrial entrepreneurship. Sources of indigenous entre
preneurship; policies designed to promote such enterprise. 

16. Changing structure of world trade. Policy implications; 
inter-LDC trade; access to MDC markets. 

17. 'Development and human ferdlity . Operational and evalua
tional study of family planning and related projects. 

18. 'Development policies and nutr ition; effects of different 
policy combinations on nutrition levels. 

19. Coordination of various modes of transportation; cost 
comparisons, price policies; coordination of routes. 

20 . Geographical polarization of development; measures to 
spread development more widely and prevent excessive 
concentration in a few large cities. 

5.17 Integration of these or other topics into the Bank's research pro-
gramme would take some time, as existing research projects are completed, 
and as additional funds become available over the next five years. Over 
this period the Steering Committees whose creation we have recommended in 
Chapter III should be reviewing their fields from time to time and making 
judgments more closely linked to the immediate needs and opportunities of 
the Bank. 
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Appendix 

Bank Research: Evaluation and Future 0 riorities 

1. This appendix is based on the findings of the various panels (listed 
in para 1.02) which have reviewed Bank research in the following areas: Agri
culture and Rural Development; Commodities; Education; Energy, Water, and Tele
communications; Income Distribution and Employment; Industrial Development and 
Trade; Population; and Transportation. Each panel has provided an evaluation 
of past research and has made recommendations on future research directions . 
Several of the panels have also indicated the implications of the recommenda
tions for the size of the research program. 

2. The Research Advisory Panel on Agriculture and Rural Development 
(RAPARD) concluded: "The overall impression which emerges from a review of 
research in the field of ARD [Agriculture and Rural Development} in the Bank 
is that of a large output of high quali t y" (p . 5) and that it "has quite 
likely contributed t o the shift in lending policy toward the small farmer 
and the rural poor" (p . 6). At the same time, RAPARD criticized the lack of 
a "comprehensive research program" (ibid.) and noted that "the direct impact 
of ARD research on agricultural lending has been marginal" ( p. 21). 

3. RAPARD recommended that "the Bank's research support for ARD 
studies should be e..~panded considerably--roughly in proportion to the 
increase in Bank lending for the ARD sec tor" ( p. 21) . It further listed a 
number of new and expanded areas of research, classified 1.mder five major 
headings (pp. 23-24) : 

(i) Na ture and magnitude of emerging tasks : links between 
demography and ARD; water and energy balance; new production 
techniques . 

(ii) Options in key areas: relationships between techniques and 
institutions; risk, uncertainty, and finance; food and 
nutrition ; factor shares . 

(iii) Making the lending program core effective : taxes, subsidies, 
and other incentives; rural infrastructure; 'software' aspects 
of projects; learning from prior lending projec ts; strategies 
for reaching the rural poor. 

(iv) Me thodology for projects . 

(v) The process of change: intersectoral models; rural industries, 
insertion of traditional farmers in the market economy; 
public utilities . 

I 

I 

' I 
I 

I 
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4 . 'nle Advisory Panel on Commodities reviewed Bank operational work on 
commodities, including commodity forecasts, commodity studies, and papers on 
lending policy , as well as the few research projects t he Bank has financed in 
the c ommodities a r ea . 'nle Panel concluded that " the forecasting methods used 
compare favorably with those in use for comparable purposes in other organi
zations" (p . 2) adding that "continuous improvement of the commodity forecast
ing should be based more on acquiring a deeper understanding of markets and 
their functioning than on further sophistication and formal modelling" (ibid . ) . 

5. In turn, "the commodity research conducted under Research Committee 
auspices, though highly professional and sophisticated, has not ye t made an y 
significant contribution to the operational and the policy roles of the Bank, 
and the direction of the work still underway is hardly more promising in this 
respect" ( p . 3) . The Panel recommended undertaking four research projects: 

(i) 'Ibe linking of cyclical and trend elements in forecasting 
the behavior of commodity markets. 

(ii) 'Ibe treatment of inflation in pric~ forecasting. 

(iii) Tile study of comparative costs and productivity in produc
t.ion of se lected agricultural and mineral commodities, 
starting from available Bank information and research 
projects, with a view to feeding into Bank commodity policy 
and international commodity policy. 

(iv) Tile study of factors affecting the location of processing 
of selected agricultural and mineral col!l!Ilodities, with 
view to orienting Bank and international development policies . 

"It is estimated that the above research projec ts, which should be 
monitored by the proposed Bank commodity steering group , would require one 
additional staff research coordinator in the Commodities Division, plus some 
$70,000 of external funds per year for five years" (p . 5) . 

6. The External Advisory Panel on Education noted that "much of the 
research done is of high quality and quite useful, but for an or ganization 
committing several hundred million dollars a year to t he expansion and im
provement of education and training, the scale is clearly inadequate" (p. 28). 
The Panel proposed "a steady increase over several years in the scale of 
Bank-supported research on education and training, and the development of a 
st ronger researc h strategy" (p . 29) . The Panel suggested that research 
"should be aimed directly at important issues faced by the Bank and borrowers 
in pursuing major educational and training objectives, and it should reflect 
the comparative advantage of the Bank in doing research: for example, cases 
in which the Bank can conduct comparative study of activities in several 
countries, or cases in which the Bank has access to data not generally avail
able" ( p . 2 9) • 
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7. 'lhe Research Review Panel on Energy, Water and Telecommunications 
(EWT) stated that its "overall view about EWT research is a favorable one" 
(p. 6 ); it commended the researchers for their "ability to focus on the aspects 
most relevant for Bank purposes" (ibid .); and it further noted that "a number 
of examples testify to the infiltration of economic analysis into Bank lend
ing to public utility organizations" (ibid .). 'lhe EWT panel proposed a wide
ranging program, including the following subjects, some of which involve 
practical applications (pp . 9-10): 

(i) Energy--general: LDC energy outlook, energy and develop
ment; energy demand management and conservation; non
conventional energy. 

(ii) Energy--oil and gas: natural gas issues; inter-fuel 
substitution. 

(iii) Energy--electric power: standards of rural electrifica
tion; power pricing seminars; power energy pricing; 
autogeneration, cogeneration, technology monitoring, 
methods of power supply to remote areas; energy trans
mission costs. 

(iv) Water supply and sewerage: technology dissemination; 
follow-up research on technology; resource recovery; multi
city and multi-purpose projects. 

(v) Telecollllllunications: nature and characteristics of tele
phone usage; pricing policy. 

(vi) Multisector studies: alternative financing of infrastruc
ture; asset revaluation; appropriate institutions for 
decentralized services. 

8. For purposes of carrying out the research program, the panel sug
gested an immediate increase in staff from 2.5 manyears to 6.5 manyears and 
of consultants from 6 .5 to 9.5 manyears. '!his increase is supported by the 
statement, "we feel that the research activities of the department have been 
understaffed in the past, its previous record shows that it is very capable 
of turning out very worthwhile research, and that there is a whole string of 
important projects awaiting investigation in the near future" (p. 16). The 
recommendations also aim at increasing the staff-consultant ratio in EWT 
research (p . 15). 

9. 'lhe Research Advisory Panel on Income Distribution and EmploYl?ent 
(RAPIDE) noted that the "Bank program of research upon income distribution 
emerged in a self-conscious, planned fashion and the Bank has been prominent 
in stimulat ing and pursuing research on income distribution." (Appendix B? 
p. 1). It further concluded: "this review makes apparent both the high 
quality and varied character of Bank income distribution research. It has 
been technically proficient and directed to a •.nde range of problems ••• 
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The productivity of Bank staff compared with academic environments in which 
research is a large and regular component of responsibility is quite high 
[and] the deficiencies of the research have related less to its execution 
than to the erosion of policy orientation and focus as it has been conducted" 
(Appendix B, p. 8). Finally, "the initial Bellagio conference and subsequent 
publication of Redistribution with Growth has meant a leadership role that has 
not been characteristic of all fields of Bank research" (Appendix B, p. l). 
RAPIDE identified "four priorities for future income distribution research. 
These include research upon the characteristics of socio-economic groups; 
study of the consequences of different policy interventions pursued by coun
tries to alleviate poverty or improve the distribution of income; specific 
analysis of the effectiveness and implications of a basic needs approach to 
the problem of inequality; and comparative case studies of the relationship 
between national strategies of development and evolution of the distribution 
of income" (Main Report, p. 12). 

10. In regard to research on employment, RAPIDE noted that "an evident 
feature is the generally high quality of the output ••• and many of the 
authors have been acknowledged as experts in the field ••• On the other hand, 
the relationship between the subject matter of research and the operational 
needs of the Bank has not always been evident" (Appendix C, p. l). 

11. The panel's priorities for research on employment are stated as 
being closely related to its priorities for income distribution research. 
"They may be grouped under three categories: careful study of developing 
country labor markets; analysis of the characteristics of the unemployed; 
and research on direct and indirect employment creation resulting from dif
ferent kinds of projects. These generally conform to the emphasis of the 
F.mployment and Rural Development Division" (Main Report, pp. 14-15). 

12. RAPIDE did not explicitly deal with the question of the size of 
the research program in income distribution and employment. As regards re
search on employment, it suggested the need "better to concentrate the 
efforts of the small number of staff in the [Employment and Rural Develop
ment] Division, and better to coordinate the research underway in other 
divisions" (p. 17). However, its recommendations on research in income 
distribution may be assumed to imply an increase in staff. Finally, RAPIDE 
proposed undertaking a large-scale data collection effort in income distribu
tion and employment that cannot but be rather costly. 

13. 'nle report of the ~esearch Advisory Panel on Industrial Develop-
ment and Trade stated: "by and large, we are impressed by the overall high 
quality of Bank research on industry and trade in economic development" 
( p. 24), adding that "it is our impression that a number of different strands 
of Bank research have influenced, directly and indirectly, Bank operations" 
( p. 26). The panel further noted "that there are certain lines of research 
at the Bank which in the past have been forceful and productive, but which 
now are running into diminishing returns" ( p. 29) and suggested that, in most 
of them, an application and dissemination phase should follow. It further 
proposed new lines of inquiry, together with the extension of some recent 
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work. 'nle Panel's recommendations concern topics related co the trade area, 
to internal policies and institutions, and to innovation, entrepreneurship, 
and technological change (pp. 22-26). 

14. In the trade area, the Panel recommended t he expansion of Bank 
research on export promotion policies and market access and on changing 
international trade patterns, with special focus on inter-LDC trade. It also 
recommended undertaking research on "industrial growth paths, trade patterns, 
and policies to support them for countries that are rich in natural resources, 
those which are just beginning their industrialization, and those which are 
extremely poor and have not yet started in developing manufacturing activi
ties" ( p. 32) • 

15. Furthermore, it was suggested that the Bank "shift the focus from 
the economic effects of tariff policies to more general consideration of 
how policies and institutions influence resource allocation and efficiency 
within a country' ( p. 32), with particular attention given to the effects 
of government policies on labor and capital markets as well as to the effects 
of price controls and other interventions. In addition, the Panel pro-
posed e.xpanding research on small scale industry and public enterprises. 

· 16. It is further stated in the report: "We recommend that the Bank 
explicitly and consciously do research on mechanisms of technological 
transfer, adaptation of technology to better fit local economic conditions, 
innovation in industry in less developed countries, and the policies and 
institutions th.at support and stimulate technological progressivity" ( p. 33). 
Having listed a number of related topics, it is added that an "examination 
of a set of issues relating to entrepreneurship strikes the Panel as par
ticularly important" ( p. 34). 

17. As regards the size of the research program, the report concluded : 
"even though r..ie have suggested that some research areas now are mature for 
application, that others should perhaps be phased out ••• and finally that 
other types of research should not be 'moved into' it is obvious that our 
suggestions ~uld require a somewhat larger research budget in the field of 
industry and trade •• •• • Against this background, it is not unreasonable 
to increase the number of scholars at the Bank in this field with at least 
a handful (approximately five) , highly competent persons" ( p. 35). 'nlis 
number presumably does not include the staff needed for research applications 
in the industry and trade area. 

18. According to the External Advisory Panel on Pooulation, "che Bank's 
research ~rk has been good as far as it goes but it has not gone far enough. 
On the whole, it is solid work, but it has been small and fragmented. 'nle 
Bank's research effort needs to be changed in both magnitude and context: 
more substantial and more focused" (p . 30). And, again, "the research sup
port for population is disproportionately low--especially in comparison 
with the Bank's disbursements to the Consultative Group for International 
Agricultural Research averaging $2.8 million annually (sic] in the past four 
years . If that sort of funding can be made available for that important 
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field, the Panel considers that the Bank should be able to do better by this 
important field" (ibid . ) . The Panel further recommended that "the Bank's 
research program should deal primarily with (i) population growth and socio
economic development; (ii) operational and evaluational study of family 
planning and related projects; (iii) policy possibilities beyond family 
planning; and (iv) demographic data systems in fertility trends and behavior, 
in collaboration with other agencies" (p. 31) . 

19. While noting that "the transport research program under review 
has few signs of actually being a 'program'" (p. 6), the Transport Research 
Review Panel concluded that "the hallmark of this research has been the 
bridging of the gap between theoretical models and what reality can suppl y 
in the form of empirically established relationships" (pp . 6-9). Further
more, "the overall accomplishment has indeed been impressive, clearly placing 
the Bank and its collaborators in a preeminent position among the world's 
leading research centers on problems of transportation in developing coun
tries" (p . 7) . 

20. As to the future, the Panel suggested that, in the case of research 
projects undertaken so far, the "emphasis should clearly shift from the 
research activity proper to wider application and dissemination of resul ts" 
(p. 7). As regards new directions, the Panel suggested the following areas 
of research and research applications ( p. 30): 

(i) Highways : highway safety problems; road user charges; 
bus / trucking regulation/organization; miscellaneous technical 
guidelines • 

(ii) Construction industry: study selected countries; review 
paper: construction and industrial development. 

(iii) Ports and shipping: ocean shipping potential; port manage
ment problems; perts and regional development; coastal 
shipping potential. 

(iv) Railways: comparative costs of rail /other modes; practice 
in service reductions /closures; electrification vs . 
dieselization; equipment maintenance / utilization; railway 
information systems; miscellaneous technical topics. 

(v ) Roads: Yemen Arab Republic feeder roads: Phase II; 
Ethiopia feeder roads: Phase II; rural transport needs; 
domestic regional aviation. 

(vi) ~ul ti-modal and other: process of deregulation; spatial 
implications of transport projects; social transfers by 
transport pricing; freight transport chain; risk analysis 
updating. 

(vii) Contribution to rural infrastructure research program. 
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21. 'Ihe Panel added that, "the recotmnended program of transport research 
implies an increase over three years of three Bank staff (from the current 
approximate seven man-years per year) plus one or two additional t ransport 
staff in support of the proposed broader study on socio-economic impact of 
rural development projects" (p. 32). This increase in staff time, and the 
proposed increase of consultant time by one-half (p. 30) , includes work on 
research applications as well. 

f 
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I. Introduction 

1.1 The Bank's lending in Agriculture and Rural Development (ARD) is a 
substantial activity - not only in its own right, but also for the overall 
impact that it can make on the development strategy of the borrowing countries 
through its direct and induced effects. Looking to the magnitude and complexity 
of the task, lending decisions in these areas need to have proper support 
from well designed research. As it was succinctly stated in a review document, 
"The Bank needs knowledge to formulate intelligent policy and research can 
supply that knowledge." The Bank has assembled a well qualified group of 
researchers that, in their respective Departments and Divisions, have acquired 
an excellent reputation in professional and, to an extent, operational circles. 
Currently, the activities of these various research groups within the Bank are 
being assessed. 

1.2 The Research Advisory Panel on Agricultural and Rural Development 
(RAPARD), one of several similar Panels each reporting on a specialized 
area of research, has been charged with the task of evaluating the research 
program of the World Bank in its specialized field. While each of the Panel 
Reports will have intrinsic interest and value, they will also provide a 
partial basis for the work of the General Research Advisory Panel. 

1.3 Without presuming to know completely the rationale that led to 
the formation of these Panels at this time, this Panel (RAPARD) interpreted 
its task broadly. Is the research in this field relevant to the operational 
needs of the Bank as well as the economic policy requirements of member 
countries? Is it of high quality? Does it cover all or most of the important 
researchable questions? Is the research mix appropriate? Are the comparative 
advantages of the Bank fully utilized? Is the scope for collaboration with 
other research institutions properly exploited? Are the research results 
adequately disseminated and used? To what extent should the research program 
be charged with the additional task of assisting the development of research 
institutions in developing countries? 

1.4 These, at least, are some of the questions we have considered . We 
recognize, however, that the ability of this Panel to respond in a meaningful 
way to all of these questions is limited. One obvious limitation is that we 
have, for the most part, reviewed only "externally" funded research projects; 
projects funded at least in part from research funds administered by the 
Research Committee, though we are aware that there are other research acti
vities not so funded. We are also limited by our consideration of only 
those research projects identified as Agricultural and Rural Development, even 
though other projects exist which address issues also relevant to Agriculture 

(

and Rural Development. Additionally, we have had direct access to only one 
class of potential research users, namely members of the various Regional 
divisions of the Bank which administer the actual lending operations. Finally, 
although Panel members bring to its deliberations a variety of administrative 
and research experiences, the Panel has no direct information on the usefulness 
of the Bank's research product to member countries":" and especiaily to borrowing 
countries . Despite these limitations, this Panel has taken its cbarge seriously 
~ exercise its best judgement in responding to the set of questions 

outlined above. 
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Overview of Research in Agricultural 
and Rural Development 

2.1 To obtain some indication of the magnitude of our evaluation 
problem, during the past six years there have been some 26 "external" research 
projects classified as ARD. Annual research expenditures on this set of 
projects ranged from US$225,000 to US$504,000, approximately 15% of "external" 
research expenditures . During this period annual "external" research expen
diture has been approximately constant in real dollars even though Bank 
lending for Agriculture and Rural Development projects has approximately 
doubled, from US$957 million to US$3.2 billion. This represents an increase 
in lending for Agriculture and Rural Development from 12% to about one-third 
of the total Bank lending. 

2.2 Research efforts in the Bank in the area of Agricultural and 
Rural Development (ARD) have, for the purpose of this review, been broadly 
classified as research on: (1) Project Design and Management; (2) Sectoral 
Policy Issues; and (3) Developmental Policy Issues. With the recent emphasis 
on Rural Poverty, the projects in this area can be treated as a special and 
separate category . 

Studies on Project Design and Management 

2.3 These studies aid in improving the current modes of designing 
operational lending projects. Two distinct approaches are discernable: 

(i) Quantitative analysis and modelling - The objective of 
these studies is to develop a formal framework for delineat
ing interrelationships between various elements of a project 
and evaluating the direct and induced effects of opera
tional lending projects; the latter, generally, are dis
cussed in terms of income generation and income distri
bution under different institutional settings. A good 
example of such_resea.J:ciL.is the Indus Basin Irrigation 
Proj~s_!: which is~asically an attempt to formalize the 
design and management of a large scale irrigation project. 
Analysls of rural change falls also into this category. 
Several "internal" projects are operated by the DRC in the 
same vein. Using extensively quantitative and econometric 
procedures, these studies are generally of high professional 
quality despite their obvious reliance on comparative 
statics at the expense of the dynamic dimension. At the same 
time, they are not always well received in the operational 
departments of the Bank, precisely because of their degree 
of sophistication which may-ilmit ro~tine use. Nevet'l:heless, 
ft is q1.11te natural that the methods for tomorrow do not fit 
with the commonly used routines of today. The shadow 

• 

• 

pricing system itself was not better received a decade ago • 
than, for instance, the Social Accounting Matrix of today. 
One problem with this type of investigation is avoiding too 
large a commitment in unfruitful directions, a difficulty so 

1 far avoided. 
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Non-quantitative, comparative studies of various rural 
development projects; The prototype of this kind of research 
project is the African Rural Development Study. Several 
other projects such as the Study of Ltlongwe Land Development 
Program, the Agricultural Innovation and Rural Development 
Study, the Study on Management and Operation of Irrigation 
Projects also belong to the same line of investigations . Such 
studies can be described as in-depth, ex-post, comparative 
analyses of agricultural and~lcievelopment projects. ~ 
Some of these projects particularly the African Rural 
Development Study, resulted in outstanding pieces of 
analysis, and are generally appreciated by the personnel 

\ in the operational departments. 

Some of these projects approach the subject in a non
conventional way. For example, the study on Agricultural 
Innovation and Rural Development rejects the conventional 
micro-economic framework for analyzing technological changes 
as being too restrictive and argues for a more complete 
systems framework. 

Sectoral Policy Studies 

2.4 Research in this category aims at an analysis of important problems 
at the national level. The projects in this area include two kinds of studies: 

(i) 

f 

(ii) 

Several studies of key policy variables belong to this 
category. The main research objective of these projects was 
to increase knowledge of the institutional and economic 
variables afTec 1ng development process. These tnclude 
the studies of Smallholder Agriculture in Yugoslavia, 
Land Reform in Latin Amerisa and the country case studies 
in Agricultural Process and Subsidies. The report on Land 
Reforins- in Latin America is one of the more balanced pieces 
have been of value to users within the Bank, is a systematic 
effort to identify particular types of agricultural projects 
suited to the conditions emerging in each country after 
land reform. The study on Agricultural Prices and Sub
sidies shows, basically, the same strengths and weaknesses 
as the Land Reform Project. However, in the latter case 
the time overrun was less important. The study on Yugo
slavia was impeded by the difficulty of finding competent 
researchers sufficiently interested in the project and 
by difficulties in obtaining data. 

National Agricultural Models: The objective of this type 
of research is to construct and validate sectoral models. 
An outstanding example of such a study is the CHAC model 
which was followed by similar moaels for Brazil and Portugal • 
The project on Agricultural Pricing and Storage Policy , f 
in East Africa was also a d along the same lines. ., 
Empasis of the researchers is on methodological issues; 
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i. e ., how t o bui ld easy-to- cons truc t , adapt i ve , and ve r satile 
mode l s of the agricultural s ec tor of a given economy . These 
studies gave rise t o a great number of publ i ca tions, and 
contributed to the reputa tion of the Bank within the s c ien
tific community. At the same time, they could be used f or 
operational purposes. For these r easons , they are generally 
considered to be successful within the Bank. Neverthe l ess 
(and without diminishing their merits), it must b e pointed 
out that they are examples of c ompara tive sta t i cs. The 
absence of a time dimension not only deprives the user of 
important information, but also casts doubt on the validity 
of their results. In view of the importanc e of changes 
over time adding a dynamic dimension would have signi
ficantly modified the models and perhaps the conc lusions 
drawn from them. 

Similarly , a major shortcoming of many of these models is 
the fact that the links between the agricultural s ec t or and 
the rest of the economy have been largely neg lected , except 
thr ough prices a nd quantity requirements . 

Mo r e generally, these models are ex treme l y difficult t o 
test, the refore, one is not s ure whethe r their predic t ions 
will be r ealized. For this r eason extreme care needs t o 
be exer cised in i n t e rpre ting their r esults . 

Deve l opment Policy Issues 

2.s These s tudies aim a t deepe ni ng our unde r s t anding of t he develop-
mental pr ocess by select i ng some key de t erminan ts . Many of these s tudies a r e 
located i n mor e t han one coun t ry . Examples of such s t udies are provided by 

\ 

projects such as Land Reform i n La t in America ; Farm Mechanization in India and 
Paki stan; Rural and Urban Pub lic Works ; Raising Productivi t y on Small Farms; 
Price Int ervention in t he Agricultural Sector ; Research and Productivity 
Changes . 

2.6 Some of these projects, i . e . , Farm Mechanization in India and 
Pakistan and Rural and Urban Public Works, product ed good results £J;om an 
ope r a t ional ang l e . On t he other hand , f ew others , e . g., Raising Productivity 
bn Small Farms could not serve its original purpose (although it produced 
a computer program which was not without value at the time it was written). 

2.7 Finally, two other projects deserve a special mention . Price 
Interventions in Agriculture is concerned with the new distributive impact 
of subsidies and taxes on products and factors in the agricultural sector. 
It deals with an unquestionably important topic and was carried out by a 
consultant, within the time and resources originally committed to the project. 
However, the project apparently suffered from lack of supervision, the 
consequence of which is a lengthy final version, inappropriate for Bank 
use at the oper ational level. This is particularly painful because, as 
indicated above, the subject matter was adequately covered from a conceptual 
point of view. 

• 

• 

• 



• 
' 

• 

• 

-5-

2.8 The project on Agricultural Research and Productivity Changes 
deals wi th a basic question pertaining to agricultural development, and is 
a good example of a "successful project". Several reasons help to explain 
the good results: a clear specification of the topic and the choice of 
two highly qualified scientists to develop the subject. The study also 
provides some i nsights for research organization with the Bank: it is a good 
example of collaborative research as well as an indication that scale and 
quality of research are not necessarily correlated. 

Poverty Issues 

2.9 Although this topic may be considered as a special case of the 
preceeding category, it needs a separate mention owing to its importance 
in the Bank's lending program and the large number of research projects 
in this area. The latter include projects such as Agricultural Development, 
Rural Income and Poverty, Food Deficits in Target Groups, Distribution of 
Income Through the Extended Family System, Structure of Rural Employment, 
Income and Labor Market and Rural Savings and Investment Behavior. These 
projects are mainly concerned with the functioning of economic institutions 
in low income rural societies. 

2.10 Similarly, the Bank has been increasingly involved in the area of 
Food and Nutrition research in the recent past, which, given the magnitude 
and importance of the subject is a proper field of research activity in the 
Bank. Several aspects of the work on these issues are worth mentioning: 

s. 

(i) carefully designed studies which make excellent use of 
far-from-ideal data coupled with rigorous economic analysis; 
(ii) the methodological contributions to the analysis of 
probems of food and nutrition, as for example, in the case 
of the study on Food Deficits in Target Groups; (iii) the 
positive interaction among different research units in the 
Bank (for example DED and CPS); (iv) the production of 
research results which give insights in the area of direct 
relevance to the operational side of the Bank. 

Summation 

2.11 The overall impression which emerges from a review of research 
in the field of ARD in the Bank is that of a large"o11tpat of high quality . 
These research projects have yielded a large 'number of interesting and • 
excellent research publications. At least 20 research papers based on these 
projects were published in top level professional journals or were brought 
out as full-length monographs. Due recognition should also be given to the 
contribution of the external consultants in achieving these satisfactory 
results. It can be safely concluded that on purely professional grounds, 
the overall performance of researchers in the Bank is very satisfactory. 

2.12 This is not to say that the research efforts are not capable of 
improvement. The collection of research projects in Agricultural and Rural 
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Development does not appe ar to constitute a compre_llensive resea~ch program. 
There is evidence that in some cases inadequate attention has been given to 
other relevant research, not only from other research organizations but also 
from the Bank itself. One further gap is the relative absence of studies 
that delve into the rich lending experience of the Bank to derive a better 
understanding of the development process, although the problems of handling 
large amounts of disparate data relating to such experience is clearly 
a difficult and time consuming task. 

on comparative statics and 
the consequential absence of dynamic elements in the models . The Bank staff 
is aware, not only of this omission, but also of the difficulty and complexity 
of adding the time dimension in appropriate ways. 

2.13 Mention has been made of the reliance 

2.14 Reference has been made to problems encountered in research 
administration, particularly in respect to the use of outside consultants and 

,research organizations, and their adequate supervision and coordination. 

!
Given the limited resources available, these problems suggest an explanation, 
if not a justification, tot the virtual absence of effo rts t n...b ild resea.J:.Ch 

:;) capacitl,,,in the developing coµR.tl:J_es.., 

2.15 Nevertheless, the Bank's research has quite likely contributed 
to the shift in lending policy toward the small farmer and the rural poor; 
it has entered the debates on development issues besides providing some 
macro-policy indications and evidences of direct and indirect project 
outcomes. ~.11 advances on the methodolo~ical front have likewise bee n 
achieved and a few more observat i ons about the development process added. 
Moreover, there is promise of operational guidance from certain studies. 
In general, it is not that the Bank's research is poor or that it is not 
useful, but tha t it is not enough to add~ess the multitude and magnitude 
of problems encount ered in the lending program, nor the knowledge needed 
to make rural development feasible in diverse situations . 

2.1 6 Moreover, despite the claims and counter-claims within the Bank, 
it cannot be truthfully said that the Bank's research has no operational 
significance, for research can exert influence in inconspicuous ways . In 
giving advice, assistance and comment and when participating in country 
economic missions, sector work, and project related activities, DPS and CPS 
most probably rely on their insights from research to carry them through . 
The influence is, therefore, likely to be more circuitous than straight
forward and perhaps never in its particular research purity but in combination 
with previous knowledge and partly with speculative judgment. 

2.17 In this context, however, it is notable that (as suggested in 
para 2.1) the resources devoted to "external" research in ARD is relatively 
small. While the Research Committee nominally allocates some 20% of its 
annual budget to ARD research, in practice only 11 to 13% is used . The 
total staff time all.ocated to ARD research may be as low as 6 manyears per 
year. One reason why the Research Committee funds are not used may be 
refated to the limited in-house capability to plan and supervise their use. 
More importantly, when spread over 6 regions, 25 operational projects dimisions, 

, 

• 

• 
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and some 120 developing member countries, the 26 ARD studies completed over 
the past 6 years looks very thin. It is perhaps not surprising that 
operational staff see few research results of direct relevance to their 
own work or to the countries with which they are concerned. 

2.18 Clearly, producing good , publishable research is one thing. 
Coping with the many and specific needs of the Bank, fully exploiting its 
comparative advantages, and properly disseminating the results of research 
is another . The Bank's research efforts have to be evaluated in terms of 
their fulfilling these tasks. We will now address these questions • 
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III. RESEARCH NEEDS AND STRATEGY 

3 .1 The research program in the Bank should be direc tly basically 
t o fulfill three t a sks: (1) having a good general understanding of the 
developmental process; (2) having reliable tools for designing and appraising 
development projects; and (3) being able to take a position in national 
polic y issues whenever the Bank is involved. A s igni f icant amount of research 
in the Bank is conducted with these purposes in view, although is is not 
always clear a s to whic h one of the objectives listed above is sought to be 
fulfilled, and sometimes the studies made may have "fallen between stools". 

3.2 The Bank will derive obvious advantages if the resea r ch is more con-
s c iously focused on major issues and subject areas. At pre sent the impression 
given is that of highly diffused research efforts without a clear focus . 
In an institution whose main t a sk i s to promote research, such multiplic ity 
is permissible, probably desirable . But in an institution like the Bank, 
resea rch efforts should have an operationally relevant f ocus and b e somewhat 
more struc tured. Such struc turing does not mean a lac k of innovative work 
in different areas; it only pleads for periodic efforts t o develop major 
themes tha t will serve to guide the research program. 

3.3 A more purpos e ful r es earch program has the following important 
e lements. Firs t, a conscious effort is nece ssary to identify the next set 
of problems tha t devel oping countr ies a r e likely t o f ace . At present 
internat i onal or ganiza tions as we ll as na tional gove rnments me r ely reac t t o 
the pr oblems . The Bank is not an except ion t o this rule . A gr oup in the 

~ 
Bank with the assistance of a few knowledgeable outsid e r s may be able to 
identify the se t of pr oblems that are l ikel y t o acquire ser ious d i mensions 
in, say , the next decade . This will enable t lie Bank as well as t he memb er 
countr ies to be oetter prepared to cope wi th these probl ems . Such a group 
may be constituted every 3 to 5 years, to assist in identifying the emerging 
tasks. This group will not indulge in merely a speculative exercise . It 
will review the current situation, identify emerging trends and assess member 
governments ' capabilities in coping with the problems in key areas such as 
population, food, non- r enewable r esources, technologies, and institut ional 
factors. I t shoul d identify t he nature and variety of tasks, as well as 

l 
existing and emerging bottlenecks. Fortunately, a lot of work on emerging 
tasks and bottlenecks is being done by specialized instiLutions . The Bank ' ;' 
resear cfiers sh~t1'1-a-br1:ng flle major findings of these studies together and 
rel ate these to its principal act ivities. With the back drop of such studies 
the Bank will be able to develop major strategies for research and lending. 

3.4 Second, in the contex t of these emerging problems i n the developing 
world, the main thrust of Bank research should be to identify and spell out 
alternative strategies and policy options, keeping in view the socio-economic 
milieu in different countries . Obviously, such options will change over a 
period of time . However, without bringing in policy options in different 
sets of circumstances, developmental efforts are likely to remain partial 
and ad hoc . 

• 

• 

• 
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? 3.5 The third group of research activities, which should be the king-
p~n of the research program n tile ank, pertains to those prov1aTng -"'guide
lines for lenaing sntteg"ies". The projects 1n tnis category snou d aim at: 
a) an understanding of intersectoral and intra-sector linkages, and structural 
and systematic problems within the sector; b) improving behavioral aspects of 
research design, which at present are treated inadequately; and c) a focus on 
organizational and administrative issues related to project implementation. 

3.6 It is not unusual to find that the social and physical infra-
structure created at high cost do not serve the rural poor. This is due, 
inter alia, to various administrative and institutional "leakages", an 
aspect on which very little systematic work is done. In brief, the main 
purpose of this type of research is to find out how a given amount of loan 
or credit can be made more effective in serving the stated objectives. 
To an institution like the Bank such research is of immediate importance 
and can promise high payoff. 

3.7 The fourth category of research pertains to project level research 
i.e., procedures and processes for identification, formulation and evaluation 
of leruI"'fng projects. Various stages in the project cycle are carefully -
identified in the Bank, but the research support for undertaking_ta.5ks 
associated with different stages of a project is not ye~ Lirm. Systemati
zation of knowledge in this field will also be of help to the member govern
ments in their own economic operations • 

3.8 Finally, a large developmental institution like the Bank should 
contribute to the understanding of the process of social and economic growth. 
Development is a complex phenomenon, it does not proceed along neat lines or 
in regular stages. The interplay of various social and economic institutions, 
the nature and limitations of public intervention, and the response of 
institutions to intervention need careful study. Equally important in this 
regard is understanding individual motivation and incentives. Without an 
understanding of the process of change, development will continue to be 
viewed in a mechanistic way and effectiveness in influencing its course 
will be marginal. For example, though there is a recognition that economic 
development influences population growth, there is little knowledge as to 
which element of development and in what manner it influences, say, fertility 
behavior . 

3.9 To recapitulate, the Bank's need is to have well researched ideas 
and views on: (i) the nature and magnitude of emerging tasks in agriculture 
and rural development; (ii) various options available in key areas of ARD; 
(iii) possibilities of making lending more effective; (iv) methodologies for 
identifying and formulating bankable projects; and (v) understanding the 
process of change in order to draw useful inferences for policy options. 

3.10 Not all of this research needs to be in-house. There are signi-
ficant opportunities for collaborating with other research bodies. Before 
we give our views on the nature of such collaboration, it will be advisable 
to examine comparative advantages, and limitations, that the Bank has in 
conducting the type of research which can maximize the Bank's contributions 
to ARD. 

7 
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IV. COMPARATIVE ADVANTAGES AND DISADVANTAGES 

4.1 It is at least a debatable point that the World Bank has an 
absolute advantage in the field of economic research in Agricultural and 
Rural Development when compared to individual universities and specialized 
research institutions. Even if this point were to be conceded, there is 
still the matter of comparative advantage . To the fullest extent possible, 
the Bank should utilize the data and research products generated by all of 
the public and private institutions working in the field of economic 
development. Furthermore, in developing and managing a research program 
of its own, the Bank should consider carefully its comparative advantages 
and disadvantages in deciding how to proceed . 

Some of the Bank's comparative advantages are: 

(i) There exists in the Bank a substantial number of competent 
researchers, not onl y in the field of ARD but also in 

(ii) 

(iii) 

the general field of economic development. The various 
formal and informal communication networks existing 
within the Bank serve to identify problems, appraise 
proposed solutions, and disseminate research results. 
By definition, development is an integrated process . 
From this perspective, the position of a researcher 
in ARD in an institution which copes with the whole 
developmental process is indeed an advantageous one. 

Over a period of time the Bank has developed relations 
with a large number of countries. It can easily set 
up an information network or mobilize expertise from 
diverse sources. Numerous contacts between the Bank, 
member governments and local institutions facilitate 
access to data and specialized knowledge. The researchers 
in the Bank can cope with diverse conditions by adopting 
a comparative approach which may expand the number of 
cases for analysis and insights. This is possible due 
to the operational involvement of the Bank in a number of 
countries in the same region. 

l
The Bank has a veritable .g_o.ld.. ming_ of development experience 
waic!ng to be analyzed, refined and shared. Where else can 
one ffna 363- lending projects approved during the five-year 
~eriod 1974-78 wit 210 of them defined as rural develop
ment projects in which more than half of the direct benefits -are expected to accrue to the rural poor. 

(iv) Finally, relative to most other institutions, the Bank is 

\

more capable of allocating adequate funds to important 
and well conceived research projects. This permits the 
further possibility of hiring external consultants in order 
to benefit from the association of outstanding specialists 
in a given field. It also permits effective collaboration 
with local institutions having access to reliable data and 
a stronger feel for the local scene. 

• 

• 

• 
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There are, at the same time, several comparative disadvantages: 

(1) The organizational culture of the Bank is understandably 
dominated by the lending project syndrome, since this is 
the major function of the Bank. Those who are not involved 
in lending activities may feel a degree of alienation. 
The demand for usable and timely results may place 
undue pressure on the researchers. 

(ii) By the very nature of the Bank's relationships to the 
governments and institutions of the borrowing countries \ 
and the role which its projects play in these countries, 
the Bank is vulnerable to their political and socio
cultural sensitivities. Research results carry their 
own hazards. 

(iii) Finally, and perhaps of greatest importance, the Bank 
is based in Washington while agricultural and rural 
-----development is taking place in the"binterlands of ~he 
borrowing countries. Although there is virtue in 
maintaining objectivity and distance from the phenomena 
being studied, there is a risk that Washington may be 
too distant to allow the intuitive and practical insights 
which determine the operational relevance of research 
findings. 

4.4 These comparative advantages and disadvantages of the Bank, as 
well as the ultimate limitation of staff numbers should be clearly in mind 
when deciding whether a research task should be completed in-house or 
shared with outside consultants or developed in collaboration with other 
research organizations • 
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V. COLLABORATION WITH OUTSIDE RESEARCH ORGANIZATIONS 

5.1 In a sense, collaboration of the Bank with outside research 
organizations is both implicit and explicit. It is implicit in that it 
should be aware of and use, where appropriate, research results obtained 
and published by other organizations in the field of agricultural and rural 
development. It is explicit when, in an effort to develop the most cost
effective and efficient research program, comparative advantages and disadvant
ages of the Bank relative to outside research organizations result in direct 
collaboration. 

5.2 There is, however, another set of reasoning that would justify 
collaboration even at the potential risk of loss of timeliness, research 
quality and cost effectiveness. In its own long-term interest, the Bank 
should assist in the development of an institutional capacity for research 
particularly in the borrowing countries. Presumably, the Bank is or should be 
responding primarily to lending project proposals originating in the developing 
countries. To the extent that the quality of these proposals can be improved 
over time, the processes of review, approval, disbursement, monitoring and 
evaluation by the Bank staff would be greatly simplified. In the most recent 
Annual Report concern is also expressed that disbursement in certain major 
sectors, particularly agriculture, will be somewhat lower than expected. 
Reference is made to the fact that "new style" projects are technically 
complex and that new agencies and institutions are needed to discover ways to 
benefit low-income groups of people previously not reached by most governmental 
programs. To ensure that institution building to improve indigenous capability 
gets the attention it deserves, it should be included as a major element in 
the set of criteria used in evaluating research (as well as other) projects. 

5.3 While each specific project will require particular attention 
to the issue of collaboration, it is possible to identify a number of general 
subjects that are likely to be largely in-house and others that are likely to 
prove more effective in a collaborative setting. 

! 

5.4 The Bank is well equipped to prepare sectoral and economy-
wide models to test alternative policy options. The work is complex, time 
consuming and requires large resources. At the same time it is necessary that 
a special effort be made to simplify the techniques for easier replication of 
such exercises, and to assist in dissemination and training both of Bank staff 
and also of outside research organizations. 

5.5 The projects on lending strategies have again to be essentially 
in-house research, although on some of the aspects, particularly on the 
behavioral and organizational dimensions, collaboration with others may 
be desirable. It is also possible to farm out some research in this category 
to institutions in developed countries but particularly also to those in 
developing countries where a suitable capability to conduct such research 
exists or might easily be developed. 

5.6 Another category of research, aimed at lending project identifi-
cation, formulation, monitoring and evaluation, should be basically an in-house 

• 

• 

• 
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activity. Here one should particularly emphasize the effort to review and 
analyze the rich resource of project experience in order better to understand 
the process of agricultural and rural development. 

S.7 A core program of research in all these areas should be located 
in the Bank yet in each of these areas, barring the research on lending 
strategy and on project related methodology, the Bank should encourage involve
ment of outside expert groups to a significant extent. There are several 
aspects of research under each of these categories where collaboration with 
other knowledgeable individuals or specialized institutions would be useful. 

S.8 There are at least four situations where a project might be 
executed outside the Bank. First, if highly~ialized technicaL knowledge 
is needed, the Bank might notJ)rove to be a suitable Locat.io.n, For e«ample, 
~ tne ar ea of ARD, there are several problems which can be better researched 
in"""tne Tnternational Agricultural Research Centers tban in the Bank. Since 
the ~ank has taken a leading role in the establishment and development of 
these centers, ano since most of them have excelled in their chosen fields, 
close collaboration between these institutions and the Bank is both feasible 
and desirable. Second, the projects necessitating a large amount of primary ~ 
data collection can be profitably located in -the--in~titut"ions-trf""rtle countrJ .....!i...) 
corrc-e-rned. ~ecause of its geographical location, its high cost operations 
and the given style of functioning, the Bank is not the right agency for 

( 

large scale data collection in the developing countries. With proper planning 
and monitoring, these tasks can easily be entrusted to the local institutions • 
Third, when the research needs a thorough and intimate knowledge of the !l) 
local situation in a country, i.e., in case studies, the Bank has hardly 
any comparative advantage. The institutions located closer to the field 
can do this task more efficiently. Finally, the Bank may also support local 
institutions, particularly those with competence in behavioral, organizational, 
and sociological areas, even when only a part of the research effort is 
directly operational. 

s.9 It is clear from the above that a variety of arrangements will 
have to be made in order to make satisfactory use of the collaborative 
arrangements. Carelessness in this regard can lead to failures and 
frustrations, as has already been pointed out. On the other hand, with 
the support of the Bank, and more importantly, the involvement of its 
staff in the research projects located in different centers, the Bank can 
obtain high quality results and in the process strengthen local research 
capabilities. There cannot be a uniform ty e of collaborative arrangement _ 
w_!th outside research groups. M'!£!1 de_Eends on the strength or"flie collaborative 
organization and the nature of the project. The arrangements can range from 
contracting with local instituitons to collect primary data to ma~rrrg 
r'"e"search grants in areas which might be of mut""u~terest and benefit. 
In between come arrangements sue as v1.sits of external collaborators" as 
consultants, placement of the Bank's staff in local institutions and joint 
project teams named by the Bank staff and the collaborative institution. 
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VI. RESEARCH ORGANIZATION 

6 .1 Most of the "external" research in Agricultural and Rural Develop-
ment is performed in the Development Research Center, the Development Economics 
Department, and the Agricultural and Rural Development Department. The first 
two units are in the Development Policy Staff (DPS) and are very much research 
oriented, while the last unit is one of the departments of the Central Projects 
Staff (CPS) and has other important functions in addition to research. Research 
in the DPS has been typically longer term and methodological and discipline 
oriented, while the research performed in the CPS has been typically inter
mediate term and more immediately "problem solving", with perhaps more emphasis 
on operational issues. External research is funded and projects reviewed and 
approved by a Research Committee that has jurisdiction over both CPS and DPS 
research projects seeking external funding. 

6.2 The existing Research Committee is in a sense an apex organi-
zation, but by its composition, nature of functioning, and largely, due to 

{ 

the mandate given to it, the Research Committee concentrates mainly on the 
screening of proj.ects which are proposed for funding by different units in the 
Bank. It ~ole _as.,,,a prjg:x;Jty s~tt.ing.-._~a~k..allocat n~ monitoring and inter
acting body is con~icuou.s by its absence. What is needed, therefore, is not 

new committee or group but a redefinition of the functions of the present 
Research Committee along the following lines : 

-) 

l 

(i) Reviewing periodically the research needs of the Bank, in 
collaboration with outside experts and with research and 
operational staff. 

(ii) Identifying and defining major themes to be addressed in 
the research program. 

(iii) Exercising initiative in the generation, development and 
implementation of research projects on the defined themes. 

(iv) Monitoring and periodically reporting on both ongoing and 
completed research. 

(v) Assisting in the task of building research capacity in the 
developing countries. 

(vi) Reviewing and approving research proposals submitted by the 
panels. 

In view of these redefined and expanded functions, the Research 

~

Committee should be designated as the Research Council. The Council will 
be able to perform these functions only if it has a regular staff, working 
exclusively for it, to assume routine administrative functions. -

• 
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6.3 The Council should also be assisted by standing Research Panels 11 
t.,2 screen and strengthen research proposals prior to final review and decision ~ 
by the Council. Tfiese Panels, organized on the basis of subject matter 
i'iiteres t ana-competence, would t ~lace the current ad hoc Panels organized for ? 
each proposed project. They would also monitor on-going researcb 12LaJ.ects jn . ~ 
their respective areas and should also facilitate communication between L,,,"""" 
researcners and users, both within and outside the Bank. In order to ensure 
tna new"olo6a" s rorrg1i into the process, which is an important advantage I l,i:-
of the ad hoc Panels, a small number of ad hoc members should be added to the 
Panel for the review of each research proposal. 

6.4 While the reorganization of the Research Committee and the 
redefinition of its research function will accomplish a great deal, there 
is also the need to delineate more clearly the categories of research 
activities for which the various units of the Bank are likely to have 
comparative advantage. Any clarification of the territorial jurisdiction 
of different units is likely to arouse passion. Despite this danger, and 
in view of the five fold classification of research activities already 
developed, the following correspondence is suggested: 

Research Area 

1) Emerging Tasks 
and Research Themes 

2) Alternative Strategies 
and Policy Options in ARD; 
Methodological Issues in 
Project Design 

3) Issues Related to Bank Policy 
on ARD, Strategies, Behavioral 
and Organizational Aspects 

4) Processes of Change and 
Intersectoral Relations 

5) Impact Studies, Intercountry 
Comparisons, Project Related Research 

Unit Primarily Responsible 

Research Council 

DRC 

AGR 

DRC/DED 

Regions 

6.5 These suggested principal areas of responsibility do not have 
well defined boundaries and, in any case, should not be regarded as mutually 
exclusive. The rationale for this division is provided by the existing 
"division of labor" as well as the nature and functions of the various units. 
It needs to be reiterated that not all the research needs to be in-house. 

6.6 The emerging tasks in ARD have to be identified and transformed 
into major themes for the research program (with due regard for the con
tributions and findings of other institutions) . In our view this can be 
best pe rformed by the Research Council with its several subject-matter 
Panels. 
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6.7 An examination of policy alternatives in the area of ARD requires 
a comprehensive and systematic look at the whole economy. Various types 
of modelling will be an aid to such a discussion. With its available competence 
and the traditions already established, DRC is the proper location for this 
type of work. The methodological issues in project design could be tackled 
by the DRC in close collaboration with operational departments. The existing 
practice of inviting outside experts as consultants is a welcome device 
and can be better utilized once the main thrust of research in the DRC is 
programmed . 

6.8 Guidelines for lending strategies and project design involve issues 
which are of direct relevance to the Bank's operation, and therefore should be 
considered the king-pin of the research program. AGR, in close touch with 
operations and, at the same time, having key staff functions, has a comparative 
advantage for this research area . 

6.9 The aspects of agricultural and rural development that can be 
better understood in an intersectoral context (urban-rural linkages) and 
which may also involve in-depth study of the development process may be 
better pursued by DED . Here a lso there are opportunities for collaborative 
research with other institutions. 

6.10 Research on issues of immediate need and operational relevance 
should be addressed more actively by the operational departments concerned. 
They should be provided with resources to permit them to review, interpret 
and execute studies of project impact and program strategies, as well as 
those involving inter- country comparisons within their Regions. The purpose 
here should be to facilitate the additional work that would make the overall 
research program more relevant to operational concerns. 

6.1 1 An organization provides only a formal structure. If it is to 
achieve its objectives, certain procedures should be followed. Procedures 
which are relevant for research objectives include: 

(i) 
(ii) 

(iii) 

development and phasing of r esearch projects; 
research collaboration with outside agencies; 
monitoring and evaluation of on-going research. 

6.12 The initiative for research projects can come from a variety 
of sources, both within and outside the Bank. Regardless of its source 
all research will be more meaningful if the sponsoring units are clear about 
the particular clientele, either inside or outside the Bank, who will benefit 
from the research product. 

6.13 The research initiative of the staff in the operating departments 
is dampened because the scrutiny to which research proposals are subjected 
is excessive and dilatory. In these circumstances it is suggested that 
the operational departments should be encouraged to develop acceptable proposals 
jointly with, or with help from, DRC, DED, AGR or consul t ants . 

• 

• 

• 
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6.14 In the previous section, we have outlined the scope for collaborative 
research. There are, however, certain pre-conditions for the success of 
any such arrangement. These are: (i) there should be a mutual respect and 
trust, (ii) the institution should already have some competence in the area 
where the Bank's interests lie, (iii) the research design is clear and explicit 
and there is a provision for periodical consultation and monitoring and, (iv) 
both institutions are assured of some mutual gain from the collaborative 
activities. 

6.15 There are, however, some situations where even when these conditions 
are fulfilled, collaboration may be neither possible nor desirable. If 
the research problem is considered "sensitive" by the host government, e.g., 
problems of land reform in some countries, the local institutions 
will be seriously handicapped in pursuing research. The credibility of the 
local institution vis-a-vis the member government is also an important factor 
to be considered, and this may vary depending on the nature of the problem. 

6.16 Most research projects require a multi-stage phasing of development 
and implementation which makes it possible to assess intermediate output 
from each stage before proceeding to the next. For example, available 
information from past research, practice and theory may be reviewed and 
tentative hypotheses proposed. Either with available data, or following 
collection of new data, the hypothesis is tested. This in turn may lead a 
reformulation and retesting or to a successful conclusion • 

6.17 As in the case of initiating new projects, the Research Council 
and its subject-matter Panels will have a major role in monitoring the 
successive phases of on-going research, at present one of the weakest links 
in the research process • 
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VII. DISSEMINATION OF RESEARCH RESULTS 

7.1 Even if the research program generates results that are of high 
quality, are relevant, cover the field, and are potentially usable, there 
still remains the problem of dissemination and utilization. 

7.2 It is easy to say that good research will be its own salesman 
and that no special effort is needed. If this were true, nothing further 
would need to be said. As evidenced by publications in referred journals, 
books, and working pape rs, there is a large quantity of high-quality research 
from the Bank available to each of the several groups of potential users. 
These publications have been supplemented by semi nars and workshops both 
in-house and in the r elevant geographical regions. 

7.3 This problem of dissemination and utilization of research r esults 
i s not unique t o the Bank. Partic ularly in Agr iculture and Rural Deve lopment, 
the problem has been approached by extension programs of various types. 
Even within the Bank, some additional effort is needed. For the potential 
user in the devel oping countries, an even grea ter effort i s required. From 
the producer-user dialogues, two general views were expressed: 

(i) that operational needs of the Regions are not b e ing 
addressed by the Bank's research; 

(ii) that important policy papers and research r eports are 
not b eing r ead by operational people within t he Bank , 
a nd by developing country offic i als outs ide . 

7. 4 This occurs despite the f a c t that the r esearch product is 
cons idered a s " interes t ing" , ev en by t hose people who complain t hat they 
do not benefit from it . In fact, the research program is i nteres t i ng because 
i t addresses questions tha t they, t hemselves , have addressed . I t is not of 
much hel p because t hey cannot usually read the research r epor t s a t the t i me 
they need i t . Resear ch r epor t s are always either fo r gotte n or forthcoming . 
Besides, the language of the r esear chers seems of t en t ed ious and t oo abstr act . 

7.5 Difficult ies of this kind are not specific to t he r esear ch i n 
the Bank. They are encountered in any research service associated with 
an operational inst i tution. They a r e painful, but probably unavoidab le . 
Even so, conflicts arising between researchers and operational department s do 
not seem to occur in the Bank with the same frequency as in many o t her ins t it
utions . To a certain extent, some credit for this must be given to the formal 
and informal communication links inside the institution, and to the pro
fessionalism and relative open-mindness of both research and operational staff 
members. What can be done, nevertheless, to improve the situation? 

1. Inside the Bank 

7. 6 The fi r s t thing to do i s t o avo i d destroying what is already 
functioning. The dispersion of the research activities within sever al 

• 

• 

• 
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departments is certainly regretable from the point of view of research 
management. It is nevertheless a very efficient way t o take account of 
a wide s pectrum of needs and should be maintained. Similarly, the f acilitie s 
and opportunities which already exist for a researcher to participate in 
an operational mission, and for a member of the operational staff to stay 
f or a while in a research unit should be encouraged and expanded. Obvious ly, 
the great majority of the operational staff members will neve r be inte rested 
in research, and some researchers will never be attracted by operational 
t asks. But even if only a few professionals can be exchanged between the two 
sides, this will facilitate personal acquaintances and communication. 

7.7 The documentation within the Bank could probably be improved by 
a computerized document retrieval system, which would allow, for instance, 
somebody having tractorization problems in the Ivory Coast to know about 
other studies on similar questions done, for example, in Pakistan and in 
India, without painful bibliographical investigation. Such a system gives 
researchers access to unpublished documents and data from the project files. 
To some extent this would compensate for the difficulty of setting up a 
full data bank in agricultural and rural development. Such a documentation 
system, limited to documents internal to the Bank, would probably not have 
an undue cost, and could significantly improve the informal communication 
system, by enabling all staff members to identify colleagues sharing the 
same interest in a particular field • 

7.8 Finally, as noted earlier, it must be pointed out that communication 
between research staff and operational staff members of the Bank is not 
necessarily dire ct. Indirect ways of communication may involve, for instance, 
the identification of a problem by a researcher belonging to the Bank's 
staff, its solution found outside the Bank, and the application of the 
solution being done by the operational staff on the basis of information 
provided by a third source. In such cases, the Bank's research will never 
be credited for the results, although it may have played a very significant 
role in their attainment. This must not be forgotten when judging research 
efficiency. From this point of view, information flowing from the Bank's 
researchers to the whole scientific community are just as essential as 
connections inside the Bank. The best way of ensuring communication in 
that respect is through the normal channels of research result dissemination, 
i.e., professional papers, participation in scientific meeting and congresses. 
This is in effect one of the better ways of maximizing the multiplier effect 
of the Bank's research expenditures. At the same time, this implies that a 
continuous flow of information proceeds from the operational staff to the 
research staff. In practice, this is perhaps the most difficult thing 
to achieve, for the operational staff is (probably rightly) convinced that 
a new problem submitted to research will never be solved in due time . Thus, 
nobody in the operational staff is tempted to lose time discussing with 
the researchers. It is therefore essential to create communication patterns 
which would enable the researchers to forecast the needs likely to appear 
within the operational staff . Again, informal links are probably more 
efficient in this respect than formal ones • 
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2. Outside the Bank 

7.9 A major obstacle to research dissemination outside the Bank, 
in the developing countries, is the lack of cooperating institutions capable 
of interacting with the Bank in identifying problems , translating them 
into research projects, in contributing to them and receiving research 
results from them that can then be adopted or adapted in the particular 
context of each country. 

7.10 Consequently, major effort -- even at the potential expense of 
some reduction in research quality and cost effectivenss -- should be made 
to incorporate some element of institution building in virtually every research 
project . Particularly where implementation implies a time-frame longer than 
the research project, and even longer than the disbursement period, institutions 
must be developed to guarantee continuous and effective work. In the design and 
review of research and lending projects as currently practiced, an additional 
criteria should be used, namely the project's contribution toward the building 
of research and analytical capacity in the country being studied . 

7. 11 Possible actions to achieve this objective include the following : 

(i) increased participation of research staff in EDI activities; 

(ii) the identification of a cooperating institution, wherever 
possible, for each project processed through the Research 
Council; 

(iii) the involvement of researchers from the Bank staff in lending 
operations aimed at creating research institutions; and 

(iv) the sending of some researchers of the Bank staff on sab
batical leave for one or two years in LDC universities. 

• 

• 

• 
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VIII. SUMMING UP 

8.1 The above review has indicated that we have found the Bank's 
ARD research to generally be of high quality, and that it is widely acclaimed 
in professional circles . At the same time we have identified a number of 
problems, or potential problems, which it may be useful to enumerate specifi
cally: 

i) 

iii) 

iv) 

Despite the major importance of agricultural lending for 
the Bank, it seems to us that the direct impact of ARD 
research on this activity has been marginal. 

Despite the quality of research projects, it has been 
difficult for us to perceive any internal logic or clear 
focus to the ARD research portfolio. 

Despite a number of interesting and stimulating projects, 
we do not feel that the Bank's ARD research has yet con
tributed a significant break-through in our understanding 
of the development process. 

Despite individual examples of close cooperation by 
specific people at the working level, we feel that 
the current organization of the Bank's research~ 
not bridge the gap between research and operations; 
it d oes n~ close the loop from perceived need through 
research to implementation of resurts. r ... 

8.2 Despite these perceived shortcomings, which cannot be fixed by 
any one simple recommendation, our overall recommendation is that the Bank's 
research support for ARD studies should be expanded considerably - roughly 
in proportion to the increase in Bank lending for the ARD sector. This is 
partly due to our perception that much of the transfer of research results 
to operational practice is indirect. (As an example, the Nairobi speech 
and consequent "new style" projects, cannot be traced to any one study, but 
did reflect, to some extent, the cumulative impact of a number of individual 
studies and memos, which had the effect of questioning the impact of the 
previous pattern of Bank lending.) As the Bank's lending for ARD continues to 
increase while maintaining the slant towards the rural poor, the problem of 
designing useful projects and suggesting appropriate implementation strategies 
will become more complex. Without proper research support, it will be very 
difficult to cope with the emerging tasks in an effective and innovative 
manner. In this context, the resources available for ARD research in the past /// 
seem relatively inadequate. 

8.3 Despite the specific concerns mentioned above, the existence 
of the Bank's research establishment, manned as it is by qualified and 
sensitive researchers, is a major asset . In view of the increasing needs 
for well researched ideas in the field of ARD, we sugggest the Bank should 
strengthen a nd s ystematize the related research activities and such to improve 



-22-

the bi-directional flow of useful information between researchers and research 
users both within and outside the Bank. It is in this spirit that we have 
developed the following set of recommendations. 

( 1) The administration of research in the Bank should be 
strengthened by modifying the form and function of its 
existing machinery as follows: (a) a Research Council 
should replace the present Research Committee with a much 
wider mandate to strengthen research activities in the Bank; 
(b) the Council should identify major themes for research 
in ARD (and other sectors) and the research units in the Bank 
should give due importance to these themes while planning 
their activities; (c) the screening and monitoring of projects 
should be entrusted to the subject matter research panels. 

(11) The organization of research should be improved to take 

(iii) 

( iv) 

full advantage of available resources. Toward this end: (a) 
each unit in the Bank entrusted with the task of research in 
ARD should have a well-defined mission in the context of a 
total research program; (b) given a mission orientation, 
each unit should then be encouraged to form research groups 
across jurisdictional lines in order to gain the critical 
mass needed for larger studies, and to take advantage of 
existing staff skills; (c) increased use should be made of 
joint studies with outside institutions, especially those 
in developing countries. 

The dissemination and utilization of research results should 
be given further attention. Toward this end: (a) the 
operational departments should be given resources to enable 
them to carry out certain research activities, especially 
to enable the Regions to make better use of research 
results; (b) a computerized information storage and 
retreival system should be considered; (c) specific 
responsibility should be placed on researchers to develop 
their output to the stage where it is readily accessible 
and relevant to operational staff. 

The Bank should make conscious effort to build up research 
capabilities in its developing member countries through 
its lending and research programs. 

(v) In developing the overall research program for ARD, gaps 
in research identified earlier in this report should be 

(vi) 

given priority attention, within the broader agenda suggested in 
Appendix I. 

In the light of increasing complexities in ARD, the 
growing magnitude of the lending operations in this area, 
and the need to develop a critical mass of researchers, 
Bank support for research in ARD should be expanded 
considerably. 

• 

• 

• 
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Appendix r . Research Agenda 

According to the previously defined categories of need, ·possible 
topics of new or expanded areas of research follow. 

r. Nature and Magnitude of Emerging Tasks. 

(a) Links between demography and ARD. 

The various research projects that we have examined were, for the most part, 
without any explicit links with demographic studies conducted elsewhere 
in the Bank or in the scientific community. However, demography, rural and 
urban balance, labor migration, age and sex composition of the rural household 
and rural sector, are all of importance to ARD, and warrant expanded efforts. 

(b) Water and Energy Balance. 

These agricultural inputs should be given particular attention in view of 
their limited supply and their critical importance. 

(c) New production techniques . 

The "book of blueprints" is a familiar idea for any production economist • 
Nevertheless, it is yet a theoretical idea, with little empirical content. 
Now, in relation to agricultural development, the set of new techniques 
available is continuously changing, often with dramatic consequences, even 
for the poor traditional farmers. Research in this area might involve 
(1) a continuous review of new techniques as they emerge, particularly with 
close collaboration with the international centers such as IRRI and CIMMYT, 
and (2) the building of a set of models aiming at forecasting the dynamic 
consequences of their adoption on income distribution, crop location, and 
on national as well as international trade patterns. These studies must 
also incorporate social and behavioral elements . 

11 . Options in Key Areas . 

(a) Relationships between techniques and institutions. 

A prototype for this type of research is the study of sharecropping recently 
done in DRC and DED. It should be expanded toward analogous investigation 
of other forms of institutions. Especially, socialist economic patterns 
should be examined from this point of view, in order to assess the conditions 

1 under which they are efficient. ¥' 

~, ,I' .. 

(b) Risk, uncertainty and finance. ~ 

Outstanding research has been done on the effects of uncertainty on the 
level of production and the adoption of new techniques. But these studies 
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have not been related to a complementary aspec t, namely finance . In effect, 
the financial status of a production unit is one of the major determinants 
of its risk aversion, however the latter is measured. A clarification of 
this issue would cast important light on a major determinant of loan demand 
in rural areas and consequently on the adoption of capital intensive 
techniques. 

(c) Food and nutrition. 

Nutritional needs for low income populations is obviously an important 
question . The recent pilot s tudy in AGR should be expanded and its con
clusions checked, in order to assess the efficiency of alternative forms 
of public intervention . 

(d) Factor shares . 

Technical progress in agricul t ure often involves three separate effects, 
an increase in production, a substitution of capital for labor and/or land, 
and economies of scale . What are the long term relative importance and 
consequences of these effects? This question is of major importance in 
evaluating the cost of helping the rural poor. 

III. Making the Lending Program More Effective. 

For the most part, the Bank's lending program in ARD aims at 
promoting new techniques. But the rationale for the adoption of these 
techniques by farmers and people living in rural areas is far from being 
clear. Research in this area might include: 

(a) Incentives of all kinds including both taxes and subsidies. 

In relation to household behavior the sociological and anthropological points 
of view are likely to beome important supplements to the neoclassical 
economic framework. All approaches require a theoretical basis, to be 
verified by appropriate surveys and model experiments . These attempts need 
to be expanded, particularly in a variety of institutional and cultural 
contexts. 

(b) Rural infrastructure. 

The improvement of rural infrastructure, including rural roads and water 
supplies is an important concomitant of development, and may often greatly 
influence the dynamics of regional development. The impact of such infra
structure needs to be evaluated in a dynamic context. 

( c) "Software" aspects of projects. 

In most rural areas, the success or failure of a project depends on individual 
decisions which, in turn, depend on cultural patterns and institutions. So 
far this problem has often been neglected by the research as well as by the 
operational staff. Socio l ogical and anthropological considerations would be 
of assistance. 

• 

• 
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(d) Learning from prior lending projects. 

A primary research priority for the Bank is to learn from its own exper i ence, 
to mine the "gold mine" that it has in its past history, not only in an 
informal way by each staff member, but with serious application of methodo
logical sophistication, conceptual talents, analytical expertise, plus time 
(lots of time) and resources. 

(e) Strategies for reaching the rural poor. 

There are two aspects of this, program content and methods of implementation, 
particularly to minimize the "leakages" that may divert a significant part 
of the impact away from the targeted population. 

rv. Methodology for Projects. 

Computer programs for data handling and management have been 
developed in various services of the Bank in an almost clandestine fashion, 
without it being recognized as a research problem. Nevertheless, the concep
tual difficulties associated with these endeavours are far from being trivial. 
At the same time, quick procedures for processing the large amount of data 
used by the various services could improve their efficiency in a very signifi
cant way. Moreover, if, in the future, the Bank were to enter into the 
business of using these data for other purposes than their immediate use s 
for projects, these problems should be solved. Therefore, it is recommended 
that some identified research projects in that field should be added to 
the research project portfolio. 

v. The Process of Change. 

The major question here is to elaborate a theory of rural develop
ment. One cannot imagine a better place than the Bank for the elaboration 
of this needed theory. 

(a) Intersectoral models. 

A prototype of these is the Social Accounting Matrix. It should be developed 
and expanded, especially in a more dynamic direction. Many other sorts of 
such models could be imagined, at the regional level, casting light on 
regional development issues, and their effects on production and income 
distribution . 

(b) Rural industries. 

Agricultural and Rural Development relies not only on farmers' behaviour, 
but also on the possibility of developing a significant industrial sector 
in the rural areas involved in projects. What kinds of industries are 
suitable in a variety of contexts? What are the obstacles against their 
birth and survival? Such are some of the questions that a rural industries 
research program could address itself. 
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(c) Insertion of traditional farmers in the market economy. 
This topic should be investigated in the light of the results drawn from 
the "incentive" topic already referred to. 

(d) Public utilities. 

The role of public utilities in ARD is self evident. Nevertheless, 
few studies have attempted a quantitative approach to measure its impact. 
If successful, such studies would make an invaluable contribution to 
project appraisal. 

• 

• 
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CHAPTER I 

BANK RESEARCH: A GENERAL DISCUSSION 

The overall general quality of research in the field of industry 
and trade in the World Bank is, in our view, very high--compared both to 
university research and to research activities of non-university organiza
tions, including organizations connected with the UN system. Thus, the 
basic problem of research within the Bank in this field is usually not the 
quality but rather the type of research produced by the Bank, in particular 
when looking ahead, and the use of research within the Bank. 

When addressing the issue of Bank research in this field, it is 
important to remember that "research", as defined by the Bank, is only a 
small fraction of general analytical work going on in the Bank, and that 
research on industry and trade is only a small part of the total research 
effort . Broadly speaking, analytical work of various kinds--including the 
assessment of economic trends and policies in various countries, sectors and 
markets--comprises approximately one sixth of the administrative budget of the 
Bank. About one quarter of this analytical work seems to be formally classi
fied as "research", of which approximately one seventh, covering about 10-11 
manyears of research annually, is on industry and trade. 

It is useful to start the discussion in the report with some general 
principles that may be applied when planning research activities within the 
Bank. In particular, we shall take up the issues of the reasons for Bank 
research and the audience for the research. We shall thereafter make some 
suggestions as to how the efficiency of various research activities of the 
Bank - import, production, application and dissemination of research - may be 
improved . In the final section of the chapter, the implications for Bank 
research of alternative strategies for economic development are considered and 
applied to research on industrialization and trade. Against the background of 
the discussion in this chapter we shall, in Chapter II, give a general review 
and evaluation of Bank research on industrialization and trade, as -well as 
some recommendations for future research priorities of the Bank in this field. 
More detailed discussion on these issues are presented in Appendix I, where 
the previous and present research of the Bank on industry and trade are 
classified into six main areas. 

A. Why and for whom? 

An important point of departure when assessing Bank research is why 
the Bank is, and should be, engaged in research, and who the audience for Bank 
research is supposed to be. A hint on these issues is provided by a formula
tion in our terms of reference according to which research objectives of the 
Bank include the task "to support all aspects of Bank operations ••• " and "to 
broaden our understanding of the development process". According to these 
statements, the audience for Bank research should be both Bank representatives 
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who are responsible for general policy issues and staff members who are engaged 
in more narrowly defined Bank operations. It is obvious, however, that Bank 
research may also be of great relevance for people outside the Bank. In fact, 
the Bank has regarded it as a duty to stimulate research in the less devel
oped countries as well as to produce research knowledge for people outside 
the Bank, including the community of scholars around the world in the field 
of development economics. In addition, research may be stimulated in these 
countries when the Bank fulfills its advisary role. 

But before looking into the implications for the research policy of 
the Bank of the need to support Bank operations, and to stimulate research in 
the less developed countries, it is interesting to explore the implications 
for Bank research of its comparative advantage as a research unit, ignoring 
for the moment the issue of for whom Bank research is supposed to be performed. 
It would seem that this approach to the issue of research priorities 'would 
follow from a research philosophy according to which the Bank, in the most 
efficient way possible, tries to contribute to the accumulation of research 
knowledge in the world as a whole. Thus, the Bank would be regarded as a 
producer of "public goods" in the form of scholarly knowledge in the field of 
development economics. The choice of research priorities of the Bank would 
then be determined solely by the Bank's ability to produce research, and not 
by its internal demand for (use of) research knowledge. 

By applying the notion of comparative advantage we could conceive of 
a ranking list of research areas in terms of falling relative advantage of the 
Bank as a producer of research - a list to be cut off at the point where the 
research budget of the Bank is used up. In other words, for what kinds of 
research is the Bank, given its lending and policy advising activities, a 
particularly good location when the Bank is looked upon solely as a producer 
of research? 

On the basis of this approach, the following aspects of Bank research 
seem to be particularly relevant : 

(a) The research of the Bank should concentrate on fields where 
particularly competent researchers are available within the Bank, or (in a 
longer perspective) can be hired by the Bank. Thus, the skills currently 
available amongst Bank research staff should perhaps be regarded as a short
term constraint rather than as a factor that determines the long-term com
parative advantage of the Bank. 

(b) Bank research should exploit the skills and information that 
are acquired within the Bank in its operational activities as lender and 
adviser. 

(c) The Bank should concentrate on large projects and projects 
where a continuity of research effort is important. 

(d) The Bank should exploit its information and understanding 
of facts and problems in a large number of countries to make comparative 
studies of national economies. 

.. 
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(e) The Bank should try to provide statistical data and other 
information, where such information is more readily (cheaply) available 
to the Bank than to other organizations. (It is a somewhat controversial 
issue whether this should be called "research".) 

Aspect (a) would imply that the Bank continue with roughly the 
same kind of research as it has successfully pursued so far (assuming that 
leading researchers within the Bank are not likely to leave), but also that 
it moves into areas that are suitable for highly competent researchers who 
can be hired by the Bank. In some cases, of course, senior researchers of 
the Bank may be willing to change their research fields . The choice of the 
Bank's research topics will probably always reflect the interests and back
ground of dominating researchers in the Bank. 'Th.is has certainly been the 
case in its previous research activities, as illustrated by the research on 
trade policy incentives, with emphasis on effective protection and domestic 
resource costs (the field of Bela Balassa), growth patterns and sources 
of growth (the field of Hollis Chenery), and investment programming and the 
range of technical choice (the fields of Ardy Stoutjesdijk and Larry Westphal) . 
In fact, a good forecast could have been made some years ago about research 
priorities of the Bank revealed in the recent past simply by looking at the 
background of the economists who had been hired by the Bank! But it is 
equally true that the interests of researchers have evolved in response to 
their experience in the Bank. 

By contrast, the Bank has not been very successful in contracting 
outside scholars and in doing research in circumstances where there has not 
been strong leadership exerted by researchers within the Bank. It would seem 
that projects dominated by outsiders have usually not succeeded as well as 
those dominated by leading researchers permanently employed by the Bank. 
Perhaps open competition when choosing outside researchers could, in some 
cases, improve the quality of such research. In this connection we would also 
recommend that the Bank avoids getting into a straightjacket by subjecting the 
appointment of researchers to nationality criteria . 'Th.e experience of other 
international organizations points to the dangers of such practices. 

Aspect (b) suggests research in fields where knowledge is acquired 
(rather automatically) by the Bank in connection with its operational and 
policy advisary activities. In fact, the Bank offers to researchers the 
incentive to work in fields close to policy formulation and implementation, 
which makes it a natural location for policy-oriented research. One example 
is research on investment project evaluation . Studies of investment projects 
that are relevant for several countries at the same time may be particularly 
suitable for the Bank, as compared to other (usually national) organizations. 
Another example of a field where knowledge useful for research activities is 
acquired by Bank operations is probably the study of government policies and 
regulations. A third, related example are studies of incentive systems and 
the consequences of alternative institutional arrangements in markets for 
products, services, credit and labor - and the consequences of these circum
stances for rates and patterns of economic development. 
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Considerable research capacity has in fact already been built up 
within the Bank in several of these areas . The research efforts on investment 
programming and trade policy incentives have already been mentioned. However, 
a potential for research on institutional and policy-oriented problems has 
also been acquired by way of various research efforts of the Bank in a large 
number of countries with different institutional arrangement and policies. A 
modest start in studies of this kind has also been made in sector reviews and 
studies of small-scale enterprises, state enterprises and financial interme
diaries. Ongoing analytical work within the Bank on trends and problems in 
international markets and in national economies could also be a foundation for 
more systematic research efforts within the Bank. 

Aspect (c) would suggest a heavy emphasis on large projects and 
research activities where updating and follow-up research is important. 

Aspect (d) is a recommendation concerning the mode of carrying out 
research rather than about a research area (or problem area) . The fact that 
both the research activities of the Bank and its operations refer to a great 
number of different countries is a strong reason why the Bank should have a 
comparative advantage in comparative studies. 

Aspect (e), finally, might suggest increased efforts by the Bank to 
collect, process and publish data that come out naturally from the operational 
activities of the Bank. However, to make this activity a main task of the 
Bank - i.e. to turn the Bank into a predominant data bank in the development 
field - would require truly enormous resources. We know how great such a task 
is even on a national scale. To do the same thing for about 100 countries 
would therefore require a fonuidable effort . It may thus be reasonable to 
limit demands on the Bank in this field to taking greater responsibility for 
the data it collects for use in its own research and surveys, and to making 
these data to a large extent available to outsiders. It may be noted that 
this is not only an issue about publication of research results, but also 
about improving and controlling the quality of data, which may very well be 
regarded as a research task. However, resource constraints make it necessary, 
we believe, to take a rather selective approach to the collecting, improving, 
controlling, processing and publication of data. 

A rather special reason why the World Bank may have a comparative 
advantage relative to universities in research activities such as (b)-(d) is 
that these pursuits, to be efficient, often require a rather strong and 
permanent research organization, which the social science departments of 
universities often lack. 

A strict adherence to the principle of comparative advantage in 
the production of research would imply that types of research knowledge that 
are not effectively produced by the Bank - regardless of how important they 
are for Bank operations - should be imported. It is obvious, however, that 
such a comparative advantage approach is not a sufficient criterion upon 
which to base Bank research strategies. 
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Firstly, the need (demand) for scholarly knowledge in Bank operations 
cannot always be satisfied by importing research results (in fields where the 
Bank has not a comparative advantage in the production of research knowledge). 
One reason is the specificity of required knowledge, another is the lack of 
interest outside the Bank in certain types of research knowledge that the Bank 
needs (demands). Thus, in order to satisfy its own requirements for research 
knowledge, the Bank certainly has to carry out research that is particularly 
useful for Bank operational needs, and that is not done elsewhere . In other 
words, the Bank has also to perform a role as residual supplier of research in 
some fields • 

What would be the concrete consequences of following this principle 
rather than the principle of comparative advantage in production? In the 
light of the roles of the Bank as lender, investor and policy adviser - and 
considering the often highly distorted relative prices in many LDCs - the 
heavy emphasis on studies by the Bank of effective protection and domestic 
resource costs could certainly be defended on the basis of the principle of 
residual supplier of research. In fact, it would seem that these studies have 
been regarded as particularly useful by operations people, though some com
plaint emerges to the effect that the techniques may have been somewhat 
"overelaborated" for the purpose of Bank operations. 

Another implication of the principle of residual supplier of research 
is probably to justify research concerning large investment projects (in par
ticular where the Bank is involved as a lender) , projects with considerable 
externalities (such as learning by doing), returns to scale and/or great link
ages between sectors. The research within the Bank on investment planning 
and programming is an example of this type of research for which an impor-
tant point of contact seems to be the Industrial Projects Department (IDP) . 
It would appear, however, that the operational staff of the Bank, particularly 
in the regional offices , have not yet made a thorough assessment of the use
fulness of this work; nor have they undertaken to manage its application in 
an efficient way. In fact, it would seem that they usually do not believe 
that research done in this field is very helpful. 

However, we would argue that an adherence to the principle of the 
residual supplier of research also motivates studies concerning problems in 
which Bank research so far has not been strongly involved, but which in our 
judgement reflect severe bottlenecks for economic development in many LDCs. 
This brings us back to an earlier recommendation that was motivated by the 
comparative advantage principle, i.e. research on the consequences of (i) 
government policies and regulations, (ii) institutional arrangements and 
(iii) incentive regimes not only in product markets (where the Bank has 
made considerable research efforts) but also in factor markets . The argu
ment for more research efforts of this type would probably be particularly 
strong should the Bank choose to concentrate research more than before on 
the least developed countries and on the consequences of industrialization 
for the least favored group within individual countries. 

Til.us, the residual supply of research approach and the comparative 
advantage approach both seem to imply a strong emphasis on studies of the 
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consequences of alternative institutional arrangements, technologies, govern
ment policies and incentive regimes. The reason is that both approaches to 
research are based on the assumption that research should be related to the 
fields of Bank operations - either because the Bank acquires special competence 
in such issues by way of its practical activities or because knowledge is 
needed in these fields in the lending and advisory work of the Bank (and is 
not easily imported). A rather special reason why the Bank may be a suitable 
place for such types of research, relative to universities, is that research 
on the importance of alternative institutional setups for economic development 
in the LDCs has so far not become a high priority field in the academic world. 
There are many relevant types of research on the importance of institutions in 
the developed countries, such as in the field of industrial organizations, 
labor economics, and money and banking. Important research on related issues 
is also pursued in Law Schools (such as research on law and economics), 
Business Schools (studies of organizations and regulations of enterprises) and 
Political Science Departments (for instance studies of bureaucracies and 
budgetary processes). However, in spite of their relevance for economic 
policy making, these contributions so far have not gained a very high status 
in the world of academic economics. Moreover, they have only to a very small 
extent been applied to LDCs. As it may be a long time before they make their 
way towards application in the LDCs, we believe that the World Bank could help 
speed up the process by taking a leading position in this research field. 

We shall later on (Chapter II and Appendix I) discuss in some detail 
both why more research of these types is important and how it may be conducted. 

A second reason why Bank research cannot be based only on the prin
ciple of comparative advantage in the production of research is that there 
are important "externalities" of having researchers within an organization. 
For instance, research done within the Bank may be more visible to the opera
tions people than research done elsewhere in the same field. Also, operations 
people can be made aware of what researchers outside the organization are 
doing by having a number of in-house researchers (a point to be developed in 
the next section). More generally, the presence of researchers in an organiza
tion such as the Bank helps the development and propagation of new ideas that 
ultimately affect operations. This important role should be borne in mind in 
allocating nonresearch time to researchers. 

It may also be argued that the general level of sophistication of 
an organization, for instance in the field of policy advising and economic 
surveying, is influenced by the general quality of the researchers within 
the organization. Good researchers help to set performance standards within 
an organization, which is particularly important in one that, like the Bank, 
performs the role of policy adviser. Moreover, the reputation of the Bank as 
an institution of high competence may be boosted by a high research capacity. 
Such a reputation may help the Bank to hire talented people in general, and 
hence improve the Bank's operational efficiency. 

,. 
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In other words, the research of the Bank should not only be subor
dinate to the (relative) efficiency of the Bank as a producer of the research, 
or to the immediate demands of the operational units of the Bank, but also 
to long-run considerations of the general competence of the Bank in various 
respects. In particular, it is important to stimulate the ability of the Bank 
to translate policy objectives into instruments and actions. Im. application 
of this principle suggests that the Bank should build up research competence 
in many fields where it operates - for the purpose of raising the general 
level of sophistication within the Bank. 

Thirdly, the Bank should also be interested in the externalities of 
its research on the research potential of the LDCs. The adherence to this 
principle is an argument for (i) choosing fields of research of interest to 
scholars and research institutions in LDCs, and (ii) adopting research proce
dures that facilitate the participation of such scholars and institutions in 
the research program of the Bank. However, there is a risk that when following 
these procedures the Bank will not always get the most competent researcher 
for a specific project. Moreover, the Bank may also be criticized for distort
ing research in the LDCs ("research imperialism"). To maximize the possibility 
of LDC researchers' participation while minimizing its associated risks, some 
of the Panel members are attracted to the idea of instituting a second tier of 
research sponsorship by the Bank. Rather than first preparing detailed 
research projects and then seeking LDC consultants to help implement the 
research in the first stage, the Bank researchers would design only broad 
terms of reference. These would then be submitted to open international 
competition, including some preference schemes favoring the participation of 
LDC scholars and research institutions. These schemes naturally must take 
into account that the quality of the research is an overriding aim which 
should not be jeopardized. 

Thus, our discussion suggests four different principles for the 
choice of research topics in the Bank in the field of industry and trade: 

(a) a comparative advantage approach; 

(b) an ambition to function as a residual supplier of research; 

(c) an attempt to create externalities within the Bank in the 
form of "sophistication" among Bank staff; and 

(d) an ambition to help generate research knowledge and research 
capacity in the LDCs. 

In reality, it would appear that all these four principles for 
research do prevail within the Bank. For instance, past Bank research has 
certainly been addressed both to the community of scholars outside the Bank 
and to staff members who are responsible for policy advising and lending 
within the Bank - in proportions that we cannot really pin down. Controversies 
over research strategies within the Bank probably often stem just from the 
different weights that various staff members put on these various principles. 
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Disappointments over the research activities of the Bank are bound to be felt 
by those who evaluate the research efforts of the Bank on the basis of one of 
these principles only. 

It would seem that the management of the Bank should clarify, to 
itself as well as to others, which of these principles (motives), or possibly 
others, should be emphasized. A similar attempt has, of course, been made 
by us. 

Also the procedure of the research within the Bank should to some 
extent be influenced by the principles (motives) that govern Bank research. 
If the Bank is simply trying to make the best possible contribution to the 
research knowledge of the world, a rather concentrated research portfolio is 
suggested. It is then also important to allow a very broad freedom for the 
researchers to choose topics themselves, and hence "to do their own thing". 
Moreover, the more successful the Bank is in hiring competent scholars, the 
smaller the need for strictly formal organization and bureaucratic administra
tion of research within the Bank. 

On the other hand, if the Bank follows the residual supply of 
research strategy, it is necessary to see to it, by way of organizing and 
monitoring research, that the research becomes relevant to the operations in 
the Bank. A more dispersed research portfolio would then probably follow than 
by adhering strictly to the principle of comparative advantage in the produc
t ion of research. 

If instead a heavy emphasis is put on the idea of creating high 
sophistication among the Bank staff in general, an even more dispersed research 
portfolio would probably follow, perhaps with some risk of not achieving the 
critical mass of resources that is necessary for a breakthrough on the interna
tional research frontier. Thus, this research principle comes into some 
conflict with the others, in particular with the principle of comparative 
advantage, because of returns to scale in research. 

Finally, if a high priority is given to the ambition to improve the 
research capacity in the LDCs, participation of researchers from these coun
tries becomes a crucial criterion in the design of research projects. Research 
would then often have to be organized as joint ventures, with a rather concen
trated Bank research portfolio to assure reasonable efficiency. 

B. Making the import, production, application and dissemination 
of research more effective 

It may be useful, when discussing 
Bank, to make a distinction between import, 
dissemination of research. It is important 
activities are pursued in an efficient way. 
topic of this section. 

the role of research within the 
production, application and 
that all of these research-related 

How that may be achieved is the 
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Import of research knowledge 

The issue of the appropriate use of research within the Bank refers 
to research knowledge in general rather than only to research knowledge that 
is produced by the Bank itself. The bulk of research knowledge that is poten
tially useful within the Bank will always be produced outside it. We there
fore suggest that the Bank strengthen its capability to import research knowl
edge in a systematic way. One of the most efficient ways of doing this is 
probably to place people with a research background in operational positions 
in various units within the Bank, so that research knowledge can be imported 
not only via researchers of the Bank, but also "directly" by the operations 
staff. This can be achieved in several different ways: people outside the 
Bank with a research background may be hired to operational positions in the 
Bank; researchers of the Bank may move over permanently to operational posi
tions; and researchers of the Bank may take operational positions temporarily 
(for instance one or a few years). Of course, operational ability is a pre
requisite for such appointments. In fact, the biggest import of research 
knowledge probably occurs when someone with a background as researcher is 
hired by the Bank as researcher or operations officer; knowledge is often most 
effectively imported "in the heads" of people at the time of their employment 
rather than by reading research documents or doing research later on. 

If the Bank is anxious that its own research is highly relevant for 
its operations, i.e. if strong emphasis is put on the principle of the residual 
supply of research, it is important to rely heavily on permanent staff members. 
Moreover, when relying on outside consultants it may be a good idea not only 
to use the most outstanding consultants who are available, but also to build 
up a network of more or less permanently Bank-affiliated outside researchers. 
These could then acquire some knowledge about the use, and usefulness, of 
research within the Bank. It also becomes important to choose consultants who 
are able to communicate with Bank staff members. In order to avoid inbreeding 
and one-sideness of Bank research this network of consultants should include 
scholars with different philosophical outlooks, skills and methodological 
preferences. 

Another obvious way of importing research is to commission people -
inside or outside the Bank - to prepare state of the arts papers, an issue to 
be discussed in connection with the problem of dissemination of research (pp. 
15-19). 

Production of research 

The most important aspect of the production of good research is, 
of course, to have highly competent researchers both within the Bank and as 
consultants. If the Bank , as we suggest, shifts its emphasis somewhat to new 
fields of research, it is crucial that the Bank hires outstanding specialists 
in fields relevant to such research. What this means in concrete terms has 
to be considered carefully by the Bank. Our view is that the best research 
is usually done by scholars with a strong theoretical and methodological back
ground in a broad field of research. Suppose for instance that the Bank is 
going to study problems of incentives and imperfections in factor markets, 



- 10 -

or alternative institutions and government policies - and the consequences 
of these rates and patterns of growth. What is then required is not mainly 
narrowly defined specialists on policies and institutions in specific markets 
and countries, but rather outstanding scholars in fields such as industrial 
organization (including the issue of competition and entry), technical devel
opment, financial intermediation, public expenditures and taxation, and labor 
economics . If the Bank, as we believe, should analyze success and failure 
stories of various countries, there is also perhaps a case for hiring some 
scholars with high competence in the analysis of economic systems and modern 
economic history. Again, there are good reasons for emphasizing the impor
tance of using scholars with some dispersion of philosophical outlook on the 
issue of economic development. 

An important question in these fields is under what general condi
tions (policies, institutions, systems of incentives and perhaps also cul
tural characteristics such as the work ethic), entrepreneurship, technological 
advance and innovations are likely to flourish . It is possible that research 
in these new fields would sometimes benefit from the application of rather 
interdisciplinary knowledge and methodology. 

However , it is well known that interdisciplinary studies are extremely 
difficult to pursue successfully . For some research questions something can 
be gained merely by adding the understanding of a sociologist or a political 
scientist to that of an economist, but for most interesting questions not much 
i s gained by such a simple addition of viewpoints . To achieve a truly inte
gr ated approach to a problem requires a much more intricate intertwining of 
ideas and knowledge . For a group of interacting scholars to attain the 
capability of doing research together in an integrated way requires a lot of 
time learning each others perceptions, and learning how to pose and answer 
questions in a way that transcends the disciplinary boxes . 'nlis is not an 
endeavor to be initiated with expectations of a quick payoff, and the fact 
that there are so few examples of successful interdisciplinary research 
suggests that even with patience the endeavor is highly risky . It is also 
noteworthy that several of the more successful efforts involved integration 
from different fields in the head of an individual scholar rather than through 
the joint thinking of a group of scholars. 'nle important interdisciplinary 
questions raised above call for an effort at the Bank to broaden the analysis 
to go beyond conventional economics. But such a broadening should be entered 
upon cautiously and with patience . Much more is required than merely putting 
together an interdisciplinary research team. 

Application of research 

In some measure , Bank research has been applied in operations, with 
the modality of application depending upon the particular type of research . 
However, at present the in-house demand for application of Bank research 
through case studies seems to far exceed the supply. 'nlis is partly a reflec
tion of the Bank only recently having established a research program. Most 
effort to date has been devoted to doing research. It is only as research 
r esults have been forthcoming that the demand for application has materialized 
in concrete form . C.Onsequently, the time is at hand when the Bank should 
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begin seriously to consider how its research should be applied to problems 
identified by operational staff. 

Tile formulation of a problem so that it can be addressed by research 
requires the joint effort of operational staff, familiar with the specific 
circumstances in which the problem arises, and of researchers, familiar with 
comparative merits and the feasibility of alternative approaches . In some 
cases, the actual case study could be carried out equally well by operational 
as by research staff , provided that adequate assistance is provided by the 
other. But there will also be cases in which the specialized expertise 
required to conduct the case study implies that it must be undertaken by a 
researcher . 

It is questionable whether Bank staff should typically be expected 
to carry out the case studies that replicate past research in an operational 
setting . It may be preferable to employ researchers from the country in 
question to carry out the analysis, which would simultaneously increase 
awareness of the issues in the particular country and further develop its 
research capacity . Bank staff nonetheless should undertake some case studies , 
in order to maintain their competence and further refine the approaches, which 
may often result in simplification and shortcut procedures to further reduce 
the cost of such undertakings. 

Good arguments can be made for decentralizing the research staff 
involved primarily in application , particularly those concerned with incentive 
policies and industrialization strategies. By being decentralized , staff 
would gain greater familiarity with the particular circumstances of the 
individual countries within the different regions. Tilere is thus a strong 
case for the establishment of small research units within the regional offices . 
A different organization may be called for where operations remain centrali zed , 
as in the case of large-scale investment projects. Here it is probbly best to 
locate an applications unit within the department concerned . 

In either case, the decentralized units would function as vehicles 
for application of research methods that have been developed within the 
Bank. 

Dissemination of research knowledge 

Our next issue is how to improve the dissemination and assimilation 
of research knowledge within the Bank - imported as well as produced . When 
discussing this problem, it is important not to take too mechanical a view 
of the issue . Tile task is not mainly to bring over some specific tools and 
actual information to operational staff and policy advisers, but rather to 
spread around a certain way of looking at things . 

Good interaction between researchers and operational staff is not 
easy to achieve . In fact , our interviews among people in the Bank revealed a 
certain tension between the two. Tilis is nothing peculiar to the World Bank, 
however. Researchers within an organization that deals with practical affairs 
almost inevitably will be viewed by operational staff as being somewhat distant 
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and academic - a kind of research enclave. But it is important that research 
maintain a certain distance from the pressures bearing on the operational 
staff . Research is a highly specialized time-consuming job, which has to 
be protected to a large extent from demands of practical and administrative 
duties . And research needs to be organized in such a way that there is a 
sense of community of scholarship. If an organization like the Bank wants 
to acquire and keep competent researchers, it is necessary to let them do 
their own thing to a large extent, without too many disturbances from other 
activities within the organization. 

Another reason for tension between researchers and operati onal staff 
is that the former are usually concerned with a much longer time perspective 
than the latter. Til.e production period of research is, moreover, often so 
long that when results do emer ge , operational staff may have lost i nterest in 
the question. And sometimes the empirical data used in research projects may 
no longer reflect existing conditions. (To some extent the studies of effec
tive protection and domestic resource cos t s have suffered from this dilemma.) 

Moreover, whereas researchers are usually interested in the accumula
tion of generalized knowledge, operational staff are of ten more interested in 
drawing on knowledge, in particular in obtaining knowledge that pertains to a 
particular situation . Til.e researchers often r egards the search for the latter 
type of knowledge as "information gather ing" rather than research. Operational 
staff, by contrast, are frequently disappointed by research results because 
these do not always give concrete, easi l y accessible, ready-made and unambig
uous conclusions about immediately relevant operational and policy issues. 

Besides, operational staff are often no t aware of , interested in, 
or able to absorb results or paradigms supplied by the researchers . In fact, 
usually they cannot possibly know in advance the type of research that could 
help them in their work. 

On the other hand , every one of the criteria discussed above signals 
that research at the Bank should be guided by a thorough understanding of what 
operational staff know and need to know . Good two-way communication is neces
sary if research at the Bank is to be fruitful. It is our .impression that at 
present communications are not as good as they should be . It would be fruitful 
if researchers were better informed about the usefulness of r esearch knowledge 
to operational staff, and if researchers could communicate more effectively 
with them. Obviously it is a delicate business balancing the two or ganiza
tional requirements for successful Bank research - a considerable degree of 
shielding from short-run interests and pressures on one hand and strong inter
action between researchers and operations people on the other. We have to be 
satisfied with compromises between these conflic ting objectives. Keeping this 
in mind, several reforms suggest themselves: 

(a) That the researchers write, and circulate within the Bank, 
popularly written reports on research- -concerning research produced both 
inside and outside the Bank. To the extent that the reports summarize 
outside research , the processes of import and dissemination are of course 
combined . In some cases, it may be a good idea to ask out side consultants 
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rather than researchers inside the Bank, to make the surveys. However, when 
outside research results and paradigms are summarized, it is probably impor
tant not only to summarize outstanding academic contributions but also 
to try to find out what types of research have been successfully used in other 
operating organizations. 

(b) That joint seminars are organized by researchers and opera
tional staff--preferably at some distance from Washington (with disconnected 
telephones!) to make undisturbed discussions possible. 

(c) That more circulation of people between research and operational 
activities is brought about. Sabbatical leave for research, within or outside 
the Bank, for the operational staff may be one method of achieving this. Such 
circulation may be difficult to achieve in the field of methodological and 
highly technical (model-oriented) research, where the rate of skill deprecia
tion is often very high. However, in more applied fields--where experience, 
empirical knowledge and common sense are important--circulation may be both 
possible and highly useful. 

(d) That more systematic attempts are made among the researchers of 
the Bank to try to understand what applied people need to know in their work. 
It is not easy to say what is the most efficient way of achieving this. One 
possibility would be to undertake joint ventures between researchers and oper
ational staff - certainly in operational activities, but sometimes perhaps 
also in the design and to some extent in the execution of research, It is 
likely that dissemination of methodological knowledge is more efficiently 
achieved if researchers and operational staff jointly apply suggested method
ologies to concrete issues in the operational departments--in studies of proj
ects, sectors, markets or countries. Perhaps it would also be possible to 
induce operational staff to make more research suggestions. More informal-
i.e. less bureaucratic--procedures when drafting and planning new research 
projects might increase the possibilities of operational staff to contribute 
to the initiation of and participation in research. 

Apart from individual research projects, cooperation between 
researchers and operational staff can contribute to the development of a 
research program in the area of industry and trade. A beginning in this 
direction has been made through the establishment of the internal panel on 
research on industry and trade. 

The suggested research units within the operational offices 
(see the section on application of research) probably also could help the 
dissemination and assimilation of research results among the operational 
staff. 

Moreover, the earlier suggested employment of people with research 
background in operational positions would not only facilitate the import of 
research knowledge to the Bank; it would also be a way of disseminating and 
assimilating research knowledge within the Bank from researchers to opera
tional staff. This is potentially important, as imported research may be 
more difficult to disseminate and assimilate than in-house research. Both 
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the suggestion to let researchers circulate between research and operational 
positions, and the suggestion to recruit (more permanently) people with a 
research background to operational positions means that some bridges would 
be built between research and operations . Thus, we suggest in fact that the 
Bank tries more systematically to build up a staff of "bridge people" in the 
operational departments. 

It is important to realize that the limits to using more research 
knowledge within the Bank are probably determined more by the absorptive 
capacity of research among the operational staff--limited time as well as 
limited ability and interest to absorb research knowledge--than by the 
capacity of researchers within the Bank to produce and summarize research. 
This means that a larger volume of research within the Bank should perhaps 
not be expected to have much effect on the operational side of the Bank, as 
long as the deficiencies of the systems of dissemination and assimilation of 
research within the Bank have not been removed. 

The role of researchers 

Bank researchers have separate roles to play in the import, produc
tion, application, and dissemination of research. It is very easy, in an 
operational institution, for the production of research to be sacrificed to 
the objective of better utilizing existing research. This is particularly 
true in an institution like the Bank, where significant efforts to apply 
research are just beginning to be made. Continued production of high quality, 
innovative research within the Bank will require a strong commitment to 
protecting the time of research staff for the production of research. This 
should of course not be interpreted as an endorsement on our part of an 
"ivory-tower" attitude among researchers. This said, it must be considered 
whether the time spent by researchers in their non-research roles is being put 
to its potentially most effective use. Direct involvement in operational 
missions by research staff consumes much of their non-research time, with the 
result that they are not as available for consultation in regard to application 
as might be desirable. We equally suspect that dissemination could be much 
better organized were more resources devoted to it. 

C. Research implications of alternative development strategies 

A major task of our report is to discuss future research priorities 
of the Bank in the field of industry and trade. An important background to 
such a discussion is (i) a specification of what types of countries we are 
talking about and ( ii) some kind of "vision" of what the mechanisms and driv
ing forces of economic development are supposed to be in these countries. 

For instance, if we talk about countries with a strong emphasis 
on central planning, nationwide planning models and empirical studies of 
the process of central planning in various countries would probably be top 
priorities . It is important to remember that there are substantial ele
ments of decentralization of information, decision making and initiative 
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also in centrally planned economies. Thus, it is of great interest to study 
incentives and constraints on behavior at various levels in centrally planned 
systems. 

The reason why the Bank has not put any great amount of research 
resources into the acquisition of research knowledge in this field is most 
likely that very few member countries of the Bank are centrally planned 
economies. Elements of planning exist everywhere, however, because of the 
great role of goverrunent decision making in economic matters in all countries 
today. This means, of course, that the process of government decision making 
is an important area of research for all countries. 

(The macro models that have been developed by the Bank for entire 
economies, or even for the whole world, should probably not be regarded as 
tools of central planning, but rather as descriptive models or forecasting 
models, and to some extent also tools of analyzing the effects of alternative 
policies.) 

A more modest version of planning would be sectoral planning or 
programming of investment decisions, for instance, in sectors where there 
are huge returns to scale, externalities, or (direct) intersectoral linkages. 
Then it may also be possible to consider aspects that are usually not well 
caught, if at all, in conventional static microeconomic investment calcula
tions. With this approach, studies of investment planning in some sectors 
would be of rather high priority. It has been the case for the Bank in recent 
years (see Appendix I.l), in the sense of investment programming - mainly 
in cases where the optimum size of a firm is of about the same magnitude (or 
larger) than the entire national market. Another reason why sector planning 
models, or at least investment programming models, may be of interest is that 
in many countries, perhaps particularly in less developed countries, a number 
of infrastructure and processing industries, for which investment programming 
models may be particularly useful, are in fact under rather detailed central 
government control. 

It is important to emphasize that microeconomic investment planning 
models of this type, which are really tools of management decision making, are 
quite consistent with either a market-oriented or a centrally-planned macro
economic system. In reality the Bank's research in this field has not been 
framed in the context of nationwide central planning models, but rather as a 
means of exploring the range of choice of firms operating on markets. The 
same holds for Bank research on capacity utilization, capital--labor substi
tution and technological change (see Appendix I.5)--a research field of great 
interest in the case of both centralized and decentralized versions of the 
development process. 

Research knowledge of patterns of growth of production and trade 
(see Appendix I.2) is also of considerable i.mportance--especially perhaps for 
acquiring a broad understanding of the development process--in the case of 
both rather centralized and more decentralized strategies of economic devel
opment. In particular, Bank research in this field has helped provide norms 
of growth patterns of industry and trade, against which developments in in
dividual countries can be judged. 



- 16 -

In most of the member countries of the Bank, the bulk of the devel
opment process is no doubt guided by decisions of decentralized units moti
vated by profits and stimulated and constrained by markets. However, it is 
important to realize that the adherence to a pronounced decentralized strat
egy of economic development, in the context of a market economy, does not 
imply the absence of central policies and planning, but rather more reliance 
on different types of policy and planning operations from those in centrally 
planned economies . Obvious examples, besides general monetary and budgetary 
policies, are institutional reforms and improvements in the systems of incen
tives. In countries of this type it would therefore be of interest to find 
out how conducive alternative institutional arrangements and incentive systems 
are to releasing efficient decentralized initiatives . 

While research on incentives in product markets, in particular trade 
policy incentives for firms, has been given a high priority in Bank research 
(see Appendix 1.1), it is only recently that research has been launched on 
incentives and imperfections in factor markets and incentives for employees 
(households) , By this we mean for instance the structure of interest rates, 
the performance of credit rationing and the mobility , and flexibility in 
general of the credit and capital markets, but also the structure of wage 
rates, the incentives and possibilities for labor to move, acquire skills, 
and advance . 

Nor has there been much emphasis in Bank research on the importance 
for economic development of institutional arrangements (see Appendix 1,4), 
though an increased interest in institutional factors can be detected in 
various research efforts of the Bank in recent years . 

The only aspect (dimension) of development strategies mentioned 
so far has been types and degrees of centralization of economic decision 
making, which concerns the mode of economic organization. Development strat
egies also differ with respect to resource allocation s trategies, such as 
the choice between export-oriented (outward-looking) and import subsitution
oriented (inward-looking) strategies of economic development--a topic high
lighted by Bank research on trade policy incentives and patterns of growth . 

Another important dichotomy is between strategies that rely on 
the assumption that incomes and employment opportunities will rather auto
matically "trickle down" to poor groups of the population, and strategies 
that more actively promote employment opportunities and income redistribu
tion at an early stage of economic development, which according to experi
ence (for instance, South Korea and Taiwan) is not inconsistent with an 
export-oriented and market-oriented strategy of economic development. 

A third dichotomy concerning resource allocation, finally, is 
between countries that rely on a rather passive attitude towards what par
ticular consumer goods are supplied to the domestic population, and strat
egies that rely more actively on the provision of some basic needs of food, 
shelter, health, etc. 



- 17 -

In reality, the economic systems of the LDCs that are members of 
the World Bank are characterized by various combinations of centralized and 
decentralized decision making, and with different strategies for employment 
creation, redistribution and the provision of basic needs. The development 
strategies are also heavily dependent on a number of other features of in
dividual countries, such as the initial condition of the stocks of physical 
and human capital, natural resources and historical traditions. Bank research 
should reflect this diversity concerning possibilities and strategies of eco
nomic development. So, of course, should our recommendations. 

D. Final Comment 

The purpose of this chapter has been to formulate certain general 
principles when pursuing and using research within the Bank, in particular 
as it relates to industrialization and trade. Two of the principles dis
cussed--the ones concerning comparative advantage and residual supply of 
research--suggest strong emphasis on studies of the consequences for eco
nomic development of alternative institutional arrangements, technologies, 
government policies and incentive regimes. The reason is that both approaches 
are based on the assumption that research should be related to the fields of 
Bank operations, either because the Bank acquires special competence in such 
issues through its operations, or because knowledge is needed in these fields 
for successful Bank operations (and is not easy to import). Though there are 
good reasons for emphasizing empirical and applied research for an organiza
tion like the Bank, there is also a need for theoretical and methodological 
studies. One reason is that the competence of the Bank as a research unit is 
thereby enhanced, another, that the Bank can play a major role in advancing 
the frontier in these fields. The third principle considered--to create 
externalities within the Bank in the sense of high general competence--sug
gests a much more diversified research portfolio, with various types of re
search that contribute to broad knowledge about the development process. 
Finally, the fourth general principle--to increase the research competence 
in the LDCs--suggests that the fields of research chosen are those of in
terest to scholars and research institutions in the LDCs, and that research 
procedures are adopted that facilitate the participation of such scholars 
and institutions in the research program of the Bank. 

We have also discussed various ways of improving the ability of the 
Bank to make import, production, application and dissemination of research 
more efficient. In particular, we have emphasized the potential usefulness 
of increasing the awareness of both researchers and operational staff in the 
Bank of each other's interests, needs, and competence. We have also suggested 
a number of arrangements to help achieve this. 

In general, both researchers and operational staff are quite aware 
not only of the potential importance of Bank research but also of the diffi
culties involved in choosing efficient research procedures and useful research 
fields. We would in fact be inclined to argue that the Bank worries too much 
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about its research, in the sense that perhaps too much time and energy are 
devoted to planning and reviewing the research activities of the Bank. A 
slightly sanguine, but perhaps useful, recommendation would be: ''Worry less 
about your research, do it instead!" Or more concretely: discuss carefully 
the general direction of research efforts, i . e. the research fields, employ 
the best senior and junior scholars you can get in these fields, and then 
give them considerable autonomy to do their work--in contact with operational 
staff but without too frequent demands as to the reporting and evaluation of 
their work. 
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CHAPTER II 

PAST AND FUTURE RESEARCH ACTIVITIES 
ON INDUSTRY AND TRADE: A SUMMARY 

A. Review of Past Research 

Over the past years the World Bank has dedicated a considerable 
volume of resources to research on industry and trade in economic development. 
This research has explored a wide range of topics, a number of these in con
siderable depth. A list of projects and papers is given in Appendix II. For 
convenience, the Panel divided up past research into six broad clusters. 
These are briefly described below. The six sections of Appendix I provide 
more detailed descriptions of the research in each of the areas. Research 
reviewed included projects approved by the Bank's Research Committee (so
called RPO projects) as well as other research output financed by the Bank. 

Incentive Policies and Economic Integration 

One cluster of Bank projects has been concerned with incentive 
regimes and development strategies of LDCs; we also placed in this group 
studies on economic integration among developing countries. Included here 
are RPOs 670-01 (Development Strategies in Semi-Industrial Countries), 670-22 
(Economies of Scale and Tariff Levels), 670-87 (Industrial Policies and Eco
nomic Integration in West Africa), 671-10 (Promotion of Non-Traditional 
Exports) and, now under way, 671-75 (International Trade Policy for the 
Development of Bangladesh), and several other (non-RPO) projects as well. 

Most of these projects deal with the role of incentive systems in 
economic development, from both a theoretical and an empirical standpoint, 
and explore the resource-allocational, growth, employment and balance-of
payments effects of various government policies, particularly of those aim
ing at import protection, export promotion, and economic integration. Con
siderable use has been made of the concepts of effective protection and 
domestic resource costs, appropriately improved in theoretical and compu
tational terms. While the incentive structures have been analyzed in a 
number of different countries on a comparative basis, there have also been 
attempts to evaluate incentives on a firm-by-firm basis and to appraise the 
impact of protection at the level of the individual investment project. 

With the exception of the small study on economies of scale and 
tariff levels, the projects in this cluster were completed successfully or 
are in good progress. A definitive evaluation of the Bangladesh study is 
not possible at this stage; completion is scheduled for end-1979. Its rele
vance, however, is beyond any doubt, particularly so as it is a case of appli
cation of the more basic research on incentive regimes. 
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The major findings of the research referred to in this cluster, 
especially those of RPOs 670-01 and 670-87, are of considerable interest for 
policy-making purposes as they support the efficacy of promoting rather than 
protecting industries , and of avoiding discrimination against exports rather 
than overemphasizing import substitution, if efficient and rapid economic 
growth in LDCs is to be achieved . The conclusions and policy recommenda
tions rest upon firm theoretical foundations and a sound factual basis. 
Moreover, they are timely, because reliance on and use of import controls 
by developing countries, combined with an array of additional government 
interventions in the domestic markets, still persist and guidelines for pol
icy reforms are therefore needful. Finally, this research has been found 
quite helpful by the Bank's operational staff, who are applying both the 
findings and the methodology in country economic reports, policy analyses 
and in-house estimates of incentives, let alone its initiatives for addi
tional research in this field. 

Comparative Advantage, Trade Patterns and Economic Growth 

This cluster of projects includes RPOs 670-07 (International Model), 
670-19 (Expansion in Manufacturing for Exports in Developing Countries), 670-79 
(Economic Development of East and Southeast Asia), 671-05 (Patterns of Indus
trial Development) , 67 1-32 (A Comparative Study of the Sources of Industrial 
Growth and Structural Change), and 671-79 (Sources of Growth and Productivity 
Change), and two non-RPO studies as well. 

The unifying theme is the objective of explaining the pattern of 
resource allocation within and between countries, economic growth, and changes 
in industrial and trade structures as a function of various country character
istics, including policies employed . While two projects (670-19 and 670-79) 
were clear failures, the other ones met, by and large, the research objectives . 
The failures are regrettable, indeed , since the projects addressed the ques
tions of how to shift manufacturing activities from developed to developing 
countries and of how to plan competitive export industries in the developing 
countries; information on these matters would have been an extremely important 
ingredient of any effort to shape rational industrialization strategies. 

The projects included in this cluster differ great ly in their 
methodologies. Some of them involve modeling that is very simple or indeed 
primitive; others involve attempts to empirically implement a very complex 
general equilibrium methodology. In the view of the Panel the most successful 
of the projects is RPO 671-32 that employed and elaborated an accounting frame
work based on sector-specific supply-demand identities for analyzing the nature 
of modern industrial growth . The research guided by the more ambitious general 
equilibrium conception (RPO 670-07) has not yet added much to existing knowl
edge about the development process. Moreover, skepticism about the useful
ness of this type of research predominates within the operational staff. It 
still remains to be seen whether the computable general equilibrium model 
applied in the "Sources II" project, RPO 671-79, which has only just started, 
will produce significant empirical results to an extent which could not have 
been obtained at lower cost from simpler macroeconomic formulations. 
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Export Promotion Policies in the less developed countries and Access 
to Markets in the developed countries 

Included here are RPO projects 670-20 (Industrialization and Trade 
Policies for the 1970's), 670- 21 (Export Promotion and Preferences: A Case 
Study of India), 671-35 (Export Incentives in Developing Countries) , 671-56 
(Marketing Manufactured Exports), 671-66 and 671-67 (Effects of Increased 
Imports of Manufactured Goods from Developing Countries in Western Europe 
and in the United States, respectively), and 671-68 (Key Institutions and 
the Expansion of Manufacturing Exports), as well as a number of non- RPO 
analyses and reports. All but the first two RPO projects are still under 
way . 

The major thrust of the research included in this cluster is the 
hypothesis, prominent at the Bank, that successful expansion and diversifi
cation of exports is a key characteristic of many recent development exper i 
ences . The work done so far includes data compilations, surveys of selected 
industries, analyses of commodity markets, studies of problems of import 
restrictions by the developed countries on the LDC manufactured exports , 
consideration of national policies and institutions for trade promotion in 
the developing countries, and analyses of the overall environment for the 
exports of these countries . Some of the reports on these subjects can be 
characterized as reports aimed at guiding Bank operating departments and 
serving as background material for Bank projections and policy work in this 
area . 

As was the case with the projects discussed under the second clus
ter, the research methodologies and styles of the projects considered here 
have differed widely . The more descriptive studies on selected industries 
provide a great deal of empirical information which, however, will be useful 
only if they are kept up to date . Among the completed RPO projects the one 
on India, while~ priori important in itself as a case study of a less suc
cessful country, was not well conceived and has not achieved publishable 
standards. But some of its conclusions fed discussions in India on the Gov
ernment' s export policies. By contrast, the project on industrialization 
and trade policies deserves high praise . It made an important contribution 
in documenting the impact on industrial countries of the manufactured export 
expansion by developing countries and it has stimulated further research on 
adjustment problems in developed countries. 

Of great relevance to the operational staff and policy makers 
might be the ongoing project on export incentives in developing countries, 
which is designed to yield practical information for countries that contem
plate the effective promotion of export activities. The ongoing research 
on key institutions holds also good promise and might fill a large gap in 
existing information on the marketing of exportables . The two ongoing proj
ects on import market penetration in (twelve) developed countries reflect a 
serious attempt at understanding the political economy of trade protectionism . 
The topic is important from the export-oriented developing countries' point 
of view and the Bank plays the role of a residual supplier of research in 
this field. 
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Small Enterprises, Credit Markets and Public Enterprises 

The projects here include RPOs 670-77 (Financing of Small-Scale 
Industries), 671-59 (Small-Scale Enterprise Development), 671-65 (Small 
Enterprise Financing: Role of Informal Credit), 671-69 (Capital Market 
Imperfections and Economic Development), and 671 -11 (Managerial Structure 
and Practices in Public Manufacturing Enterprises), in addition to a number 
of non-RPO studies relating to social security institutions. The importance 
of these topics for the Bank's lending operations and advisory role in devel
oping countries is obvious. 

Many of the projects have not yet been finished and, in some cases, 
they are still at the conceptual stage. It is therefore difficult to provide 
for a definite evaluation of the research in this field. In contrast with the 
work on incentive regimes and export promotion policies which proceeded under 
the presumption that the objective was clear enough and that the task was to 
find the appropriate instruments, the projects included in this cluster have 
faced much more uncertainty regarding what ought to be achieved . This is an 
explanation for the explicitly exploratory character of projects in this 
field. The difficulties for the researchers were compounded by the fact 
that the existing literature is mainly descriptive rather than analytical. 

While applauding the willingness to enter this important area, the 
Panel recognizes that research on these topics is still groping for appro
priate methodologies. We also notice that research on capital market imper
fections and public enterprises put too much emphasis on the experience of 
one country, namely India. Moreover, the available papers on capital market 
imperfections suggest that analytical improvement is still possible in this 
field. And while the quality of the research done so far is reasonably good 
by international standards, particularly in the case of small scale enter
prises, it is still below the quality levels achieved in the other areas 
reviewed in this report. It may be some time before the Bank develops the 
capability to do first rate studies of small-scale industries, credit markets 
and public enterprises and their influence on development. 

Capital Utilization, Capital-Labor Substitution, and Technological Change 

Like the work on incentive regimes, trade patterns, and export pro
motion, and unlike the research on small enterprises, credit markets, and 
public enterprises, Bank research on capital utilization, capital-labor sub
stitution, and technological change has proceeded within standardized method
ologies and has attempted to test concrete hypotheses. Included here are 
the RPO projects 670-23 (Scope for Capital-Labor Substitution in the Mechani
cal Engineering Industry), 670-25 (Industrial Capacity Utilization in Selected 
Latin American Countries), 670-54 (Employment and Capital-Labor Substitution), 
670-95 (Industrial Capacity Utilization), and 671-51 (Appropriate Industrial 
Technology). Most of them are completed, the RPO 671-51 being behind sched
ule. Three non-RPO studies are completed as well. 
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The policy thrust of the research has been provided by the observa
tion that in developing countries labor is cheap and capital expensive rela
tive to developed ones, and that this ought to be reflected in the use of more 
labor-intensive techniques. But while this has occurred to some degree it 
is still possible and desirable that the techniques employed be more frugal 
in the use of capital. At the same time, it is shown that despite the rela
tive scarcity of capital in developing countries, productive capacity is not 
used very intensively in many cases. 

Research has been concerned with market and other forces that explain 
the prevailing situation, and with policies that could improve the environment 
so that the choice of technique could be made more appropriately, techniques 
used more efficiently, and appropriate adaptation and learning proceed more 
effectively. On the whole, the research has been of varying quality. 'llle 
most serious effort was RPO 670-23, where much care was taken in translating 
a well-designed theoretical framework into an empirical analysis. At the 
other extreme was RPO 670-54, which had to be abandoned as hopeless. RPOs 
670-25 and 670-95 were in between and they did not add much to existing knowl
edge. 'llle research on the design capabilities of domestic capital goods pro
ducers (RPO 671-51) is promising, and may lead to important further research . 
In general, however, the Panel finds the recent work exploring in great detail 
the scope of capital labor substitution in particular technologies important, 
but running into diminishing returns as a research endeavor . 

Programming in the Manufacturing Sector 

The sixth cluster of Bank research is on investment progrannning 
and has many connections with research on the topic considered in the section 
above, although the emphasis so far has been placed on optimization. 'llle 
major project included here is RPO 670-24 (Programming in the Manufacturing 
Sector) . The analytical work has been concerned with optimal progrannning 
of investment where there are significant economies of scale, or strong 
interdependence among manufacturing activities as for example the sharing 
of machinery. Empirical studies have been done of several process industries 
and one non-process industry (mechanical engineering). 

The research has estimated the size of scale economies in certain 
process industries such as fertilizers, cement, pulp and paper, forest prod
ucts, energy, etc. (such scale economies are shown to be important in some 
cases). Moreover, it has tested the utility and feasibility of using formal 
programming models in guiding investment decisions under economies of scale 
(with encouraging results). The research also has considered some of the 
implications of economies of scale and strong inter-activity interdependence 
for regional cooperation. 

So far, the research has been successfully carried out. It has made 
a significant methodological contribution, it has the potential to improve the 
rationality of government decisions in developing large process industries , and 
it may prove useful in guiding Bank lending operations (provided the research 
results are available in time and can be understood by the operational staff) . 
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The work complies with both the comparative advantage and the residual supply 
of research approaches. It is our impression, however , that a stage has been 
reached where the methodology developed for process industries has to be dis
seminated effectively for application in both the Bank and LDCs . Tile Manuals 
currently under preparation constitute an important contribution to these 
extension attempts. A conduct of a case study for a sector, which is carried 
out with an active participation of a LDC team or institution, would support 
the extension work . As far as research on nonprocess industries (namely the 
study of the Korean Mechanical Engineering Sector) is concerned, its generali
zability has not yet been proved, and the majority of the Panel is skeptical 
whether an expansion of the project is worthwhile . 

B. Overall Evaluation 

Tile Panel attempted to evaluate Bank research on industry and trade 
along a range of dimensions, reflecting the multiple purposes of research at 
the Bank. Some of our criteria related to the Bank as a research producer and 
as a member of the scholarly research connnunity . Here we attempted to assess 
the contribution of Bank research to the understanding of the economic devel
opment process and policy issues relating thereto . What was the absolute 
quality (in some sense) of the research output of the Bank? To what extent 
did Bank research reflect its comparative advantage? To what extent did 
Bank research proceed in conscious awareness of past and ongoing research 
elsewhere? Other criteria related to Bank research as it contributes to the 
applied objectives of the Bank. How useful has the research been in guiding 
Bank decision making, either regarding lending operations or regarding policy 
advice? How useful has the research of the Bank been to policy makers in 
LDCs? What contribution has the Bank research program made to the building 
up of indigenous research capabilities within the developing countries? 

Finally, we attempted to identify the factors that seemed to explain 
why certain areas or styles of Bank research were more valuable or important 
than others. Were there certain styles of research that the Bank did well? 
Could one identify certain confluences of factors associated with particu
larly good and useful research, or poor and not-so-useful research? Were 
there certain distinguishing administrative arrangements associated with 
good and poor research? 

Appendix I treats these questions field by field. Tile Panel noted 
significant differences in the overall quality and relevance of Bank research 
in the various fields, and the more fine-grained evaluations also differ from 
field to field . However, there were certain general and connnon judgments that 
we made . These we recount below. 

By and large, we are impressed by the overall high quality of Bank 
research on industry and trade in economic development . Viewed solely in 
terms of its research output (much of which has been published), the Bank 
clearly ranks as one of the most distinguished development research centers 
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in the world and certainly the leading one among international organizations. 
In many cases, the researchers have made a remarkable effort to improve the 
methodology for policy analysis and investment appraisal. The work has been 
to a large extent creative rather than imitative and, in its applied aspects, 
generally complementary to the research in the field undertaken elsewhere. 

Bank research on industry and trade, being mainly empirically 
oriented, has made outstanding contributions to knowledge about the struc
ture of incentives bearing on business firm decision making about import 
substitution and export expansion in developing countries, particularly 
regarding the effects of tariff and non-tariff devices. Bank research has 
been in the forefront of scholarship positing and supporting the view that 
outward looking development policies are feasible and have been highly effec
tive. More recently, research at the Bank has contributed importantly to 
the understanding of changing patterns of LDC exports. Work at the Bank has 
shown how resource allocation patterns within a country relate to country 
characteristics such as its income level, market size, and policy orienta
tion. Research at the Bank on intensity and efficiency of use of capital 
and labor has documented the wide range of choice of techniques available, 
and also the informational and institutional aspects of an economy that bear 
on choice of technique. Bank research on programming methods, while not yet 
bearing much operational fruit, has explored and pushed forth the state of 
the art. Bank research on small enterprises, credit markets and public enter
prises, while just beginning and still floundering somewhat, has a chance of 
providing leadership for a kind of research that has been sadly neglected by 
the academic research cormnunity, provided high capacity resources are made 
available. 

By and large, Bank research on industrialization and trade has 
reflected its comparative advantage; but in a number of cases the residual 
supply of research approach was pursued. As the research in this field places 
high demands on data, much of what was done could not have been done at all, 
or would have been very difficult to do, in a university setting. 1bis is 
the more so as Bank research in this area has been concentrated on compara
tive studies, which allow for generalizable policy prescriptions, rather 
than on specific cases, which would be of limited value only. With very 
few exceptions, Bank research has been undertaken in good awareness of the 
state of the art and of what was being done elsewhere. 

It has proved much harder for the Panel to evaluate the influence 
of Bank research on Bank decision making, or on policy making in the devel
oping countries, or upon the strength of the research communities in these 
countries, than it has been for us to judge the scholarship on its own terms. 
Our discussions with operating personnel within the Bank have helped us to 
understand these issues to some extent. 1be basic problem we had in those 
discussions was the tendency for operating people at the Bank (this we believe 
is a tendency of operating people everywhere) not to talk about the influence 
on their own thinking of the basic ideas and understanding that emanate from 
a research tradition regarding the applied problems they face, but to discuss 
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the contribution of research in terms of detailed pieces of analysis, or data, 
that are of use concretely and specifically in decision-making . In our judg
me nt, the influence of ideas and concepts on policy-making usually is much 
more i mportant than the influence of particular facts that might come from 
research. 

With these caveats in mind, it is our impression that a number of 
different strands of Bank research have influenced, directly and indirectly, 
Bank operations. 1be influence probably has been stronger on operations aimed 
at influencing overall policy within countries, than with respect to specific 
lending decisions, although there are a number of instances of the latter where 
Bank research clearly has had an impact. 

1be concept and the quantification of effective protection rates 
together with the arguments, as well as the evidence, that protection often 
leads to uneconomic use of resources clearly was in the heads of the Bank 
officials with whom we talked. Similarly, there appeared to be widespread 
adherence to the proposition that an export-oriented development strategy 
was an attractive alternative to excessive import-substitution policies for 
countries to consider. Both of these notions seemed to be mentally connected 
with the view that decision makers did face a choice of techniques , that the 
highly capital-intensive techniques of U.S. manufacturing were often uneco
nomic in the context of less developed countries, but that uneconomically 
rigged factor markets and import protection regimes often encouraged and 
supported unnecessarily capital-intensive investments. 

In their statements about the kind of research that they found 
useful , and not so useful, Bank personnel tended to laud studies which pro
vided data, or examined particular institutions, let alone the whole field 
of incentive regimes. It is our conjecture that this very policy-oriented 
research may in fact have been more influential regarding decisions on par
ticular loans than the more general analyses done by Bank researchers . How
ever, it is the provision of the more sweeping ideas that has influenced 
the way Bank officials view appropriate economic development policies and 
set their positions in bargaining with LDC officials. 

We feel in an even weaker position to judge the impact of Bank 
research on policy making in the developing countries . A real impact could 
be recognized with regard to the studies on incentives and domestic resource 
costs in industrial and agricultural activities. For the other projects, we 
would conjecture tha t all of our remarks above obtain. Where the research 
done at the Bank has had influence, we suspect this has been largely through 
affecting the general climate of thinking, and through its effects on dia
logue between the Bank and government officials of developing countries. But 
we were unable t o acquire much direct confirmation of these conjectures . On 
the other hand, we noticed that some shifts in Bank policy thinking (as the 
growing interest in the "basic needs" approach) have not (yet) influenced 
research either. 



- 27 -

Research projects at the Bank have differed significantly in the 
extent to which they have contributed to the building up of research capabil
ities in the less developed countries. 1bere has been very little effort 
to work with research institutions in these countries specifically with the 
purpose of helping these to develop. Our conversations with researchers at 
the Bank indicate a considerable reluctance to do this, on the grounds that 
it is very difficult, and would tend to interfere with the task of getting 
on with the research. Some of the Bank's projects have been done almost 
exclusively in-house, and have not involved LDC researchers at all. But 
a number of the projects, particularly those involving primary data collec
tion in developing countries, or case studies of particular industries or 
policies, have involved researchers in the countries concerned. 1bese proj
ects, therefore, have helped to bring these researchers into the mainstream 
of development research, and to establish or reinforce contacts with the 
scholars at the Bank. 

1bough we have no way of assessing the overall importance of the 
contributions to the growth of research capabilities in developing countries 
due to the participation of local scholars and research institutions in com
pleted or ongoing Bank projects, we found some cases in which further research 
was stimulated in the countries concerned. Generally speaking, the Bank pol
icy of working with researchers and institutions of developing countries 
should also be recognized as a means of enhancing the research capabilities 
in this part of the world. 

Our relative assessments of the research projects that have been 
undertaken by the Bank in the industry and trade field suggest two strong 
correlates of research quality. One is strong interest and leadership by 
a senior researcher on the Bank staff; by and large, Bank research has not 
been particularly successful when it has been farmed out to consultants. 1be 
second is a confluence of strong conceptual or methodological elements in the 
project and a set of broadly but clearly defined questions. In general, we 
have not been impressed with the success of Bank projects that have been 
motivated largely by either "pure" interests devoid of clear-cut connections 
with important policy questions, or a particular policy interest involving 
little analytical structuring. 

We recognize that the Bank's research portfolio should contain a 
diverse mix of projects, involving different degrees of farming out. We 
would point out, however, to the fact that quite detailed attention and 
involvement of first-rate senior Bank researchers in a project has in the 
past been almost a pre-requisite for research success. We also recognize 
that in the pulling and tugging between the intellectual interests of the 
research staff and the more applied interests of Bank operating officials 
the outcome should be a spectrum of projects ranging from relatively basic 
to quite applied. But we propose that the Bank's research successes in the 
past have not been at the extremes of that spectrum, but rather on projects 
where intellectual interests and policy concerns in terms of issues and usable 
methodologies have come together. As research in the industry and trade field 
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was mainly applied rather than "pure", policy recommendations made by the Bank 
to governments in developing countries were consistent with the most recent 
body of knowledge generated in this area . 

C. Future Research Priorities 

We have argued in Chapter I that the choice of future research prior
ities has to be based both on the development strategies actually pursued by 
member countries and on some assumptions ("vision") about what are the most 
important forces and mechanisms of economic development in these countries. 
The diversity of the economic institutions and policies of member countries, 
and of the views about the development process, suggests a rather "pluralis
tic" research program for the Bank. 

We have suggested four general principles, or motives, for Bank 
research: 

(a) To contribute to the fund of research knowledge in the 
world about the development process; a "comparative 
advantage approach" is then appropriate. 

(b) To improve upon the research knowledge that is needed 
for Bank operations and policies; a "residual supply 
of research approach" is then appropriate . 

(c) To create externalities within the Bank for its opera
tional and policy formulating staff in generating a 
more analytical view of the problems and an increased 
level of "sophistication." 

(d) To help generate research knowledge and research 
capacity in the LDCs . 

This means that recommendations regarding futur~ research priori
ties must rest on subjective judgments regarding a number of matters, in
cluding the importance of different kinds of research in enhancing general 
understanding of development processes, the comparative advantage of the 
Bank in different kinds of research, Bank needs and LDC needs for certain 
kinds of studies to enhance their decision-making ability , the kind of re
search that is likely to attract and hold excellent scholars at the Bank, 
and the kind of research most amenable to cooperative endeavors between the 
Bank and LDC institutions. 

As we have seen in Chapter I, the different principles suggest 
somewhat different priorities, strategies and procedures of research within 
the Bank. However, in reality, it is not advisable to choose one of them but 
rather to make compromises between them. If we would emphasize some aspects 
of such a compromise more than others, we would suggest that research is con
centrated in fields where : 
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(a) knowledge is particularly strongly needed for 
Bank lending and policy advising; 

(b) the Bank in its operations acquires research com
petence that is unique; 

(c) a strong research organization and a system of 
follow-up research, mainly in the case of large 
projects, are required. 

A basic requirement in all three cases is that the Bank have, or be able to 
hire, highly competent researchers. 

Appendix I presents rather detailed views about the kinds of research 
that, according to our view, ought to be cut back and the kinds that ought to 
be augmented, for each of the six broad fields of evaluation. Here we attempt 
only a general statement of research priorities. It may be useful to consider 
first the possibilities of freeing research resources from previous research 
areas, and thereafter to consider areas into which we recommend the Bank to 
put more resources. 

We think that there are certain lines of research at the Bank which 
in the past have been forceful and productive, but which now are running into 
diminishing returns. These include such traditional and successful Bank 
research fields as research on rates of effective protection or subsidy, and 
on patterns of growth and development. In both of these fields Bank research 
has broken new ground, but the ground is now well broken. 

In the case of research on trade policy incentives, it is reasonable 
to argue that the research phase is now largely over, and that what remains 
to be done are further applications - by including more countries, and by 
updating previous calculations. However, the resources for these activities 
should, in our judgment, not be taken from the research budget, but either 
from the budget for operations and policy formation of the Bank, or from a 
special (separate) budget to be allocated to the regions and the other oper
ating units for application of research after the "pure" research phase is 
over. Otherwise the suggested research units for application would perhaps 
not be able to shield their resources from the demand of operational work. 

Similarly, while Bank research on patterns and sources of growth, 
based on regression and input-output analysis, has been useful and illumi
nating, it is unlikely that much new will be learned from doing more of 
these studies, or from doing them in a slightly different and more sophis
ticated way. Thus, the studies of patterns and sources of growth are also 
mainly completed, or near completion. However, it is not clear whether these 
studies lend themselves to application for the use by operational staff; the 
studies have perhaps mainly served to improve rather general knowledge about 
the development process. 
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We also propose that Bank research exploring the range of technical 
choice and opportunities for capital-labor substitution has run into diminish
ing returns. 'The basic points have been well documented. It is unlikely that 
doing more studies would add much to the ability to persuade people that in 
fact the range of choice is quite wide , and that it matters what choices are 
made. 'The Bank lending departments need to be able to do these kinds of 
studies themselves in the context of exploration of the range of choices 
available for particular investment programs they are contemplating , and 
to educate and persuade borrowing governments or governmental agencies about 
the range of choice. We propose that this body of work, like the work on 
effective protection rates, should be moved out of research and moved into 
applications. 

We have the same judgment regarding Bank research on industry in
vestment programming for process industries, though some "software" dE;velop
ment is necessary to make applications more routinized . What is needed now 
is for the operating departments to develop the capability to work with the 
models; moreover, extension services for application to practitioners outside 
the Bank are also required, since this type of study will generally be under
taken in the LDCs. 

In the case of both labor-capital substitution and process indus
try programming, the work on applications should probably not be done in the 
regions but rather in some more centrally located unit in the Bank - consid
ering the size and complexity of analysis of this type. 

The Panel is somewhat divided regarding whether or not the Bank 
should cut back on its research on programming models for non-process indus
tries, and economy- wide models based on a computable general equilibrium 
framework. We recognize that professional research on quantitative general 
equilibrium analysis and modelling is proceeding at many institutions around 
the world and that it is considered a challenging and potentially rewarding 
field of activity. Most of us doubt that these bodies of research will con
tribute much directly to understanding relevant to policy-making . We believe 
that an understanding of the development process requires mainly other types 
of knowledge than is likely to be acquired by these projects . 'Thus, the 
majority of us are rather skeptical about the fruitfulness of this type of 
research, relative to some other fields. 

It may be useful if we spelled out the grounds for our skepticism. 
General equilibrium models have obvious and important attractions as instru
ments of economy-wide economic analysis. They have the advantage of making 
explicit the interconnections among economic activities, the complex and not 
always immediately obvious relations between prices and quantities, and the 
economy-wide impact of policies that work through the price system. But asso
ciated with these advantages, the l a rge-scale general equilibrium models have 
two disadvantages, which, in the view of this Panel, weigh heavily against 
them. 
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One is that these models tend to be so complex that the mechanisms 
which they describe are difficult to evaluate and modify in the light of 
knowledge about what the model leaves out or oversimplifies while the addi
tional insight gained by more complexity is often not worth the effort. 
Second, the equilibrium character of these models makes it very difficult 
to deal with the fact and the consequences of technical and institutional 
changes which, we believe, are the prime driving forces in economic devel
opment. 'lllese changes can be built into the model, but only in a rather 
mechanical way. Our concern is that economic development is an inherently 
dynamic process with constantly changing structures and this is basically 
what these models tend to repress. 

We recognize that not all economists share our views on these 
matters. We also believe it important that the Bank keep up with new trends 
in development economics, and the use of computable general equilibrium models 
may be such a trend . Also some of the Bank's most highly trained economists 
are interested in this work. Tilese arguments make some of the Panel reluc
tant to urge that the Bank withdraw from the field, and willing to urge con
tinuing support of a low cost effort. But the Panel is unanimous that the 
most important research topics lie elsewhere. 

We think there are several broad fields of research to which the 
Bank should allocate more resources. These include, first, a set of topics 
related to exports of the LDCs, evolving patterns of international trade, and 
policies of LDCs that reflect trade opportunities and constraints. Second, 
a set of topics concerned with economic institutions and domestic economic 
policies that facilitates or deters development. 'lllird, research relating 
to adoption of technology, innovation, and technical change in developing 
countries. 

Topics Related to Trade 

Over the years the Bank has built up a comparative advantage in 
research relating to LDC trade patterns and policies. Research in these 
fields has contributed importantly to policy thinking within the Bank, and 
has been sensitive to policy questions, thus also meeting the "residual 
supplier" criterion. 'Ille research that we recommend below represents con
tinuation and strengthening of work now under way at the Bank and we hope 
that present staff constraints in this field can be relieved soon . 

We believe that Bank research on export promotion policies and mar 
ket access should be continued and expanded. We think particular emphasis 
should be placed on studying evolving trade patterns, with special focus on 
inter-LDC trade. Productive areas of research include cost-benefit analyses 
of inter- regional trade in the framework of preferential agreements, an eval
uation of different avenues of economic integration as well as an assessment 
of the prospects for such an integration, and the effects of common financial 
institutions on investment patterns. Studies in this field should not be con
fined to regional arrangements, but should also analyze in depth inter-LDC 
trade that takes place independently of such agreements. 
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We a lso feel that there is a need for a more systematic differen
tiation among LDCs with regard to industrial growth paths, trade patterns 
and policies to support them. Developing countries can be grouped in those 
tha t are rich in natural resources, those that are just beginning their 
i ndustrialization, and those that are still extremely poor and have not 
yet started to develop manufacturing activities. An alternative distinc
t i on could be made between countries rich in mineral resources, those with 
substanti al agricultural resources and low population density, and mineral
poor countries that are densely populated. 'lllese groups of countries are 
charact erized by significant differences in terms of domestic saving poten
tial, l abor skills, entrepreneurship, economic structure, export orientation, 
the role of direct foreign investment, etc . 'llle development model of semi
industrial economics in Latin America and East Asia, extensively studied in 
the past, does not cover the wide range of issues that the "late starting" 
LDCs must face. By analyzing them in depth, and evaluating their trade 
opportunities, country and sector work in the Bank will obtain firmer oper
ational guidance. In this connection, the research should also provide 
insight into the prospects of these "late starters" for self- sustained eco
nomic growth and successful integration in the world economy . It should 
a lso assess the (potential) advantages and disadvantages of pursuing the 
"basic needs" approach combined with a strategy of (total or selective) 
"delinking" from the international economic system, as forcefully advocated 
for in some respectable quarters. 

We have also seriously considered the idea that the Bank should 
launch a major research effort to the question of adjustment mechanisms 
to reallocate resources in the developed countries in response to changes 
in technologies, preferences and comparative advantages in the world economy. 
A main reason for such a research effort would be that one of the main things 
the developed countries could do for the LDCs is to adjust their own economies 
to the export efforts of the LDCs, i.e., to provide access to markets for these 
exports. However, we believe that the developed countries should do this type 
of research themselves. Our recommendation on this issue is therefore that 
the World Bank strongly advise the developed countries to give high priority 
to research on reallocation of resources and adjustment pplicies in the devel
oped countries, rather than the World Bank moving heavily into that area in 
i ts own r esearch. 

Topics Related to Internal Policies and Institutions 

As with research on LDC trade, the World Bank over the years has 
been a leading institution doing research on the dist ortions to economic 
allocation and deterrence to economic efficiency associated with protection 
of domestic industry from external competition. We believe the time is now 
ripe for the Bank to shift the focus from the economic effects of tariff pol
icies to more general consideration of how policies and institutions influence 
resource allocation and efficiency within a country. We propose that such 
research fruitfully can exploit the comparative advantage of the Bank in 
doing comparative country studies. 
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Earlier work on capital utilization and capital-labor substitution 
led to a recognition that factor market conditions played an important role 
in influencing choices. In turn, labor and capital markets are strongly in
fluenced by a variety of government policies. 'lllese policies, for example, 
labor legislation, and policies imbedded in financial institutions, warrant 
considerable study on a comparative basis. 

We think the Bank should venture into the study of industrial 
organization in LDCs and exploration of the effect of different kinds of 
policies on organizations and on economic performance. Many LDCs engage in 
price control activities, and other forms of price and input regulation. It 
would be fruitful, we believe, to examine the effects of regulation in devel
oped countries. Bank research on small-scale enterprise is evolving to con
sider the effects of controlled markets and imperfect markets more generally 
on the viability of small firms. We endorse research in this field and sug
gest considerable efforts be made to apply best available methodologies and 
to try to improve these. We think it would be fruitful to study more gener
ally whether it is economies of scale or market imperfections, that support 
the monopolistic or tight oligopolistic structures that mark many LDC indus
tries. 

Moreover, in many LDCs, public enterprises usually provide trans
port, power, and a variety of other public services. Many countries are also 
employing public enterprises for the production of manufactured goods, par
ticularly when significant economies of scale are involved. 'llle question of 
the relationship of public enterprise with other industries and with govern
ment pricing and incentive policies, and more general issues relating to man
agement and investment planning in public enterprises, strikes us as important 
to study, probably in a country- or industry-specific context. Ule World Bank 
has initiated some research in this field. We urge that the field be given 
quite high priority. 

Topics Related to Innovation, Entrepreneurship, and Technological Change 

Earlier we expressed our belief that economic development must be 
understood as a process involving technological advance in an essential way. 
Bank research on capital-labor substitution and appropriate technology in
creasingly is recognizing this. We recommend that the Bank explicitly and 
consciously do research on mechanisms of technology transfer, adaptation of 
technology to better fit local economic conditions, innovation in industry 
in less developed countries, and the policies and institutions that support 
and stimulate technological progressivity. 

Bank research in several different areas increasingly has come to 
recognize that choice and implementation of technologies is a much more active 
and creative process than sometimes presumed. A considerable amount of re
design, adaptation and learning often is involved in "technology transfer." 
Several recent studies have shown domestically adapted or invented tech
nologies to be playing a significant role in growth of productivity in manu
facturing industries in certain less developed countries, and to be occurring 
in exports. We think that the Bank should join more actively and provide 



- 34 -

greater support for research trying to understand and better characterize 
the nature of the processes involved. 

A number of important policy questions are at stake. For example, 
it would seem to be important to know the extent to which having a number of 
well-trained engineers in a company facilitates their choice of techniques, 
adaptation, and innovation. One can go on to probe regarding the kind of 
training that effective engineers have had, and to ask whether this is the 
kind of training that is offered by the country's engineering schools. 

It is important to gain a better understanding of what kinds of 
firms are adapting and innovating most successfully. Do they tend to be 
small, medium size or large? Do small innovative firms tend to grow larger? 
Are there differences between domestically owned firms and subsidiaries of 
foreign corporations? Between private and public firms? We think it of 
high priority that the Bank begin to study these questions. 

Among the important policy and institutional topics for study, 
examination of a set of issues relating to entrepreneurship strikes the 
Panel as particularly important. 'lllis is not only a field of industrial 
organization - including issues such as market structure , types of competi
tion, and the supply of equity capital - but also a sociological problem 
concerning attitudes to entrepreneurship in society. 

To summarize our recommendations about future research priori
ties, we think that the three broad areas described above - international 
trade patterns and inter-LDC trade; studies of factor market distortions, 
policies and institutions (comparative studies); and study of entrepreneur
ship and processes of adaptation and innovation - delineate the broad areas 
to which the Bank should be allocating more of its research resources. 

If the Bank does decide to increase significantly its research 
efforts in certain new fields, our observations about the kinds of research 
that the Bank has done well or poorly in the past might be kept in mind. 'llle 
projects chosen should involve a blend of analytical and policy questions . 
And there must be a senior researcher at the Bank knowledgeable about and 
interested in the research. Some of the new departures we suggest represent 
natural evolution of the research and interests of researchers currently at 
the Bank. But we believe that to design and carry out the research well, the 
Bank is going to need some new research talent with skills currently not well 
represented at the Bank. We recommend strongly that the Bank hire some first
rate r esearchers with experience in analyzing questions of industrial organi
zation and technical advance . Where senior Bank researchers are moving into 
these newer fields, additional appointments could be of more junior research
ers . But we suspect some new senior appointments would be very helpful . 

To facilitate the design of some of the new projects, the Bank might 
consider establishing groups of consultants to discuss with Bank researchers 
the existing state of research in fields that the Bank is entering, to help 
identify promising research opportunities and methodologies. But, while such 
consultative g roups can help the Bank get into a field, over the long run 
there is no substitute f or strong i n-house talent. 
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To avoid that research in the new fields that are recommended here 
ends up with descriptions of institutions and policies that do not lead to 
generalizations, we would recommend new research departures with a wide rele
vance, promising reproducibility of the results. 

Even though we have suggested that some research areas are now 
mature for application, that others should perhaps be phased out (though 
first brought to completion in the most promising cases), and finally that 
other types of research should not be "moved into", it is obvious that our 
suggestions would require a somewhat larger research budget in the field of 
industry and trade. However, we believe that this would wor t hwhile for the 
Bank, considering how important it is that the Bank has the highest possible 
competence in the field of its activities, among which operations related to 
indus trialization and trade are prominent. It is, we believe, the competence 
of the Bank, rather than its lending volume , that will count for its contribu
tion to the economies of the less developed countries. 

Against this background, it is not unreasonable to increase the 
number of scholars of the Bank in this field with at least a handful (approx
imately five) , highly competent persons. TI-iis is, in fact, a prerequisite 
for shifting research to the areas that in our opinion should be given higher 
priority in the future than in the past. It will, of course, be the number 
of new researchers and the scale of additional resources made available to 
them which determines the number of new research areas that should be entered. 
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INDIVIDUAL FIELD EVALUATIONS AND PROPOSALS 

I.l Incentive Policies and Economic Integration 

Juergen Donges 

The following evaluation is based on a sample of five RPO projects: 
(i) RPO 670-01, Development Strategies in Semi-Industrial Countries (directed 
by Bela Balassa); (ii) RPO 670-22, Economies of Scale and Tariff Levels (Garry 
Pursell); (iii) RPO 670-87, Industrial Policies and Economic Integration in 
West Africa (directed by Bela Balassa); (iv) RPO 671-10, Promotion of Nontradi
tional Exports (staff member responsible: David Greene); (v) 671-75, Inter
national Trade Policy for the Development of Bangladesh (staff member respon
sible: C. Jayarajah). Four additional non-RPO projects (three by Balassa, 
one by Stephen Guisinger) will be referred to where appropriate. Seven out 
of the nine projects under review have been completed - successfully as will 
be shown below. RPO 671-75 is to be completed by November 1979, whereas 
RPO 670-22 has never produced a final report. 

Most projects deal with the role of incentive systems in economic 
development, from both a theoretical and an empirical standpoint. They 
examine primarily alternative forms of import protection, export promotion 
and economic integration, and they analyze the effects of these measures 
on the allocation of resources, the balance of payments, the generation of 
employment, and the overall growth in developing countries. Moreover, there 
have been attempts to evaluate incentives on a firm-by-firm basis and to 
appraise the impact of protection at the level of individual investment proj
ects. 

In view of the widespread belief among policy makers in many LDCs 
that their economies cannot develop (i.e. industrialize) without direct gov
errnnent interference in the market mechanism, the focus of these projects 
is essentially applied. Not only could the findings, if accurately substan
tiated, provide the government officials of LDCs with guidelines for apprais
ing the allocative, growth, distributional, and balance-of-payments impact 
of the incentive regimes, and for reforming them where necessary, but the 
studies could also strengthen the ability of the Bank's operational depart
ments to assess both the economic feasibility of individual investment proj
ects and the overall effects of the economic policies pursued in LDCs. Most 
of the studies under review meet these objectives. 

Project Review 

From both an operational and a policy-making point of view, the 
main contribution in the field under review is the project on Development 
Strategies in Semi-Industrial Countries (henceforth "Strategies"), by which 
the World Bank has continued and deepened its research on (trade) incentives; 
work in this area has been closely connected with the Bank's main policy 
interests since 1967. The "Strategies" project started in mid-1971 and was 
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completed, with a formidable volume of over 1,200 (double-spaced) pages and 
tables, in mid-1978. Its purpose was to quantify and analyze relative incen
tives provided to import substitution and export expansion in countries that 
have already established a relatively diversified manufacturing sector and 
that are pursuing different development strategies. 

For the sake of comparability, the project concentrated on six 
countries at a similar level of industrial development: Argentina, Colombia, 
Israel, Korea, Singapore, and Taiwan . Argentina and Singapore are relatively 
new to the group of countries studied in this field, which is an important 
aspect in itself, because they represent the two extremes of economic policy 
shaping: highly interventionistic in one case, and strongly market-oriented 
in the other. The six country studies followed up prior methodological and 
empirical research done in and outside the Bank, and so did the comparative 
analysis of the experience of the six. On the whole, the policy conclusions 
and recommendations rest upon firm theoretical foundations and a sound factual 
basis. 

The methodological framework underlying this project is the effec
tive protection concept. It has been extended to include export subsidies 
as well as credit and tax preferences, in addition to import tariffs and 
quotas. By doing this, f ortunately at a reasonable level of sector disaggre
gation, the "Strategies" project has increased the knowledge inside and out
side the Bank about the effects of incentive regimes . This study is an 
example of how analytical tools, which have proved useful in earlier analyses, 
can be improved in theoretical and computational terms . It is particularly 
noteworthy that, unlike many other studies in this field, a great effort has 
been made to collect comparative price data. Only price comparisons between 
domest i c production and import values make it possible to calculate overall 
effective protection (i.e. including non-tariff measures) and to identify 
the degree of tariff redundancy, which often exists. 

That the analysis in the "Strategies" project has been carried out 
in a partial equilibrium framework does not reduce its practical relevance, 
provided the estimates are taken as orders of magnitude and their economic 
implications are interpreted in a comparative way rather than in isolation. 
General equilibrium models tend to have a rather limited explanatory power, 
let alone their high sensitivity to the parameter specifications . 

What could have been wished from the user's point of view, however, 
is either that the country studies had been completed earlier or that the 
quantitative estimates had been more up to date. F.arlier completion of the 
project - originally planned for the second half of FY73 - was outside the 
realm of possibility as various researchers were unexpectedly absorbed again 
and again by other duties in their own countries . 'Illus, the delay has to be 
interpreted as the price to be paid for embarking on large cooperative ven
tures amongst Bank's researchers and external economists; the "price" has 
been kept as low as possible, however, by circulating draft versions of var
ious chapters well ahead of the project's completion . 
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With regard to an updating of the results, one should remember that 
the quantification of the incentive measures refers to a single year in the 
end-sixties. While this helps to understand the past economic performance 
of the countries under study and to assess cross-section indicators of com
parative advantage, most sample countries have changed these measures, espe
cially those related to the foreign sector, significantly since then. Had 
the "Strategies" project included these changes in the analysis, its results 
would have become even more significant than they are in any case. Of course, 
we are aware of the practical difficulties in keeping current a comprehensive 
analysis such as this one; it probably would have required a full-scale re
estimation of the effective rates of incentives. We nevertheless think that 
there is a need for the Bank, when applying this research, to bring the results 
up-to-date. The Bank is, as compared to academic institutions, in a favorable 
position to make such an effort; it has the staff and it can try to collect at 
least part of the required information through the economic missions that regu
larly review the LDCs. We were told, however, that many such missions have 
attempted to collect these data, but that this effort has not contributed sig
nificantly to regular updating. In such circumstances the Bank should encour
age competent organizations within the countries concerned to do this work. 

'llle message of the research on incentive schemes is that, whenever 
LDCs want to industrialize and think that this objective requires government 
assistance, they should promote rather than protect industries. This implies, 
for instance, that import substitution should and could be achieved without 
discriminating against exports, particularly nontraditional manufactured 
exports, as is so often the case in reality. Neutrality between production 
for domestic sales and for exports is in the interest of LDCs because, as the 
"Strategies" research shows, it will result in faster growth, more employment 
creation and higher levels of efficiency than when industrialization is aided 
only in relation to the home market. 

These are conclusions that can be used immediately by the opera
tional staff. We were told that this work has been found quite helpful, 
particularly so by the country economists in the Regional Departments and 
by the IDF and IFC staff; skepticism with regard to the usefulness of this 
type of research prevails within the IPD staff, which has little to do with 
incentive systems, however. 

It should also be noted that researchers from the countries con
cerned have been involved in the "Strategies" project to a large extent. 
This has in itself created some problems, in terms of time schedules as 
well as diversity of contents. But it has also contributed to stimulating 
policy-oriented research in the countries themselves, which otherwise would 
not have been undertaken and, more important for Bank purpose, it has influ
enced policy decisions in these countries. Argentina is one case in point. 
The quantification, for the first time, of effective rates of protection 
(taking 1969 as the base year) has influenced significantly the current 
thinking of the government in the direction of decreasing the high average 
level of protection, of narrowing the dispersion of the effective rates of 
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protection and of encouraging, by means of financial incentives, those indus
tries that have, or could develop, international competitiveness. Furthermore, 
one of the authors of the chapter on Argentina of the "Strategies" project has 
recently followed up the earlier findings, taking 1977 as the year for calcu
lating effective rates of protection. We have also found for Colombia and 
Israel a growing amount of research resources devoted to the empirical analy
sis of trade policy issues, as a follow-up to the "Strategies" project. In 
Korea, Singapore, and Taiwan, where the authors have moved into prominent 
governmental positions, economic policy making takes into account the recom
mendations that were formulated in the "Strategies" study. Thus, this work 
has contributed, directly and indirectly, to promoting applied research in 
the Bank's member countries, which we have suggested in Chapter I as being 
one of the major principles for guiding Bank research. 

Studies of this type are not only worthwhile because they may assist 
in shaping more rational incentive policies in the countries concerned. They 
are also important for the lessons they can provide for many other LDCs at 
lower stages of economic development. As one can never take for granted, 
however, that these lessons will be absorbed by those other countries, it is 
always helpful to extend the regional coverage of the research on incentives. 
The project on Industrial Policies and Economic Integration in West Africa 
was a useful extension of Bank research in this field. Its purpose was to 
appraise the potential of, and obstacles to, industrial development and eco
nomic growth in small, primary-producing countries under alternative policies, 
including expansion of intraregional trade. 

Four countries were chosen for analysis: Ghana, the Ivory Coast, 
Mali, and Senegal. They differ from those studied in the "Strategies" proj
ect in that they are less developed and have not yet established a diversi
fied industrial base. The incentive systems of these countries have been 
analyzed with regard to their impact on import-substituting industrializa
tion within each country, increased intraregional trade, and expansion of 
exports to third countries; furthermore, the structure of (long-term) com
parative advantages of these countries, in both agricultural and industrial 
activities, has been evaluated. 

In measuring the incentives, basically the same methodology was 
applied as in the "Strategies" project. However, the structure of effective 
rates of protection and subsidy does not reflect accurately the comparative 
advantage or disadvantage of particular activities since it is calculated 
ex post and on the basis of market prices rather than shadow prices. For 
this reason, the project has rightly applied the domestic-resource-cost con
cept as well as estimates of the cost-benefit ratio for foreign capital in 
measuring comparative advantages--using, as in the calculation of incentives, 
firm level data. 

While the findings provide a clear indication as to substantial in
centive-generated distortions and a great diversity in the domestic resource 
costs of foreign exchange, they should be taken as reflecting orders of magni
tude rather than exact quantification. As the authors themselves admit, the 
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data are not completely reliable in all cases and the estimation of shadow 
prices, particularly of the shadow exchange rate, always involves some uncer
tainty. 1he sensitivity of the ranking of activities in domestic resource 
costs to the shadow price assumptions has been tested in the studies on 
Ghana and the Ivory Coast; such alternative estimates are still to be done 
for Mali and Senegal. 

Research undertaken in this project, as with the "Strategies" proj
ect, met the Bank's immediate operational needs. Indicative of this is the 
fact that the project was carried out in close cooperation with the Western 
Africa Regional Office and with support from the Industrial Projects Depart

.ment (of CPS). 1he operational staff found the methodology, the empirical 
results, and the policy recommendation(s) useful in evaluating government 
policies and programs in that area. Recently, the regional office has even 
undertaken the initiative to follow up the research of this project by study
ing the effects of trade and other incentive policies on resource allocation 
in Cameroon (which is the dominant member of the Union Douaniere et Economique 
de l'Afrique Centrale). And the Agricultural and Rural Development Department 
(of CPS) is now sponsoring a comparative study on the economic effects of price 
intervention in agriculture. 1he West Africa research project has also influ
enced policy making in the countries concerned. For instance, the analysis of 
Senegal has led to the preparation of a tariff and tax reform; and the Nigerian 
Government has invited and financed a special World Bank mission to obtain 
guidance on the costs and benefits of a revised system of incentives, using 
the same methodology as in the West Africa project. 

Operational guidance with regard to an Asian nonindustrial country 
is expected from the ongoing project on International Trade Policy for the 
Development of Bangladesh, which has been initiated by the South Asia Regional 
Office. 1his project may be considered as a country application of the effec
tive protection-domestic-resource-cost methodology. 

It aims at three objectives, according to the project proposal: 
(i) to assess the structure and functioning of factor and product markets 
with a view to identifying relative resource scarcities at present and in 
five years from now; (ii) to determine the structure of comparative advan
tages for existing agricultural and industrial activities as well as for new 
industries that might be established in the future; (iii) to design a trade 
policy, properly synchronized with domestic incentives measures, conducive 
to a removal of the balance-of-payments constraint to Bangladesh's economic 
development by encouraging investment in activities in which the country has, 
or can develop, a comparative advantage. 

Doubtlessly, these are important subjects. Whether or not the analy
sis can be conducted at a high rigor will crucially depend on data availabil
ity. 1he project proposed displays much optimism in this regard, but there is 
a risk that difficulties in collecting the needed information can become enor
mous. 1hat the execution of the project involves researchers from Bangladeshi 
institutions might facilitate the access to existing, though unpublished, data. 
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But the real problem i s that the existing stock of statistical informati on in 
Bangladesh is far from being sufficient to measure shadow pr ices , quan t ify 
incentives, nnd calculate domestic resource costs. 1here will be great need 
for additional data collec tion by the researchers themselves. One should 
therefore not be surprised if the research leads to a narrower range of per
missible conclusions than is expected, or if its completion will be del ayed . 

The internal needs of the Bank relating to incentive polici es do 
not exhaust themselves with country reviews. As a lending institution, i t 
should also have a great interest in knowing the degree to which both t he 
financial and economic profitability of individual investment projects are 
influenced by trade policies. In this respect, the non- RPO study on Indus
trial Protection in IFC Projects, assigned to a research consultant , coul d 
be useful--and has in fact been considered helpful by an inter nal eval ua
tion report. 

Nine IFC past investment projects were selected. 1hey are indus
trial in character and loca ted in Brazil, Colombia, Iran, Nigeria , and 
Pakistan (one each) as well as in Ethiopia and India (two each). Basically 
the same conceptual framework as in the "Strategies " project referred to 
above was used to examine empirically the relationship between levels of 
protection afforded to these projects and their economic and market rates 
of r eturn (re lated to all assets). It is emphasized that the standar d meas
ures of effec tive rates of protection do not provide all the informat ion 
required for making decisions at the project level. 1hose measures are 
inherent l y static and they are sensitive to the exchange rate used to con
vert foreign i nto domestic values . Judgment about the overall financial 
profita bili t y of a ne w investment should also take into account the pattern 
of procection ( and other incentives) over its lifetime. 1his can be accom
plished, in the opinion of the researcher, by means of supplementing the 
current IFC technique for appraising the protection aspects of new invest
ments (the 25-percent guideline on nominal protection) with a benchmar k that 
indicates the extent to which, in a protection environment , the market rate 
of return may exceed the economic rate of return without reducing the eco
nomic net benefits of the investment to an unacceptable level (a SO-percent 
guideline is suggested). 

This is an interesting suggestion , as has been recognized as such 
in the corresponding offices (including the IFC itself) . We have to mention, 
however, tha t the application of the approach suggested may encounter serious 
data problems. The "Strategies" project shows how difficult it is to obtain 
adequate data for making price comparisons for past periods. It might prove 
even more difficult to make such a comparison for a period of years in the 
future, as required ideally in appraising investments under systems of protec
tion. 

These caveats notwithstanding, this project is an example of resear ch 
that can probably be undertaken only in an institution like the Bank with a 
reasonable chance of success. Researchers in academic institutions f r equently 
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are reluctant to embark on large data collection activities, which are regarded 
as not adding much to professional reputation. And in a purely academic en
vironment they may not work hard enough on the methodology of project appraisal 
because they do not perceive this issue as crucial as researchers closely con
nected with an operational staff might do. In fact, literature on project 
appraisal shows that much of the pioneering work has been done by senior 
researchers under the sponsorship of international organizations involved 
in this field. 

In estimating the efficiency effects of trade policies, the proj
ects reviewed hitherto were mainly concerned with the allocation of resources 
within the economy. But protection not only permits domestic production that 
would not be able to compete with imports in a free-trade situation (allocative 
inefficiency), but also permits poor performance in the protected industries, 
which would improve if necessary for survival in a competitive environment 
(X-inefficiency). Comparison of these types of protection-induced ineffi
ciencies and an assessment of the relative importance of the two is proper 
indeed. The small project on Economies of Scale and Tariff Levels was sup
posed to study this subject explicitly, taking Colombia, Indonesia, and the 
Ivory Coast as case studies. 

The research has yielded a first conceptual draft containing a priori 
propositions about the X-efficiency consequences of import protection. There 
is also a first draft available for the case study on the Ivory Coast (includ
ing five industry analyses) and, as a by-product, a case study on Iran (with 
three industry analyses). The project was, however, never completed: the 
access to data proved to be much more difficult than anticipated; in the case 
of Indonesia there was no progress at all. The Colombian consultants to whom 
the Colombian study was connnissioned reportedly did not have the experience 
and capability for doing good work in this field, while the responsible re
searcher in the Bank was absorbed by other duties. In retrospect, the proj
ect, although reporting some interesting empirical findings that are not 
available elsewhere, must be considered as a failure. 

The project on Promotion of Nontraditional Exports is, by comparison, 
more descriptive. Carried out in cooperation with the UN Economic Commission 
for Latin America, the project aimed at evaluating export expansion policies, 
with particular reference to Argentina, Brazil, Colombia, and Mexico. For 
greater comparability, the project was extended to include also the experience 
of non-Latin American countries, namely India, Israel, Korea, and Yugoslavia . 
The initiative was taken by the Latin America and the Caribbean Regional 
Office. 

In general, the country studies have surveyed the existing stock of 
knowledge in this field , rather than increasing it through new empirical in
vestigations . Their significance for policy making is, however, great. It 
is shown that the economic policies of developing countries have a substantial 
impact on the evolution of new manufactured exports, and in this regard this 
project has complemented the "Strategies" one. It is an example of how Bank 
research findings relating to incentive policies can be diffused among both 
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the Bank's operational staff and local researchers as well as government 
officials in developing countries; dissemination could have been even wider, 
had the results of this work been published not only in Spanish but also in 
English. 

General Evaluation 

The studies on incentive policies and economic integration which have 
been completed so far show five distinct features: 

(a) One is the high professional quality of the work . 'Th.is 
has allowed various authors to have already published 
part of the research results in highly reputable journals 
(see Annex II), and thereby to contribute to the effec
tive dissemination of the findings. 

(b) Second, in most of the cases the authors have made a 
substantial effort to improve the methodology for 
policy analysis and investment appraisal . The Bank's 
research so far has been to a large extent creative 
rather than imitative . 

(c) Third, the applied component of the research has been 
generally complementary to the research in the field 
undertaken elsewhere (UN organizations, OECD, academic 
research institutions). TI1ere has been, however, some 
overlapping with regard to the LDCs chosen for analysis, 
which is perhaps a reflection of the uneven distribution 
of useful statistical data among LDCs. 

(d) Fourth, the studies have been designed with a view to 
responding to important needs of the Bank's operational 
departments. 'Ole research was empirically oriented, 
which is of paramount importance if soundly based 
policy prescriptions are to be achieved. In fact, 
the operational staff is to a large extent convinced 
of the relevance of this research, and has expressed 
this by applying the findings of the research in 
country economic reports and policy analyses, by 
using the methodology for in-house quantifications 
of trade incentives, and by initiating additional 
research in this area. 

(e) And, fifth, a great deal of the studies reviewed has 
involved participation from developing countries--in 
most cases relatively successfully. This is a signi
ficant achievement since it could help strengthen the 
role of rational choices in the political decision
making process in the countries concerned--to the 
benefit of their economic and social progress. 
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As the research in this field makes high demands for data, the Bank 
has proved to be an appropriate place for undertaking it, given its experience, 
as well as the fact that researchers from academic institutions usually do not 
have a comparable access to all information required. Furthermore, while it 
is always difficult to sell a research result to a government, the Bank was-
because of its leverage--in a good position to induce governments in develop
ing countries to draw as many benefits as possible from the flow of thinking 
coming from its research units. That research on incentive policies and 
economic integration was also undertaken by both academic research institu
tions and other international organizations should not be considered as an 
argument for not doing it at the Bank. Research inside and outside the Bank 
was complementary to a significant extent; the Bank exploited its compara-
tive advantage even more by concentrating on comparative studies. And, 
more fundamentally, advances in policy-oriented research, including its 
methodological foundations, are normally greater, the greater the competition 
among researchers--analogous to the productivity growth in an economy resulting 
from active competition in product and factor markets. 

With regard to the relationship between research and operational 
activities, one important lesson can be drawn from the studies on incentive 
policies and economic integration: while it may not always be possible to 
provide the operational staff with ready-made solutions to pressing problems, 
the overall research work in this field can contribute, and in fact has con
tributed in the past, to sensitize the country economists in the regional 
offices and to influence lending operations. Particularly, this work helped 
them to fully understand the efficiency problem at both the macro- and micro
level and to explain its implications to governments in developing countries. 
It is noteworthy that, until the early seventies, the Bank's economic and 
sector missions to developing countries used to adopt benevolent attitudes 
towards (protectionist) import-substitution policies, while they now advo
cate vigorously for fairly neutral incentive systems combined with reason
ably liberalized trade regimes and realistic exchange rates. Moreover, 
specific investment recommendations are based now more often on comparative 
advantage criteria than was the case until recently. 

As the effective protection-domestic-resource-cost methodology can 
be considered mature, and understandable to the operational staff, the past 
research under review has established the conditions for entering the applica
tion phase according to concrete demands. The preparation of other (compara
tive) studies on incentive schemes may involve, from a purely academic point 
of view, diminishing returns--a point also emphasized by the DPS staff. Yet 
many developing countries still favor policies of import substitution, main
tain high levels of effective protection, and prefer quantitative interven
tions over pricing incentives. And the Bank will presumably continue lend
ing to them. A regular analysis of the incentive policies pursued by member 
countries could increase the advisory capacity of the operational offices. 
Moreover, if incentive schemes are to be changed in order to make develop
ment policies in developing countries more effective in the medium and long 
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run, the Bank has the authority to explain this forcefully to national gov
ernments , whereas individual researchers of academic institutions, including 
those of the countries concerned, frequently lack this influence . This is 
particularly important with regard to the question of how a successful tran
sition to a more efficient incentive scheme could be made in practice. TI-le 
answer to this question, while touched upon in past work, in any case still 
requires a good amount of research. 

Areas for Future Research 

From the above it follows that Bank research for appraising incen
tive policies should not be totally discontinued, though shifted in emphasis. 

(a) To begin with, it would be desirable to investigate 
in depth the existing incentive regimes with regard 
to factor markets, the implications of these regimes 
for both the functioning of product markets and the 
changes in the structure of trade, and the avenues 
of eventual reforms. 

(b) Second, analyses of the existing or required overall 
incentive systems should be oriented towards the fol
lowing groups of countries: those rich in natural 
resources, those that are just beginning their 
industrialization, and those that have still very 
low per-capita incomes. Such studies are of interest 
for assessing these countries' prospects for self
sustained economic growth and successful integration 
into the world economy or, by contrast, the (potential) 
advantages and disadvantages of pursuing the "basic 
needs" approach combined with a strategy of (total 
or selective) "delinking" from the international 
economic system. 

(c) Third, the continuation of research on promotion and 
diversification of manufactured exports, with emphasis 
on marketing aspects and on the contributions that 
export processing zones can make, is of considerable 
importance to developing countries and to Bank policy
advisory work as well. In this connection, the rela
tionship between the emergence of export industries 
in developing countries and the implementation of 
discriminatory protectionist measures by developed 
countries should be analyzed further and then kept 
under review. Furthermore, policy changes in devel
oping countries with regard to export promotion and 
import substitution as reaction to external shocks 
should deserve some investigation. 
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(d) Fourth, and given its importance for Bank lending, 
research on future world trade patterns--with par
ticular reference to changes in export structures of 
developing countries according to their stage of devel
opment, the size of their domestic market, their endow
ment with natural resources, and skill levels in their 
active population--should be intensified. 

(e) Fifth, in view of the data intensity of research in 
these fields (including applications), it seems to 
be worthwhile to consider the establishment of a 
central data bank, particularly with information on 
world prices. 

As regards research on economic integration, there are at least 
three subjects where further research is of importance. 

(a) One would be to follow up the work on West Africa's 
integration referred to above by investigating the 
effects of the Fonds Communautaire de Developpement 
on investment patterns, the impact of the monetary 
union on the international competitiveness of indus
tries in the countries concerned, and the conse
quences of the Taxe de Cooperation Regionale for 
the structure and intensity of intraregional trade. 

(b) Second, the different avenues of economic integration 
among developing countries (i.e. regional versus 
interregional framework; mutual trade liberalization 
versus product specialization agreements; customs 
union versus free trade area) should systematically 
be analyzed, taking into account the factors that 
have contributed to the many failures of integration 
schemes in developing countries in the past. 

(c) Third, more insights into the costs and benefits of 
economic integration among developing countries 
should be provided for operational purposes. 

These are some illustrative issues that, in our view, have impor
tant applications in the Bank's advisory, financial and industrial sector 
work. Obviously, the various topics are linked together at many points. 
As staffing constraints might not allow the expansion of research into all 
areas outlined above at the same time, priorities among them should be estab
lished by the Bank's Research Steering Group according to actual and poten
tial policy and operational needs with which this Group is more familiar 
than we are. We strongly suggest, however, that once resources have been 
allocated to specific lines of investigation, the completion of the work 
should not be jeopardized by overloading the responsible researcher with 
too many duties (as was frequently the case in the past). If the in-house 
demand for policy work increases, and if this increase is not only temporary, 
we recommend that the Bank enlarges its research staff accordingly. 
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1.2 Comparative Advantage, Trade Patterns and Economic Growth 

Edmar L. Bacha 

This section addresses a set of projects on general equilibrium 
trade models, comparative advantage structures, patterns of industrial devel
opment, and sources of industrial growth. Six RPO projects plus two non-RPO 
papers by Bela Balassa are reviewed, followed by a general evaluation of the 
field and a brief discussion of possible future extensions of the research 
under review. 

Project Review 

670-07: International Model. Tilis project proposes to construct 
an international general equilibrium model for the world economy, to study 
problems of interest to developing countries , such as the consequences of 
changes in tariff rates, varying growth rates of industrial countries, and 
oil price increases . Tilere are sub-models for each of the three main devel
oping regions (Latin America , Asia and Africa), for the developed world, 
and for the oil producers . The model is based on the principles of general 
equilibrium theory, and makes extensive use of activity analysis procedures. 

The model was contracted out in September 1972, with the work being 
carried out by Victor Ginsburgh and Jean Waelbrock, both as outside consultants 
(Waelbrock was at one time a Bank staff member) . Tile project is supervised by 
Bela Balassa, and it is practically completed, although the simulation results 
are not yet available . 

The reviewer had access to two papers of a methodological nature, 
the first describing the computational algorithm and the second presenting 
the general equilibrium model of world trade. Tilese papers appear to be very 
innovative. According to the authors, "this seems to be the first successful 
computation of a general equilibrium for a large realistic model." The use 
of a General Equilibrium model also ''forces the model builder to incorporate 
only theoretically significant constraints , avoiding the ~se of the crude 
heuristics which play such a large role in development planning models . " 

But, once the theoreticians decide to come down to the real world, 
they must accept its crude rule that the test of the pudding is in the eating . 
From this perspective, a judgment on the project must be suspended until its 
empirical findings are published and its results compared with those of less 
sophisticated world models . 

670- 19: Expansion in Manufacturing for Export in Developing Coun
tries. This project proposes to analyze which industries are moving out of 
industrialized countries because of high wages and labor shortages, into 
low wage developing countries . It intends to survey export industries that 
have been transferred to Singapore, Taiwan , Korea (and possibly Mexico), as 



- 48 -

Appendix I 
Page 13 

well as to sample international firms in Japan, the U.S., and Europe, on 
their prospects for further shifts of export manufacturing operations to 
LDCs. 

The objective is to provide developing countries with information 
for planning export industries. Knowledge should be added on (i) segments 
of industry that have already moved to developing countries, (ii) manpower 
and ancillary industrial requirements, (iii) dependence on foreign partners 
for technology and marketing, and (iv) outlook for access to foreign markets 
in Japan, the U.S., and Europe. 

Jack Baranson was the staff member responsible for the project, 
for which the first contract was drawn up late in 1971. Two papers were 
written by outside consultants. One was on the migration of Japanese indus
tries to Taiwan and South Korea, and the other on the offshore activities of 
the Japanese electronics industry. The project was cut short by Baranson's 
departure from the Bank. 

An internal evaluation report is available on the two papers, con
cluding that, while they produced some useful information, they are not of 
good quality. Both papers are in fact very descriptive. One at least delivers 
its message in a readable format, while the other paper is a poorly written 
dossier, with interest only to research analysts in the electronics industry. 
The project was a failure from its inception. In view of its poor design, 
most probably it would have led nowhere even if Jack Baranson had stayed in 
the Bank. This is a pity, as the subject matter appears extremely important 
to inform the discussion on industrialization strategies in developing 
countries. 

670-79: Economic Development of East and Southeast Asia. As with 
the previous project, the objective of this one is to identify and analyze the 
industries most likely to find it advantageous to relocate their processing 
activities from Japan to East and Southeast Asian countries . 

The study was divided into two parts. The first was macroeconomic 
in nature, involving projections of the Japanese economy and of the structure 
of trade between Japan and other main regions through 1985. In the second 
part, selected industries such as textiles, electrical machinery, steel and 
miscellaneous manufactures, were studied in more detail to identify their 
changing comparative advantage within the Japanese economy. 

The project was supervised by Parvez Hasan, and carried out by the 
staff of the International Development Center of Japan (I.D.C.J.). It lasted 
from June 1973 to August 1974, when a final draft report was completed. 

This draft was not made available to the reviewer. However, a com
pletion report by Mr. Hasan says that the draft was disappointing because it 
did not provide a comprehensive or cohesive view of Japan's economic rela
tionship with East and Southeast Asia in the coming decade, which was the 
main objective of the study. Apparently, the Bank requested a revised ver
sion of the paper, but the I.D.C.J. was unable to provide it. 
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Tilis project, although producing some useful information, can also 
be considered a failure. Much was promised but only a few projection exer
cises without much interest were delivered. 

671-05: Patterns of Industrial Development . 'llle main purpose of 
this project seems to be the organization of macroeconomic industry and trade 
data banks at the World Bank. 'llle economic analysis is limited to updating 
the Chenery-Taylor regressions on patterns of industrial growth, with some 
marginal methodological improvements. 

Tile project was started in early 1976 under the responsibility of 
Vinod Prakash of the Development Economics Department. Completion was expected 
by October 1978. 

We had access to two papers by Vinod Prakash, with the second, on 
the measurement of industrial exports, being an improved version of part of 
the first one, on statistical indicators of industrial development. Alterna
tive definitions of industrial exports, commonly used by U. N. agencies and 
economic researchers, are tested. 'Ihe conclusion is that these definitions 
are not interchangeable as commonly believed. Hence, there is an urgent need 
for a standard definition of industrial exports, if the data base for country
comparative studies is to be improved. Adoption by all countries of SITC 
(Rev. 2) would permit such uniformization. 

This project seems most useful for the World Bank's work on industry 
and trade. Its conclusions should be discussed with the operational staff of 
the Bank, since apparently some statistical pitfalls are related to specific 
country procedures, which country specialists may clarify. For example, the 
discrepancy pointed out by Prakash in industrial value added as between the 
National Accounts and the Industrial Censuses in Brazil is only apparent. 
The problem is that the Brazilian Census Bureau used the concept of "value 
of industrial production", which is an intermediate concept between value of 
production and value added. 

Users' Guides to the data bank have been written, and it is hoped 
that the operational staff of the Bank will be using these files in their 
country and sector analyses. 

671-32: A Comparative Study of the Sources of Industrial Growth 
and Structural Change. TI1is project is designed to contribute to an empiri
cally based theory of industrialization which Hollis Chenery and associates 
have been building for the last 19 years. 

For each of eight countries, the sources of industrial growth and 
structural change are determined using input-output data. Determination of 
these sources starts from an accounting proposition asserting that, for any 
sector of economic activity, domestic production is equal to the sum of domes
tic intermediate and final demand plus exports minus imports . 
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Observed changes in sectoral domestic production through time are 
attributed to changes in domestic demand, exports, and import substitution, 
and "growth contributions" are computed for each of these demand components. 

Deviations of the sectoral production levels from a proportional 
expansion path (where the factor of proportionality is the growth factor of 
domestic income or aggregate value added) are also calculated. Such devia
tions from homogeneous growth are designated as "structural change". Appli
cation of formulae derived from the accounting proposition above permits the 
calculation of the "contributions to structural change'' of each of the demand 
components. 

'Ille emphasis of the analysis is placed on exports and import sub
stitution. 'Th.e purpose is an evaluation of import substitution and export 
promotion strategies from a long-term, sector-by-sector perspective, stressing 
questions of sequencing as well as problems of transition to a flexible, viable 
industrial structure. 

Parallel to the country studies, simulation exercises are developed 
to assess the relative importance of universal and country-specific influences 
in industrial structure and growth. "Normal" patterns for the relative con
tributions of each demand component to industrial growth and structural change 
are estimated from cross-country regressions. 'Th.ese "normal" or universal pat
terns are assumed to vary with per capita income, population size, and factor 
endowment of the country. Deviations from "normality" are country specific 
and hopefully may be explained by the development strategy and associated 
government policies of the country under consideration. 

'file project started in early 1976 and completion was expected by 
mid-1979. People responsible for the project include Sherman Robinson, Yuji 
Kubo, Hollis Chenery, Larry Westphal and Moises Syrquin. 

Only part of one country study (on Norway, by Bela Balassa), which 
actually antedates the research project, was made available to the reviewer. 
Three other papers were read, on the cross-country simulation study, authored 
by Chenery and Syrquin. 

'nlis project may be considered as the end-product of a twenty-year 
quest to establish an empirically based paradigm for modern industrial growth. 
It demonstrates the importance that simple ideas may have for the development 
of economic knowledge. Chenery's seminal 1960 paper consisted of little more 
than the numerical estimation of an accounting identity. However, as his 
papers for the Nobel Symposium and for the Tokyo IEA Congress (the latter 
co-authored by Syrquin) demonstrate, within a 20-year period such simple 
exercises made it possible to organize a considerable body of empirical 
knowledge regarding the nature of modern industrial growth. 
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It is unlikely that this project will achieve its ambitious initial 
aim to develop an analytical framework to articulate the connections between 
individual policy instruments, changes in industrial structure, and economic 
performance . We must wait for the final report to see how close Chenery and 
associates have come towards this goal . However, the papers reviewed are 
indicative of the high quality of the work done, including the important 
methodological contributions by Balassa and Syrquin to the measure of import 
substitution . 

6ll-79: Sources of Growth and Productivity Change . This project 
is a follow-up to the previous one, with specific focus on Korea, Turkey and 
(possibly) Yugoslavia. 

Three levels of study are contemplated: (i) linking the demand 
oriented analysis of the previous project to the study of sources of growth 
from the supply side; (ii) constructing general equilibrium models for the 
countries in the study, aiming at a "consistent, comparable and rigorous" 
analysis of different policy packages, and (iii) complementing the previous 
analysis with a micro-focused study of two common industrial sectors in the 
three countries . 

The project started last summer and completion is expected by late 
1980 . Sherman Robinson and Kermal Dervis direct this research project, with 
Larry Westphal being involved in planning, and Yuji Kubo in carrying out the 
work. 

The reviewer had access to the research proposal, which contains 
two appendices, one on the Turkey model and the other on the decomposition 
of sources of growth according to factor inputs and technical change. 

The study of sources of growth from the supply side is of some 
interest. It is a useful way of organizing relevant economic data, which 
the demand-oriented view of the previous project leaves relatively untouched. 
However, after the methodological and empirical criticisms of this type of 
work by Frank Fisher and Griliches and Jorgenson, one perhaps should approach 
the study of production function decomposition with more modesty than is appar
ent in Appendix A to the research proposal. 

The micro-focused analysis of two sub-sectors seems to be the most 
promising part of the research. Unfortunately, the proposal is somewhat 
unclear not only on the choice of the sectors but also on the methodological 
approach to be adopted. 

The general equilibrium models are presented in the proposal as a 
superior way of looking at industrialization processes. 'llley would overcome 
the partiality of the "sources of growth" studies, and provide an integrated 
approach to the problem of industrial expansion. It is our feeling that 
experience says differently. Accumulated knowledge on the development of 
large models seems to indicate that their main merit is as organizing devices 
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for the collection of relevant data for economic policy making. 1he important 
empirical results that they produce apparently can as well be obtained much 
more inexpensively from simple macroeconomic formulations. 

In view of this experience, perhaps it is wrong to say that multi
sector models are a step ahead of demand-oriented sources of growth studies. 
Theory simply is not firm enough to allow a reasonably complete specification 
of the most relevant socio-economic interactions in the process of industrial 
growth. It would seem more appropriate to accept with scientific modesty 
the extent of our ignorance, use simple tools, and proceed bit by bit. 1he 
answer apparently lies not in implementing programming models, but in devising 
simple ways of approaching critical socio-economic relations, from the empiri
cal exploration of which additional knowledge may be generated . 

Non-RPO: Two Papers by Bela Balassa. The papers by Bela Balassa 
contain empirical tests of important predictions of orthodox trade theory. 
Trade barriers are presumed to reduce international trade flows and to affect 
the international location of production. TI1is topic is analyzed empirically 
in Balassa's contribution to the Nobel Symposium. 

Balassa's paper to the Tokyo IEA Congress tests the prediction 
that comparative advantage in trade in manufactures, as revealed by relative 
export shares, is affected by the capital-labor ratio of trading countries . 

In devising his tests, Balassa demonstrates once again his justly 
praised ingenuity in empirically implementing abstract economic theories. 
His results are most comforting to orthodox trade theory. ni.e Tokyo paper 
also serves the purpose of dispelling some of the "export pessimism" that 
has become fashionable since the oil crisis, when it stresses the importance 
of supply side factors to the success of export promotion policies for manu
factured products. 

A minor complaint relates to Balassa's propensity to carry his 
findings perhaps a bit too far . For example , on p. 24 of the IEA paper, he 
asserts that, "The empirical estimates show that inter-country differences 
in the structure of exports are in large part explained by differences in 
physical and human capital endowments ". First, alternative theories were 
not tested; the empirical analysis refers to the statistical significance 
of the relevant coefficients for the Hecksher-Ohlin hypothesis, investigated 
by means of ordinary least squares . Second, the coefficients of determina
tion of the regressions explaining export shares are not published (though 
we have been told that in the best regressions the coefficient reaches .68). 
Hence, the author can say that his results are statistically significant, 
but should be cautious in claiming that they explain a large part of the 
differences in export structures. 

Balassa's "stages approach" to comparative advantage may turn out 
to be a useful way of bridging the gap between "static" and "dynamic" views 
on desirable patterns of trade specialization for LDCs. Hence, it would be 
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interesting to see him building a model of comparative advantage as a con
tinuation of his work on the "stages approach" to international trade pat
terns. 

General Evaluation 

Seven projects were analyzed. One, consisting of two non-RPO papers 
by Balassa, was completed successfully. Two others, on the migration of indus
tries from Japan to South-East Asia, were clear failures. A fourth one, a 
general equilibrium model of international trade, has not yet produced empiri
cal results. The three others are on sources of industrial growth and struc
tural change: one is designed to organize a data bank on relevant industry 
and trade magnitudes; a second has only recently started; and a third is about 
to conclude--but its eight country studies have not yet been made available. 

A definite evaluation of the relevance and impact of the proje~ts 
is not possible at this stage, as most of the final products have not yet 
been written. However, one may say with confidence that, excepting the two 
failures, all the material that was reviewed is of the best quality that one 
can find anywhere in the profession. One may argue with methodologies or 
implicit visions of the world; competence is indisputable. 

There is one important lesson to be learned from the failures. The 
Bank research group has some difficulties in dealing with outside consultants. 
Misguided choices of persons apart, the trouble seems to lie in that the con
ceptualization of the project is done in detail within the Bank. Then, out
side practitioners are expected to do high quality research on these topics, 
without close monitoring by the Bank people. It cannot work. Either the 
consultants are good enough researchers to share in the conceptualization 
stage, or they should be handed clearly designed tasks, to be performed under 
the supervision of the people responsible for the projects. 

Expertise in promoting joint research ventures with outside con
sul tants seems to be lacking. Perhaps the Ford Foundation format of first 
designing broad terms of reference and then submitting these to an open in
ternational competition should be tried, as a supplement to the present pro
cedures of hiring outside consultants. 

Future Directions 

The studies of sources of growth on the demand side are nearing 
completion. Further accounting exercises of this type do not seem to be 
necessary. But one still would want to see additional analytical work on 
a framework of analysis that articulates "the connections between individual 
policy instruments, changes in industrial structure, and economic perfor
mance". The purpose would be to develop a kit of tools for development 
economics similar to that already available for short-run macroeconomic 
policy making. It is not clear that the Bank is better equipped than the 
academia to do this type of research, but the policy need is evident in the 
LDCs for such an analytical effort. 
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For reasons that were mentioned here and in Chapter II, we do not 
think that it would be advisable to expand the project on sources of growth 
from the supply side beyond its present size. But perhaps general equilib
rium models will be found more useful for general policy analysis outside 
the scope of the panel's review. 

In spite of the failures of the projects on the export prospects 
of labor-intensive manufactured products from LDCs, we consider that this is 
a promising line of research. Perhaps this is a good candidate for testing 
the proposed system of open international competitions for research projects, 
to be sponsored by the World Bank. 
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I . 3 Export Promotion Policies in the Less Developed Countries (LDCs) 
and Access to Markets in the Developed Countries (DCs) 

Jae-ik Kim 

The Subject 

One of the recent developments in international trade is that a 
growing number of countries, mostly middle income countries that have been 
recipients of Bank loans, have become exporters of manufactured goods to 
developed countries. Typically, these countries have moved away from import 
substitution policies and promoted exports of manufactures, particularly 
labor-intensive light industrial products . Such development strategies, 
however, have brought a reaction from many developed countries , which began 
to restrict the new exporters ' access to their markets. 

The twelve studies reviewed signify an important step towards an 
understanding of this problem, which could very well develop into a political 
issue gravely undermining the Bank's role as a development institution. What 
follows is a review of these projects. Most of them contain material that 
falls within the following three categories: (i) surveys of selected indus
tries, data compilations, analyses of commodity markets or the overall environ
ment of trade; (ii) analyses of problems concerning import restrictions by the 
DCs on the LDCs' manufactured goods (the reverse problem, that of obstacles to 
inter-LDC trade, is given little attention) ; and (iii) a discussion of national 
policies and the role of institutions in promoting trade in the LDCs . 

One immediate problem is that the Bank has a very narrow definition 
of research, so that the projects solely in the first category above are not 
always considered to be research . As a result this extremely valuable work 
has to be conducted under exceptionally difficult conditions with a totally 
inadequate allocation of manpower . It is only natural that there are more 
problems in this area than any other. 

It cannot be stressed too highly how valuable tois sort of study 
is to policy makers in developing countries. Even countries like Korea, with 
relatively sophisticated research institutes, can easily learn of their rela
tive position in world markets only through this sort of work. From the 
point of view of developing countries it is strongly recommended that this 
category of research be given a higher status in the Bank . 1/ 

1/ Some of the remarks made may seem harsh to the staff concerned who know 
that, if more time or manpower had been available, the faults could have 
been avoided . Where this is the case they should understand that all 
this criticism is essentially a commentary on the management, which 
deprives them of adequate resources to do their job with optimal effi
ciency. If the remarks given below seem critical it is also because 
of the very high standard of research one has come to expect from the 
Bank. 
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All but four of the projects are ongoing and only drafts and pro
posals were available for review. 1he three finished works, by Balassa, 
Hughes and Sharpston, were of notably higher quality, and since this report 
was originally drafted there have been further improvements in the other 
projects. 

Project Review 

Plesch's study of Developing Countries' Exports of Electronics and 
Electrical Engineering Products, which was compiled over a few months, pre
sents a survey of the remarkable growth of electronics exports by eight newly 
industrializing countries (NICs) to the United States. It will be useful if 
it is kept up-to-date. At present production data are only given for 1973 
and exports to mid-1977. In view of the recession of 1975 it is too early 
to judge how far the trend has been interrupted. It does provide a useful 
starting point for serious research, but it could have been improved as an 
intermediate product by additions to the policy section and by incorporating 
some of the observations of Sharpston. 

Keesing, Plesch and Triner's unfinished survey entitled Developing 
Countries' Exports of Textiles and Clothing: Perspective and Policy Choices 
has an excellent summary, which also deals with the Multi Fiber Agreement 
(MFA) complexities in a lucid fashion, and advocates the desirability of a 
shift to LDCs of textile manufactures. In textiles and clothing, as in elec
tronics, the dominance of a few countries is apparent. The authors raise 
the interesting question of windfall gains resulting from quotas but, unfor
tunately, because of restrictions on this type of research, can offer only 
"speculative inferences from unsystematic observations" concerning this 
aspect. As far as the policy choices section is concerned the recommended 
policies could have been more clearly differentiated. Policies recommended 
to the firms in textiles and clothing, which assume no changes in the poli
cies of the importing countries regarding either quota or tariff, should be 
distinguished from policies that take into account the impact on the importing 
countries' policies of any expansion of exports. Also, policy choices for 
government have to be comprehensive, and their successful implementation 
requires close cooperation with the exporting countries. 

Keesing and Plesch's work, Recent Trends in Manufactured and Total 
Exports from Developing Countries, is essentially a commentary on a set of 
tables and was compiled in less than a week. It is invaluable as a reference 
work, but has a rather limited lifetime unless updated every year. It is 
understood that it has subsequently been revised. Again what emerges is 
that eight newly industrializing countries (NICs) enjoy 76% of manufactured 
exports from LDCs . If more research time were available, could not more 
resources be given to investigating unsuccessful countries in all the above 
studies? 

Morawetz's study (RPO 671-56) on Marketing Manufactured Exports 
was intended as an analysis of the institutional and non-price aspects of the 
growth in that trade from Colombia. In fact, in a recent seminar, Morawetz 
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ha s shown that this growth was not as remarkable as was first thought. It 
is not clear how useful this study will be for countries that hope to expand 
their clothing exports to developed markets, and it may prove tha t the selec
tion of anothe r country would have been more appropriate. 

Baldwin's proposal, The Effects of Increased Imports of Manufac
tured Goods from Developing Countries in the United States (RPO 671-67), and 
Waelbroeck and Others', The Effects of Increased Imports of Manufactured 
Goods from Developing Countries in Europe (RPO 671-66), are investigating 
the market share of manufactured products from developing countries and the 
sources of protectionist pressures in industrialized countries. 1he European 
group also proposes to study the role of the EEC in trade restrictions in the 
future. 1hese proposals hold good promise and are to be joined by a study on 
a similar basis of Japan and other Pacific countries, which was not offered 
for re view. 

Although much has been written about the economic impact of manu
f ac tured imports to developed countries, few studies so far have made any 
serious attempt to analyze the political impact of these imports. 1his sort 
of analysis should be very valuable, and should provide important insights 
into the political processes that transform these impacts into protectionist 
pressures and eventually into protectionist policy actions. Both studies 
began with identical hypotheses on protectionism. Protectionism and its 
successful re flection in government policies is believed to be a function 
of a do zen or so broadly defined factors, some quantifiable and others not. 
It is no t c lear from the proposals how weights will be assigned to each of 
these multiple factors. In the case of the American study, Baldwin originally 
pr oposed t o measure the market penetration of some 400 items, classified on 
a 4-digit SITC basi s for a time span of eight to ten years. 1he history of 
the pr o tectionist trend and its politico-economic causes will be studied, 
whi le both projects will provide empirical analyses of the structure of 
protec tionism. 

It is not possible to review these projects satisfactorily since 
they have so far produced no concrete results. A recent paper by Balassa 
entitled "The Market Penetration Studies: Approach and Methodology" sets 
out standards for me thodology and comparability, which suggests that, afte r 
the usua l problems where a number of outside consultants are involved, the 
Bank is pulling these projects into a clear and thoughtful shape. Recent 
r e ports suggest that close cooperation with the EEC will in the end produce 
some very useful results. 

Export Incentives in Developing Countries (RPO 671-35), under the 
super v i sion of Balassa, evaluates the export promotion efforts of four devel
oping countries, with a comparative framework using a cross-section investi
gation of ma jor export products, and a time-series analysis of the effects 
of export-promotion measures . 1he project is a major effort in data collec
tion and i s designed to yield practical information for other countries that 
contemplate the introduction of a system of incentives for export promotion 
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or a reform of the incentive system. This project is of the greatest rele
vance to operational staff and to policy makers. It is precisely the sort 
of work the Bank should be doing. Its grasp of methodology at the initial 
stages is much clearer and appropriate than either Waelbroeck or Baldwin at 
a comparable stage, and its potential pay-off for developing countries may 
even be higher. 

Seen from the same perspective, Keesing and Wortzel's proposal, 
Key Institutions and the Expansion of Manufactured Exports (RPO 671-68), is 
expected to make an equally important contribution. Its purpose is clear, 
its frame of investigation concrete, and its theoretical and methodological 
foundations sound. As any export promoter knows, marketing has been the most 
serious bottleneck for export expansion . Particularly for the inexperienced 
exporter, who usually takes low prices for granted and bases his export pro
jections on them, a marketing bottleneck is a frustrating, and frequently 
invisible, roadblock. Keesing's research will therefore fill a large gap 
in existing information and be a valuable educational tool for exporters of 
consumer goods to the US market. 

This project explains the relevance of a number of the surveys 
previously reviewed. It frankly admits many of the criticisms a reviewer 
might make of those other projects (p. 2) in that "in predicting or pro
jecting manufactured exports, areas of uncertainty (and plain ignorance) 
are also evident in World Bank operational work on manufactured exports, 
and in the work of the team proposing this research". 

Sharpston's study of International Sub-contracting is an excellent 
piece originally printed outside the Bank. Although presumably written in 
1974 the quality is such that the analysis is still of great value. He 
answers questions raised by other writers, or suggests lines of approach 
that have not been taken up. The check list of tasks suitable for sub
contracting is one of the most valuable short pieces of analysis in this 
field. Perhaps the mixed background, part academic, part World Bank, pro
vides the perfect balance. 

On the other hand, Wall's Export Promotion and Preferences: A Case 
Study of India (RPO 670-21) used an inadequate methodology to attain the pur
pose of the project. It failed to identify the system of policy measures 
that would be desirable and sufficient in India to enable entrepreneurs to 
respond to new opportunities in foreign markets, and was never published. 
Nevertheless, in terms of results it was not a total failure. It contributed 
to a series of Bank reports on India that were influential, at the time, in 
changing India's policy on exports and export incentives. The critical tone 
of the report itself prevented it from being published in India, but although 
opinion within the Bank is divided, it is understood that it has been influ
ential in other ways, not least through training local researchers who have 
subsequently gone on to assist in policy formulation. This suggests that 
even where the end product is faulty, the conducting of extensive research 
with the assistance of local scholars may still serve a useful purpose. 
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The editor, Helen Hughes, and authors who contributed to Indus
trialization and Trade Policies for the 1970's (RPO 670-20) made an impor
tant input to documenting recent growth in manufactured exports from the LDCs 
and its impact on industrialized countries. Systematic and comprehensive 
studies of the effects of increased manufactured exports from low-income 
countries on employment, social policies, and investment in the developed 
countries were long overdue. Without effective policy measures on adjust
ment assistance in developed countries, economic growth in many low-income 
countries will have to slow down, causing a chain reaction. This work, which 
contains important statistical information based on a thorough analysis of 
primary data, has also stimulated other studies. 

Balassa's recent paper, World Trade and the International Econ-
omy: Trends, Prospects and Policies (May 1978), is a timely study, valuable 
to the entire development economics community. It compares trade liberali
zation and economic growth prior to the oil crisis with trade barriers adopted 
during the post-crisis recession. Recent non-tariff restrictions, government 
aids to industry, international cartels, and market sharing in major developed 
countries are documented and their effects evaluated. Concluding that the 
risks of new protectionism are high, Balassa proposes policies for long-term 
growth, structural adjustment assistance, and an international code of good 
conduct. Semi-industrial developing countries were also advised to reduce 
existing protection, to upgrade and diversify their exports, and to abandon 
gradually the export of simple, unskilled-labor-intensive manufactures for 
the benefit of countries at lower levels of development, a course of action 
that some developing countries in Asia have already set out to follow. 

Overall Evaluation 

In the past, Bank-financed research has been well respected for 
the quality of information on specific problems or situations. The country 
reports and industry surveys have filled large gaps in existing knowledge 
that other research was not able to fill because of its distance from the 
scene. A continuation of this "division of labor" is still a good arrange
ment. In research, the Bank's comparative advantage lies in its proximity 
to ongoing development problems. It has a unique global network of infor
mation, and Bank researchers, whether in-house or commissioned, are well 
received by most member governments. 

One would therefore have expected the Bank to have evolved a satis
factory system of rapid data collection and assimilation. But if we consider 
the three categories of work--data compilations and analysis; problems concern
ing import restrictions; and national incentive policies and the role of insti
tutions--it is with regard to papers solely falling within the first category 
that the Research Department is severely constrained through lack of staff, 
and the Bank's narrow definition of research. Apparently the lack of staff 
has led to the virtual abandonment of the practice of providing information 
and assistance to the operational staff, thus creating an unnecessary and 
undesirable gap between research and operational staff. Even more important 
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than this, there is a vital need throughout the developing world for an in
depth analysis of what is happening in trade on a global scale, and if the 
Bank does no t provide the necessary resources to tackle this area, it will 
be doing a disservice to its member countries . 

Turning to category two, the question of restrictions on trade by 
developed countries, it is not clear whether this lies within the Bank's 
comparative advantage. However, it has to be recognized that these restric
tions could do more to upset the evolution of LDC's economies than any other 
action . 1he effect of these restrictions is to tend to undermine the rele
vance of both the brilliant general theory of comparative advantage stages 
of development and specific studies on the income elasticity of manufactured 
exports from developing countries . 1he fundamental causes of protectionism 
need to be better understood and developing countries and various lending 
agencies that must predict the expected return on investment in manufacturing 
for export need to tackle this problem. 1he next stage would be to analyze 
which forms of protectionism have the most serious and detrimental effects 
on LDCs. 

Turning to category three, it is here that the Bank has a clear com
parative advantage . 1he relevance and application of the results of such re
search to the Bank and policy makers are clear and there is little doubt that 
only the Bank could pursue this line. It is noticeable that the methodology 
and general approach are much clearer in the proposal of Balassa (RPO 671-35) 
and that of Keesing and Wortzel (RPO 671-68) than in the others submitted 
for review. One hopes that the general surveys in category one will be kept 
updated in the interest of these projects, which they are clearly intended to 
service. 

Possible Directions of Future Research 

Judging by the project descriptions, more research could be com
missioned on several new areas that so far seem to have escaped professional 
scrutiny. Some of these proposals technically fall outside the Bank's defi
nition of research . 1he Bank should probably reconsider its rigid boundaries 
and whether they really lead to optimal efficiency. Restrictions on market 
access for manufactured exports from developing countries, which are expected 
to intensify, will increase the need to monitor protectionism in industrial
ized countries and their adjustment policies. 1he same trend will encourage 
further research on manufactured trade between developing countries . In 
connection with this, the Bank might initiate a series of research projects 
on the feasibility of industrial cooperation between developed countries and 
NICs with an eye on positive adjustment through intra-industry specializa
tion . At the same time, as suggested above , an analysis of which forms of 
protectionism have the most serious and detrimental effects on LDCs would 
be most useful. 
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With regard to export- promotion policies, considering the impor
tance of socio-cultural factors that affect a country's entrepreneurship 
and that vary a great deal from one country to another, it is essential for 
each country to identify in advance major inhibiting factors that might 
otherwise render the transplanting of promotion policies ineffective, and 
then devise methods that will circumvent them. Furthermore, LDCs, whether 
NICs or not, may have to adopt a new perspective on access to markets . The 
Bank can assist LDCs by launching projects on trade restrictions by NICs 
against each other. The trade potential of developing countries, in general, 
needs to be assessed, not on the basis of past performance records, but on 
their future possibilities, before the trade barriers start to arise between 
developing countries . 
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I.4 Small Enterprises, Credit Markets, and Public Enterprises 

Gerardo Bueno 

The Subject 

The following discussion treats each of the above subjects in 
a separate manner, although it could be argued that they are, in some sense, 
interrelated. It rests on the analysis of five RPO projects and two non-RPO 
projects, which are mentioned throughout Appendix I, as well as in other 
relevant documents. 

The themes are important for the Bank from an operational angle, 
while the research will be valuable for both the Bank and other potential 
users provided it is of good quality and that it provides the relevant in
sights . TI1is appears, in general, to be the case. Small- and medium-scale 
enterprises, public enterprises and credit markets are subjects that appear 
in the fora of discussion, particularly within the LDCs, where it seems impor
tant to have a better understanding of the problems involved for policy for
mulation . Progress in research in these areas by the Bank will allow it to 
increase its capacity to give meaningful and relevant policy recommendations. 

Still , in evaluating the research done in these areas, at least 
two points should be kept in mind. First, that they are relatively "new" 
areas of Bank research . Therefore the Bank, as yet , has neither the expe
rience nor the influence on policy recommendations that it has gained in 
other research . Second, many of the projects have not been finished and, 
indeed, in some cases, they are still at the conceptual stage. 

They are, however, very promising areas for relevant research on 
which, we think, it will be necessary for the Bank to consider an intensifi
cation of its efforts. 

Small Enterprises 

Research on small enterprises has been to a large extent the result 
of a growing interest in the Bank in these questions at the policy formulation 
and the operative levels . Not only does one find a sectoral policy paper 
(Employment and Development of Small Enterprises); the subject is also fre
quently referred to in the latest Bank annual reports and in the President's 
addresses to the Board of Governors .]_/ Accordingly, and although the subject 

1/ The Bank's position in relation to these questions is summarized in its 
latest annual report: "The Bank has found that the benefits of growth 
cannot be assumed to'trickle

1 
down automatically; to ensure that devel

opment benefits the poorest it must be deliberately directed to the 
poorest--(thus)--financing for industrial development (should) shift 
towards small scale enterprises." 
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does not fall squarely within the Bank's traditional lines of research, the 
decision was taken to support it. Thus, it appears to be one instance where 
the need for operative and policy formulations determined to a large extent 
the opening of new lines of research. 

In other places, too, the subject is very much in vogue on account 
of the relationships that would appear to exist between small-scale enter
prises' (SSEs) development and the growth of employment. SSEs have become 
fashionable not only in international and regional organizations but also 
on the national level in both developed and developing countries. However, 
it can validly be affirmed that up to now this interest has manifested itself 
mainly through the formulation of programs to support SSEs and in the adoption 
of several specific measures to that end; but little has so far been done in 
terms of policy formulation in the context of a global strategy. In short, 
the emphasis has been placed more on action than on reflection. Research, on 
the other hand, has tended to be descriptive and of a general character as 
well as repetitive. 

The approach taken by the Bank is more original and appears to be 
more promising. To a large extent it is in accordance with the view that 
regards development as a dynamic process involving innovation, imitation, 
learning and competition in a Schumpeterian sense rather than as a movement 
towards competitive equilibrium. The possibility of falling into some pit
falls in following this approach is by no means negligible; but nevertheless 
it is the right approach, and what may be suggested here is that the Bank 
should be more explicit about it. 

Research by the Bank in this area started more intensively with 
the RPO project 670-77 (Financing of Small-Scale Industries); in addition, 
there were two other non-RPO projects on Brazil and one on Malaysia. The 
two non-RPO projects on Brazil are econometric research of good quality, the 
main conclusions of which were that the SSEs sector had lost in relative 
importance and that new SSEs had tended to concentrate on the growth poles 
of Southeast Brazil. Therefore, they reconnnended (something that the Brazil
ians were already doing) the formulation of support programs for SSEs giving 
special attention to geographical distribution. The conclusions, as can be 
seen, were not particularly different from those reached ln similar studies. 

The follow-up was RPO project 671-59 (Small-Scale Enterprise Devel
opment). The formulation of the project owes much to Ian Little, Dennis 
Anderson and Larry Westphal, as well as, at a later stage, to Mariluz Cortes 
and Dipak Mazumdar, and to their dissatisfaction with the type of research 
that was being done, particularly with the absence of ways and means that 
would allow the evaluation of different policy alternatives. The project 
has two main objectives: on one hand, a review of the existing information 
and literature on small enterprises in developing countries and, through sur
veys, an attempt to define ways in which the information could be improved 
and certain policy recouunendations be formulated. On the other, the second 
objective, which should be the most interesting in the medium term, is to 
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develop a basis for assessing the impact on income and employment of various 
policy options and an attempt to estimate the costs and benefits of various 
policies for small enterprises. 

The first phase of the project includes a review of the literature 
as well as case studies and enterprise surveys. nie studies will cover India, 
Colombia, the Philippines, Japan, Korea, Taiwan and Nigeria, and the enter
prise surveys India and Colombia . The review stage of the project is not 
confined to a useful revision of the literature and programs of support for 
small and medium-sized enterprises; in fact, the main aim will be to examine 
the role they play within the overall development strategies of the countries. 
This, it is hoped, will permit the development of a series of policy recommen
dations. 

The Bank's approach departs in a useful and constructive manner 
from the more general, descriptive approach followed in most countries and 
by international organizations. This being so, it would have been beneficial 
to extend the work to include more countries, especially given the fact that 
in many countries there is an increasing interest in the subject. However, 
this has not been possible because of staff and budget restraints. The work 
carried out so far in spite of these limitations has been, indeed, quite sub
stantial. 

RPO 671-59 was started in November 1977 and the first phase is 
expected to be completed by September 1979. Three papers have already been 
completed, two of which touch mainly upon methodological questions, and the 
third one presents in draft form the preliminary results of the small- and 
medium-scale enterprises survey of Colombia. 

On the methodological side, the first two papers cover, respectively, 
the problems that SSEs face in the credit and financial markets and in regard 
to technological development. The first one has made use, though to a limited 
extent, of research carried out elsewhere in the Bank on credit market imper
fections, and the second, of some of the work done in the area of capital
labor substitution. Both of them present suggested approaches, more particu
larly in relation to the distortions in LDC economies, which SSEs must face. 

A lot of work remains to be done, and it is difficult at this stage 
to provide an evaluation of the whole project. Nonetheless, some insights 
into the possible outcome are provided by the draft paper on SSEs in Colombia 
for three sectors (producers of pumps and compressors, producers of agricul
tural implements and producers of cookers and ovens), although the authors 
emphasize again and again the partial and preliminary character of the results 
therein presented. But , however preliminary they may be, they show that it 
is not only a valid subject of research for the Bank, but also a worthwhile 
one on which to intensify effort. The survey presents a good discussion of 
the main characteristics of the SSEs, the origin of the firms and the entre
preneurs, their technological adaptations, their problems vis-a-vis the labor 
and financial markets, etc. But this said, it also shows very clearly that 
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there are at least three areas where it appears that further thought is re 
quired . The first one is factor productivity, especially in regard to the 
different combinations of capital and labor; the second is the overall ques 
tion of technology selection, utilization and adaptation, as wel l as the 
learning process; and finally , the overall effect of economic pol i cies on 
the development of SSEs. '111.e first two are frequently mentioned in the 
Colombian paper and indeed, it is expected that they will be dealt with in 
the definitive version of the study. '111.e basis for the first point will be 
a technology model for which dat a about factor productivity were collected 
at the shopfloor level . The third point is an important one, and it is to 
be expected that at a later stage its significance will be more expli citly 
presented once research in this third area has progressed . It must al so be 
taken into consideration, just as is mentioned in other Bank papers , that 
many of these distortions that affect SSEs have their origin in the economic 
policies followed by many of these countries . (And it is clear that t~ere 
is a role for the Bank to play in ascribing the responsibili ty fo r many of 
these distortions to where it -i:s' rightly belongs . ) 

Lastly, in this section we will mention some of t he problems that 
have surfaced during the actual carrying out of the research . Here , how
ever, only general impressions will be put forward, since it is difficult 
to be more precise given the lack of more detailed information . Amongst 
these impressions, perhaps the most important is the absence of some basic 
methodology, such as was provided, for example, in the case of the i ncentive 
studies and others . Although it can be argued that the development of just 
such a methodology is the result of an iterative process, it is important 
that this is done in order to attain the fullest possible comparability of 
the results of the different studies. Another and perhaps more relevant 
observation at this stage, is that the number of participating researchers 
seems to be relatively small, especially in comparison with the aims of the 
project. 

Credit Markets 

In this area we find two RPOs, one of them (671-65) on Small Enter
prise Financing, and the other (671- 69) on Capital Market Imperfections and 
Economic Development, both of them under the responsibility of the Public 
and Private Finance Division . The discussion that follows also took into 
consideration a paper prepared by this Division (Dorrestic Finance Studies 
No. 43) presenting its research program . It must be pointed out that some 
of the papers provided do not attain the quality levels that prevail in ot he r 
areas of Bank research . 

RPO 671- 65 has not, as yet, any relevant paper . We have, ther efore , 
only a research proposal to study the role of informal cr edit markets. The 
project is justified on the basis of the importance of those informal credit 
mechanisms for financing small enterprises and trade in various Asian and 
African countries. It is suggested that the studies could serve to ascer
tain whether the real cost of lending in this market is significantly lower 
than in the formal financial market and if it is possible to establish some 
sort of link between the two. 
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A pilot study has been initiated that focuses on "a significant 
element of the informal credit markets in India, namely the Shroff is". (The 
Shroffis are indigenous style bankers who extend and create credit through 
the issue of hundis as well as other credit instruments). With due regard 
to the focus of the study, certain questions arise in connection with this 
project for which adequate answers are so far missing, perhaps because of 
lack of time to delve more thoroughly into these matters. Nevertheless, it 
is useful to state at least a few of the questions. One of them has to do 
with the fact that we are left in the dark as to the significance of these 
mechanisms with respect to financing and allocation of resources; the other 
would concern the significance of these questions for the normative aspects 
of the Bank's operations . Without meaning to cast doubts on the validity of 
this research proposal - which in fact did not receive overwhelming support 
in the Bank - the point that we would like to make here is that special care 
should be exercised in formulating these "new" fields of research in the Bank; 
otherwise they may be rapidly abandoned in favor of more "proved'' lines. 

RPO 671-69 on capital market imperfections and economy developments 
owes much to the formulations of V.V. Bhatt and to previous work done in the 
Division itself. The project was initiated in January 1978 and it is expected 
that the final report will be finished in 1979. Various papers have already 
been produced and published (see Appendix II). 

In the development of the project, three types of interests are 
clearly discernible . The first one is to examine the impact of transaction 
costs on lending as well as on borrowing in different markets. This is a 
subject in which there are obvious gaps in the literature and particularly 
in relation to the financial systems of LDCs. The second relates to the 
possible effects of banking regulations in LDCs on the banking structure, 
and to the long-run financial viability of the banks. The third one con
cerns the need to have a model that would express the possible interaction 
between the development of capital markets and general economic development . 
These will be briefly examined in reverse order . 

The third subject of research is covered by two papers, one of which 
presents a general model and the other attempts an empirical verification of 
some of the issues raised in the first one; but the latter, in fact, is more 
than just an extension of the former . The aim of both papers is to better 
understand the role that financial intermediation plays in the development 
process as well as to identify the factors that limit its effectiveness and 
the benefits that may accrue from improving it . This was justified by the 
valid observation that economic analysis in the past has generated "neither a 
body of reasonably rigorous theory nor a wealth of credible economic results" . 

The central argument of the model, which does not as yet seem 
adequately proven, is that for a given production function and state of 
non-financial technology there is a role to be played by financial inter
mediaries channeling resources from low to high return sectors, thereby 
raising the aggregate marginal productivity of capital. The limits on this 
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role have been defined at one end by the overall rate of return that would 
prevail in the absence of financial institutions and, at the other, by the 
rate that would prevail when capital markets are perfect . 

Together with the presentation of the model, the papers include a 
relatively thorough review of the existing literature and, as mentioned above, 
an empirical verification of a limited version of the model . However, it is 
obvious that further work will have to be done . One obvious need concerns the 
nature of the data and also further examination of the results provided by the 
model . A possible approach could be to choose countries not only on the basis 
of geographical considerations but a l so on account of their level of develop
ment and the structure of their economies. 

Another paper examines the relationship between earnings and port
folio of the commercial banks of three Asian countries: The Philippines, 
Thailand and Singapore . 'Ille technique used was that of statistical cost 
accounting and followed, with some variations , the methodology previously used 
by Hester and Zoellner . As in other cases the research was also justified on 
the grounds that analyses of this type are scant in developing countries. 

The investigation is well conducted and the conclusions are interest
ing in that both the rate of return on loans and administrative costs seem to 
be positively correlated with the degree of regulation in banking operations . 
The lowest figures relate to Singapore, which, of the countries examined , is 
the one that presents the most competitive financial market and is the least 
regulated . This is an analysis that undoubtedly can be further refined and 
extended to a larger number of countries, although we should mention that data 
problems in several cases will prove to be quite significant. 

The paper on the relations between interest rate and transaction 
costs is an interesting one and developed with technical competence . It 
raises a valid point in calling attention to the importance of transaction 
costs for the borrower and the lender and thus, in a certain sense, to the 
need to innovate in the process of financial intermediation . However , the 
significance of this factor alone is not clear yet . 'Ille study pr eviously 
referred to on banking in The Philippines, Thailand and Singapore estimated 
the administrative costs of lending on the average at 0.1~0. 5 percent, 1.4-
2. 0 percent and 0.77 percent , respectively. It seems , therefore , that there 
are other more i mportant factors to be taken into consideration than only 
the size of the borrower. 

Public Enterprises 

RPO project 671-11 (Managerial Str uctures and Practices: Public 
Manufacturing Enterprises) is up to now the only research project by the Bank 
in this area . It was started in March 1978 and it is expected that the final 
report will be submitted in January 1980 . In a sense , it is being considered 
as an ex tension of some previous work and in particular of reconnaissance 
missions that were previously made to Egypt, India and Yugoslavia . As yet, 
the only report available is a case study of a public enterprise: India's 
Swaraj Tractor. 

-, 
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Tiie research proposes to examine a set of hypotheses of which it is 
said, "are best described by the general proposition that the performance of 
public manufacturing enterprises is dependent upon their organizational and 
managerial structures and practices as well as the policy environment within 
which they operate". It is justified on the basis that a large part of the 
lending operations of the Bank concerns public enterprises and that they are a 
growing sector in LDCs industries. In addition, they are a type of enterprise 
about which not much is known and where in general, little research has been 
done. 

As mentioned before, the only report available up to now is on the 
Swaraj tractor plant in India. Tiie report is interesting, particularly where 
it shows the significance of indigenous technical developments and adaptations 
in the shaping of and the improvements in the competitive position of this 
plant. Nevertheless, it does not allow one either to evaluate the overall 
approach taken by the Bank on this question or to arrive at definite conclu
sions. 

In view of this it might appear convenient for the management of 
the Bank to give more reflection to the research work done in this area. Tiie 
area itself is of prime importance for the Bank from the points of view of 
(i) allocation of resources, since a large part of its loans goes to public 
enterprises and (ii) its advisory role to LDCs. In the absence of a coherent 
body of thought on these questions there is a great risk for dispersion of the 
research efforts. Tiiis would be unfortunate since it appears to us that on 
account of its experience and the insights that could be provided by research 
executed in other areas, it is difficult to think, worldwide, of any institu
tion other than the Bank that could do it. 

General Evaluation 

It is quite clear that the subjects pertaining to small enterprises, 
credit markets, and public enterprise, have great relevance for Bank operations 
and for LDCs. However, it is also clear that here we have a case where 
relevance is not matched by the research effort actually carried out. 

Tiiere are several factors that could account for this situation. 
One of them, perhaps, is the fact that in the past the Bank thought that the 
best way to approach these problems was on an ad hoc basis through the opera
tional units and, thus, that there was no need to support their actions with a 
research basis. Tiiis is what would account for the additional fact that all 
these areas of research are relatively "new" within the Bank. Indeed, one 
could go even further and argue that there was some sort of resistance towards 
including these and other types of institutional research within the body of 
research carried out in the Bank. 

Even now, one can discern the prevalence of two types of attitudes. 
On one hand, there is the attitude of considering research on institutional 
questions as "interesting" but devoid of academic rigorousness and, on the 
other, the attitude towards institutional matters of some researchers who 
tend to consider other research by the Bank as frequently too academic and of 
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little relevance either for the Bank or , worse, for the real world. This 
is by no means a unique situation in research institutions, but there is 
no doubt that, as has been proven by the Bank itself, there is a lot to be 
gained through a better coordination of efforts. 

All of this, obviously, is not something that can be attained 
overnight . But it is probable that a large part of the problem could be 
solved if the Bank could attract high caliber researchers with solid repu
tations . It has done successfully in the case of small- and medium-scale 
enterprises and there is no reason why in credit markets and public enter
prises it should not also have the kind of intellectual leadership that 
prevails in other areas of research. Such leadership would provide the 
Bank with a better analytical framework to enhance the coherence and sense 
of direction of research as well as to establish a better working relation
ship with researchers in other parts of the Bank and elsewhere. In°the 
absence of this, we think that there may indeed be a great risk of either 
a dispersion of efforts , or of conducting research that could be of little 
relevance for the Bank and for policy formulation. 

One other aspect that we would also like to touch upon is the ques 
tion of how normative this type of research should be . In our opinion it 
ought to be high. Through its research the Bank should be able to discern 
which types of policies and programs for development are successful and under 
what conditions, and likewise which are unsuccessful and why. This is a fre 
quently mentioned objective in the research proposals, but does not come 
across clearly enough in many of the papers under review. Many of the RPO 
projects are still at a preliminary stage and therefore it may be difficult, 
at this point, to extract this type of conclusion. Nevertheless, this is an 
area where the Bank would be utilizing, to the fullest, one of its compara
tive advantages in research vis-a- vis other institutions. 

To conclude this section, we will touch briefly upon the question of 
basic research and on the degree to which research by the Bank has duplicated 
that of other institutions. With regard to the first part of the question , 
the answer is that there has been some basic research, especially in the area 
of small enterprises and on the role of financial development in the develop
ment process. But our recommendation here would be in favor of more, rather 
than less, basic research . There are a number of aspects on which the existing 
knowledge is imprecise, especially when dynamic factors are taken into consid
eration . As to the second part of the question, it simply does not appear 
that the Bank has duplicated work by other institutions . In practically all 
RPOs a point has been made to undertake overall reviews of the literature on 
the different subjects. This has assured, to a certain extent, that research 
duplication is avoided . To be more precise, in many cases the research done 
by the Bank on these topics has been original and pathbreaking. 'nlis is the 
case, for example, in research on SSEs, and there are obvious possibilities 
of doing likewise in connection with public enterprises. 
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As to the impact of research on LDCs, the questions are somewhat 
more difficult to answer. We would like to start by pointing out that in all 
RPOs under review there is participation by researchers from LDCs, though in 
some cases more than in others. As to the influence that this may have upon 
LDCs' policy formulation and relations with the Bank, it is difficult at this 
time to define what their precise character will be in the future. But the 
Bank has alredy quite substantial experience in this regard and we think that 
in this case it will not differ from former experience; i . e., that if there is 
substantial interest in the problem under consideration, many of the recommen
dations filter through to the policy decision-making bodies . There is in many 
countries a real need to know more and to receive better advice on most of the 
subjects covered by this chapter. And this holds true for the Bank itself . 
We were impressed in our conversations with Bank staff and in reading Bank 
memoranda by the difficulties that many Bank missions have in answering 
questions that are frequently posed to them by government officials, such as 
what would be a sensible policy vis-a-vis public enterprises in SSE-develop
ment programs, and for which, up to now, only very vague or general answers 
could be provided. 

We come now to the question of allocation of research resources . 
Here we can make only two suggestions. First, within the area itself, our 
impression is that it would have been preferable to concentrate more resources 
on SSEs and public enterprises than on SSEs and credit markets, as has been 
the case. To us the former relationship appears to be more significant from 
the point of view of the development process, policy formulation and Bank 
operations. In studies of SSEs one cannot afford to ignore the fact that 
small enterprises often face discrimination in the capital markets. Second, 
and perhaps more important, there is the problematic issue of the financial 
resources that have been allocated for research in these areas. There is a 
need to increase them and, in particular, to obtain the concourse and col
laboration of highly qualified people in all cases, but more particularly 
in that of credit markets and public enterprises. 

Recommendations Regarding Further Research 

The work done by the Bank on capital utilization, capital labor 
substitution, SSEs and on technical change itself has provided evidence of 
the need to undertake more thorough studies of the role that technical change 
plays. in economic development. This, by the way, coincides very much with a 
growing preoccupation in many LDCs with the relation between technological 
development and overall economic development. This preoccupation has to do 
with a number of factors. In the past, for example, it had much to do with 
the question of negotiating international transfers of technology, but now
adays it is clear that this is only one of the aspects involved and that 
perhaps more important are the aspects concerning the selection, adaptation 
and absorption of technology. 

It appears that the area of public enterprise has not been suffic
iently studied in the Bank or, for that matter, anywhere else. The recommen
dation was made above for the Bank to attempt what would amount to a fresh 
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approach to research in this area. There are many questions here for which 
answers are, at best, only fragmentary. Amongst them, we should like to point 
out the relationships between public enterprises and the public sector, or 
with the private sector of the economy, or their role in technological devel
opment, etc. It is, to a certain extent, an area not fully explored, though 
its importance for economic policy formulations and for the Bank's operations 
is well recognized. 
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I:5 Capital Utilization, Capital Labor Substitution, and Technological Change 

Richard Nelson 

The Subject 

The body of bank research reviewed here is concerned with the 
connected topics of the range of choice of technique, factors influencing the 
technique chosen, efficiency in the use of a technique, adaptation of tech
niques, and technical progress in industry. 

The policy thrust of the research has been provided by the belief 
t hat in less developed countries labor is cheap and capital expensive relative 
t o developed ones, that this ought to be reflected in the use of more labor 
intensive techniques, but that while this was occurring to some degree it 
was desirable that the techniques employed be yet more frugal on the use of 
capital . Throughout, the research has been concerned with market and other 
forces that explain the prevailing situation, and with policies that could 
improve the environment so that choice of technique would be made more appro
priately, techniques used more efficiently, and adaptation and learning pro
ceed more effectively. The analysis has been concerned both with contexts 
in which decision making with respect to technique is made largely by private 
profit-oriented entrepreneurs, and with situations in which the government is 
the decision maker or has a great deal of direct control over private deci 
sions. The specific topics studied have evolved over the years as work done 
under one project generated insights and puzzles that influenced work under a 
subsequent project. Tile overall impression is that of a cumulative research 
program that not only makes a significant contribution to thinking in the Bank 
about industrialization problems , but also influences thinking within the 
development economics community. 

Project Review 

The specific RPO projects reviewed here are 670-23, 670-25 , 670- 54 , 
670-95, and 671-51. Three of these projects now are completed, and have re
ceived earlier reviews. The Bank research on industrial capacity utilization 
(670-25 and 670-95), both projects now completed, was concerned with assessing 
empirically casual observations that despite the scarcity of capital in less 
developed countries, the existing capital was not being used very intensively . 
If the proposition held up under such scrutiny, the project aimed to contribute 
to understanding the phenomena and to finding ways to improve the situation. 
The basic ideas originated outside of the Bank, and scholars had been working 
on the problem before the Bank got seriously into the study of capacity util
ization. But the Bank work was of considerable scope, and contributed to 
t he growing appreciation that indeed in many cases capital was not being 
wor ked very intensively in LDC industry. Bank research identified a number 
of factors, associated with imperfect input markets and various legal and 
institutional restrictions, which seemed to lie behind the non-economical use 
of plant and equipment. On the whole, however, not much was added to existing 
knowledge in this field. Project 670-95, which was completed largely by or 
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under the close supervision of bank employees, was more successful than 
670-25, which was farmed out to a consultant and which suffers from some 
methodological weaknesses. Neither of these two projects seemed to have 
influenced Bank operations. 

The project on employment and capital labor substitution (670-54), 
now also completed, was related to the work on capacity utilization in that 
this project also was concerned with examining ways in which capital could be 
used more frugally. The research under the project did not meet the stated 
objectives and treated important questions improperly. However, the questions 
considered under the project still are of prime importance to the Bank, and 
their exploration continues under another project, 670-23. 

The two major RPO projects currently under way at the Bank are the 
above mentioned 670-23 "Scope for Capital-Labor Substitution in the Mechanical 
Engineering Industry", and 671-51, Appropriate Industrial Technology.' TI-le 
former project has been under way for much longer than the latter, more re
sources have been invested in it, and the output is much more impressive . 

The research task taken by the current project on capital labor sub
stitution is to explore in microeconomic detail the nature of the production 
processes involved in particular areas of manufacturing, and to examine the 
range of capital-labor substitution available in each. The project has had 
to face methodological, empirical, and theoretical questions of considerable 
difficulty . The struggle has been valiant, and the project has provided an 
analysis of production processes and the range of choice that is more detailed 
and more sophisticated than other work probing similar questions . Other stud
ies under the project have explored the choices of technique actually made by 
firms, and the market and other institutional factors that have influenced 
those choices (which in a number of cases have been much more capital inten
sive than would make sense from an economist's point of view). TI-le project 
appears to be having considerable impact within the Bank, and while academics 
tend to lag in the development of their appreciation of work of this sort , 
the importance of the project is beginning to be recognized by the academic 
development economics community. 

The project on Appropriate Industrial Technology is behind schedule . 
The project has two thrusts: measuring the gains to less developed countries 
from adopting more appropriate technologies, and examining the capital goods 
sector in less developed countries as a possible ~ajor determinant of the 
availability of appropriate technologies. A few illustrative numbers have 
heen put together on the first issue, and some literature review, casual 
empiricism, and thought have been directed at the second . TI-le work, particu
larly on the domestic capital goods industries, shows promise, but it is too 
early to tell how successful the endeavor will be. 

Projects 671-51 and 670-23 complement and support each other . 'llle 
relevance to good policy making of better understanding of choice, or (more 
sharply) understanding why more capital-using techniques are chosen when less 
capital-using ones are available, is obvious. The more recent reports on both 
projects reveal the authors' growing concern about innovation, as contrasted 
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with choice among "obvious and available" alternatives, and a complementary 
interest in institutional structure. These intellectual developments will be 
discussed later. 

General Evaluation 

'Tile work reviewed above is of variable quality and merits a high 
rating only in the case of RPO 670-23. 'Tile worst project was RPO 670-54, 
whereas the others occupy a middle category. 'Tile better pieces of work have 
no doubt contributed, and are contributing, to knowledge. In this regard, the 
Bank has exploited its comparative advantage, has avoided duplicating work 
that was being done elsewhere, and has proceeded in good awareness of that 
work. This research certainly has influenced the thinking within at least 
some parts of the Bank regarding the importance of the capital-labor substitu
tion problem and the scope of possible substitution. In some instances, 
researchers have been involved in operational support missions to countries 
such as Argentina and Korea, evaluating technology issues. At the present 
time efforts are being made to implement this appreciation in project decision 
making. The work seems to have influenced thinking regarding both the impor
tance of having the right prices, and the importance of having institutions 
that channel funds and information effectively. Particularly the empirical 
work has involved researchers in less developed countries. By and large, 
the work has been led by people full-time at the Bank. Where outsiders or 
part-time consultants led, the results were much less satisfactory. 

Recommendations Regarding Further Research 

We think that Bank research exploring and documenting the range of 
possible capital-labor substitutions in particular technologies is now running 
into diminishing returns. The general point that there is a wide range of 
choice is now well substantiated. 'Tile techniques involved in identifying the 
relevant substitution possibilities in particular technologies may now be 
ready for practical application. We note that practical application almost 
certainly will involve less detailed breaking down of processes than was 
relevant when the endeavor was viewed as a research study. We think this 
research endeavor should be phased down and effort placed in helping the 
operative divisions and departments to be able to do the relevant analyses 
themselves. 

'Tile project on appropriate technology is being conducted at a modest 
level, and in an exploratory manner. We think that particularly the part of 
the project exploring the design capabilities of domestic capital goods pro
ducers has considerable promise. Research within the Bank, and elsewhere, 
is revealing that there does indeed exist this design capability within the 
capital goods industry of at least some countries. This project is a serious 
candidate for more resources. 

The Bank's research under the current two projects increasingly is 
highlighting that effective capital-labor substitution, the adoption of appro
priate technology more generally, and over the long run the development of an 
effic i ent indus tria l sector, are not adequate ly described merely in terms of 
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" picking things off the shelf". The research has documented the wide range of 
catalog items available. But it also has documented that it is no trivial 
matter for a firm to be aware of more than a small portion of the range of 
choice. Increasingly the research is showing that at the least adaptation and 
in many cases innovation is involved in effective choice of technique. 
Recognition of the importance of adaptation and innovation calls attention to 
the entrepreneurial dimension in business leadership, and to the institutional 
structures that encourage, support, constrain, and deter entrepreneurship. 

We detect an ambivalence on the part of the Bank with regard to its 
research commitments where their own research findings indicate they ought to 
be put . The tradition of economic research at the Bank has stressed neat, 
quantitative , formally specified models; t here has been a reluctance to delve 
into areas of economic research where precise models and econometric technique 
cannot serve as the primary tools . And in fact the batting average in proj
ects where there was little analytic structure has not been high. Issues of 
innovation, and institutional structure tend to be viewed as "unresearchable" 
or at least not amenable to rigorous research . But we propose that the logic 
of the Bank's own past research endeavors has led it inexorably to a require
ment to engage in this kind of research . It already is engaging in such work, 
with studies on the capital goods sector in selected LDCs, on small and medium 
scale enterprises in Colombia, and on organizational and institutional factors 
in Colombia's garment industry exports . But there is still apparent method
ological uncertainty . However , the methodological situation is not as bad 
as some people in the Bank may think . Over the last decade both the interest 
and the rigor of research on industrial organization has increased greatly. A 
considerable body of good and rigorous research on the economics of technical 
change has evolved . However , for the most part , research in these fields has 
been focused on issues and phenomena in advanced countries, not developing 
ones . We think the Bank should accept the obvious challenge . 

It may be useful to give several examples of the kind of work on 
industrial organization and technical change that might serve as models for 
research at the Bank. Over the past half dozen years a considerable amount of 
research has been done, principally by American economists, aimed at exploring 
the costs of government regulation . A good reasonable oveFview of much of 
that work is provided in A. Phillips (ed) Promoting Competition in Regulated 
Markets . While we are nervous that much of the research by American economists 
on regulation has stressed the costs and downplayed the benefits, the identi
fication and attempted quantification of the costs has been illuminating, and 
such work has had a significant effect on policy . 

The work of Edwin Mansfield provides good examples of quantitative 
studies on R & D, technical advance , and productivity growth . A good collec
tion of Mansfield's earlier work is contained in his Industrial Research and 
Technological Innovation . A recent study of his (and his students) in which 
he attempted to measure both private and social rates of return on industrial 
innovation was published as "Social and Private Rates of Return on Industrial 
Innovation", QJE, 1977. There also has been a very good work on the economics 
of t echnical change in industry undertaken by Christopher Freeman at the 
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University of Sussex, often in collaboration with other members of Science 
Policy Research Unit there. A portion of that work is presented, in capsule 
form, in Freeman's book The Economics of Industrial Innovation. 

1bere has been some work on technical change in less developed 
countries, but not much. 1bere are several interesting studies focused on 
agriculture. Hayami and Ruttan's book, Agricultural Innovation, is a useful 
reference. At present, Jorge Katz is directing a study on innovation in Latin 
American industry under the joint auspices of the IDB and ECLA. 'fllese studies 
represent a start. We think the time is ripe for the Bank to get into the 
field in a big way . 
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I:6 Programming in the Manufacturing Sector 

Kirit S. Parikh 

1. The Nature and Importance of the Research 

A number of research reports and monographs are expected from the 
research program carried out under the heading "Programming in the Manufactur
ing Sector" (RPO 670- 24) . The list of reports/draft reports which were 
studied for this review is given in Appendix II . These constitute only a part 
of the voluminous output of the research program. The program has dealt with 
the problems of investment planning in industries characterized by increasing 
returns to scale and in industries where interdependence in the production of 
different products is important . Interdependence may be important when 
different products share capital equipment or when they use the same interme
diate inputs, the manufacture of which may exhibit economies of scale. The 
Bank's research in this area has focused on development of improved methods for 
selecting investment projects from among the many alternatives in size, 
timing, location, technology and output mix. In addition, it has investigated 
the extent to which such interdependence affects project selection and planning 
for the development of a sector and offers scope for cooperation among the 
countries of a region. 

The importance of externalities resulting from economies of scale 
and interdependence of various kinds has been widely recognized in the lit
erature on development economics . In fact, the "big push" theory of devel
opment is based on the recognition of such interdependence and indivisibil
ities. Where economies of scale are predominant, a developing country's 
market may be inadequate for the economic scale of the plant. The make/buy 
choice would always seem to go against domestic production when products are 
considered in isolation as they would be in a cost- benefit analysis within 
a project-appraisal framework . The process of development could then hardly 
begin. On the other hand when a large number of interdependent projects are 
examined together , the market size for the products of some of the projects 
could increase sufficiently to justify domestic production . Thus the research 
program under review deals with issues of great importance for development 
policy and planning and particularly for sector planning. 

It is also a part of the mythology of development planning, that 
there exists a shelf full of project reports and that the planners' task is to 
select a subset of these projects . In fact, it is hardly the case that such 
a shelf full of project reports is available. Detailed project reports are 
expensive to prepare, particularly in terms of the skilled manpower which is 
almost always scarce. Moreover, when the project-executing authority (or 
Ministry) is different from the project-sanctioning body (such as a Finance 
Ministry of Planning Commission), a lot of vested interest gets created in a 
project by the time a detailed project report is prepared. With the pressures 
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from such vested interests it becomes difficult to have an objective evalua
tion of projects. Such difficulties can be minimi zed if projects are identi
fied at an early stage . Thus the development of a methodology that helps in 
pre-selection of projects for further detailed investigation is of great 
practical significance. 

Moreover, before a detailed project report is prepared the techniques 
have to be selected. To the extent that the choice of techniques itself is 
affected by interdependences, the choice should be made in a wider context . 
This would be the case when different products share the same capital equip
ment. Besides its possible impact on the choice of technique, such capacity 
sharing would also affect the economic scale of production. Though the 
qualitative effects of economies of scale, indivisibilities and interdepen
dences have been theoretically well recognized, systematic , empirical and 
quantitative evaluations have been rare. The set of studies car ried out under 
the RPO 670-24 has explored these issues with commendable thoroughness. 

The research has been carried out within the context of specific 
investment planning problems in two sets of empirical studies , one set deal
ing with what are termed "process industries" and the other with "non-process 
industries". '!hose industries which are characterized by a manufacturing 
process stream which is more or less continuous, which have a limited number 
of processes and where the cost of carrying midstream intermediate products 
is large are termed process industries. Examples of such industries are gas 
transmission, fertilizers , cement, etc. These industries also have a limited 
number of products which are more or less uniform. 

The "mechanical-engineering sector" on the other hand has a variety 
of products and processes and the same processing equipment can be used for 
manufacturing many different products. Such industries are termed "non
process industries". 

Both these sets of studies have used mixed integer programming 
models in a fixed charge formulation to account for economies of scale . 'ftle 
major problem that has been faced in previous studies, apart from the consider
able time and efforts that usually go into data collection and organization, 
has been the problem of obtaining solutions of the mixed integer programming 
models with a large number of integer variables. Solutions to such problems 
require a large amount of computer time. The research program under review 
has developed a number of procedures to eliminate, through simple but sophisti
cated analysis, a number of integer variables which represented uneconomical 
choices, to reduce the size of the pr ogramming model. TI-iis makes obtaining 
solutions to such problems practicable. 

Important Results 

Apart from the specific sector development plans that emerge from 
these sector studies, they have also provided some insights into the nature 
of technology and its consequences. 
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For the process industries that have been studied: 

a) Significant economies of scale are present in production 
activities and there is a good deal of potential interde
pendence within the system as a whole. 

b) The use of programming models help in evaluating the conse
quences of alternative policies. The cost or benefits of 
particular policies may be significant. 

c) Programming models provide a tool to estimate the benefits of 
regional cooperation to individual countries and help in 
designing schemes for sharing the benefits. 

For mechanical engineering, the only non-process industry studied: 

a) The relative cost of complete neglect of interdependence in 
choosing between production and imports is sometimes not signi
ficant at the sector level. For the part of the mechanical
engineering sector of Korea that was studied (120 carefully 
selected products), this would have led to an increase in sector
wide total supply cost of no more than 3 percent of the total 
value added for the products involved in the study. 

b) Of the 120 products involved in the study, only a few were 
"critical" in the sense that for the others the make/buy choices 
were clear and unambiguous for the relevant ranges of parameters. 
Simple programming exercises are adequate to identify the criti
cal products. As a percentage of value added in these critical 
products, the savings in cost that result when interdependence 
is accounted for are much larger and are found to be more than 
25 percent in one variant. For individual products the savings 
over cost of imports in some cases exceed 40 percent . 

c) Though the loss at the sector level is small for particular 
products, the conventional cost-benefit analysis, which neg
lects interdependence, may lead to wrong make/buy choices 
when the products are part of a sector that exhibits inter
dependence . 

d) The absolute cost of neglect of interdependence is "by no 
means trivial" and is "far more" than the cost of conducting 
studies that take interdependence into account. 

From a methodological point of view the most significant contribution 
of the research is the demonstration of the use of large mixed-integer program
ming models. In particular, the following results have been demonstrated: 
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a) Even without obtaining a globally optimum solution, use of 
programming models can provide a lot of insight into the nature 
and costs of the various alternatives. 

b) Problems with a fairly large number of integer variables 
can be solved with reasonable costs. 

c) With a systemtic exploration of break-even analysis a 
number of useful decision rules can be employed to eliminate 
a significant number of integer variables. 

Review of Studies 

Process Industries. The studies carried out for the planning 
of the fertilizer sector in Egypt and in East Africa have explored the choices 
of technology, size, location, transport, product and trade. The East African 
study has in addition explored in quantitative terms the gains from cooperation 
in fertilizer sector development for the three countries of the region (Uganda, 
Kenya and Tanzania). 

The formulation of the models for the fertilizer sector is straight
forward in mixed-integer programming terms, though the inclusion of substitu
tion among products marks useful innovation. However, because of the shortcuts, 
the models have been considerably more detailed, and consequently, operation
ally more meaningful. 

An obvious and recognized limitation of the models as developed is 
their neglect of uncertainty. Accounting explicitly for uncertainty would 
make the computation problem even more formidable. Therefore, the researchers 
stress the use of "pre-analysis" and sensitivity analysis to account for uncer
tainty. 

A number of other studies have also been carried out for different 
sectors, countries and regions. These include among others, fertilizers for 
ASEAN countries, the Andean pact countries, and for India; the forestry 
sector for Turkey; paper and pulp for countries of the ASEAN Region and FAQ's 
World Program; clinker production for Brazil, and energy for Nigeria. Other 
studies are under way. 

An attempt to use this approach to develop a model to quantify the 
benefits of regional integration based on a simultaneous analysis of a number 
of industrial sectors, the pros and cons of which were succinctly presented in 
a small paper, was abandoned as being too ambitious. 

The project has obviously been successfully carried out and to 
judge from the number and variety of applications that have been made and are 
planned it has been found useful too. Some time ago, the project reached a 
stage where research ended and applications began. But further effort is 
required to successfully disseminate and transfer the methodology for use in 
practical applications. A most important element in facilitating such transfer 
would be the development of computer software, which makes it convenient to 
specify the problem preferably in the language of the users as opposed to the 
language of the computer specialists. In addition, it would also be essential 
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t o generalize and automatize the break-even analysis, as otherwise applications 
would need not only trained but also clever people, and would be severely lim
ited in scope. The recently initiated GAMS project (RPO 671-58) should go far 
towards providing the necessary software. 

Non-process Industries - Study of the Korean Mechanical-Engineering 
Sector. The study of the Korean Mechanical-Engineering Sector has explored 
the gains from planning simultaneously the supply of a large number of prod
ucts. As already said, 120 carefully selected items were analyzed. The gains 
in economic efficiency of domestic production are derived from the selection 
of technique and scale of production, taking into account the possibilities of 
sharing capital equipment for a variety of products, as well as the possibil
ities of domestically producing on a large scale intermediate goods used in 
a number of products. The import or domestic production decisions are taken 
after considering the effects of such sector-wide interdependence. 

The mechanical-engineering sector is not easy to model in the 
c onventional way. Problems of appropriate description and specification of 
products and processes have to be faced, and such problems are not insignifi
cant. In applying a micro-analytic approach to a sector-wide study, there 
is a danger of getting lost in details and not seeing the wood for the trees . 
This is avoided in the study, by describing certain standardized products 
whose production processes are described at the shop level rather than at the 
machine level. Even then, the breadth and depth of the technical-engineering 
detail tha t is incorporated in the study is to be found in hardly any other 
programming study. 

The model used here is a mixed-integer programming one, and break
even analysis is developed and used to reduce computational difficulties . 

In addition, the allocative consequences of the results are explored 
in depth. An evaluation of alternative investment criteria is also made in 
the context of the results obtained from the model. The conclusion is reached 
tha t simple cost-benefit criteria, or the measures of comparative advantage 
when substituted for the more thorough analysis of the type undertaken in the 
study, lead to wrong make/buy decisions for some of the products with conse
quent loss to the economy. It is shown that the estimated loss entailed in 
using the best cost-benefit criteria is found to be large enough to pay for 
the cost of more comprehensive analysis within one to two years. However, it 
may be noted that in order to fully realize the benefits from a project which 
becomes economically attractive only when interdependences are accounted for , 
all the interdependent projects have to be executed together. A delay in one 
of them would adversely affect not only its own economics but also that of the 
others. 

Moreover, if an integrated sectoral planning procedure leads to, 
which it need not, additional delays in clearing projects, the benefits of 
such planning to some extent become negated. Yet this is not to argue for the 
exclusive use of simple social cost-benefit analysis. It is merely to under
line the context in which sectoral programming can be fruitfully applied . 
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Since such pr ogramming earns a handsome r ate of r e turn, there is no reason not 
t o pursue it . 

, 'Ihe project also complements a number of o ther research studies 
where atten tion to micro-level de tails may be c rucial . 'Ille research pr ogr ams 
on The Scope fo r Capital-Labor Subs titution in the Mechanical-Engineering 
Sector (RPO 670- 23) and on Appr opriate Industrial Technology (RPO 671 - 51) 
are such projects (see A. 5) . 

Evaluation 

Quality of Research . 'Ille research work is certainly of a high 
caliber and at t he frontier of work in this ar ea . Mo r eover, such r esear ch 
is har dly done outside the bank. 'Ille volume of research output is also high . 

Usefulness for LDCs . Large programming models create an impression 
that the vision behind the pr ocess of development that motivates such studies 
is one in which an elite all- knowing planning aut hority attains economic 
growt h through effectively allocating resources to var ious sectors . Yet one 
need not share this vision before considering such models to be useful . Pro
cess industries such as fertilizers, cement, etc ., characterized by economies 
of scale and a relatively small number of plants , are the industries whose 
development is usually guided and pr omoted by mos t governments of developing 
count r ies . Starting a few lar ge industrial pr ojects is one of the easiest 
things that governments do to promote development . 'Ille planning models 
developed by Bank research have the potential to impr ove the rationality 
of government decisions in developing the se sec tors . Some of this potential 
is al r eady realized in the numerous applications made for different sectors 
and different countries. 

However, the full potential usefulness can be realized only if 
adequate "extension wo r k" follows this Bank research. We shall return to 
this later . 

Usefulness for Bank. Clearly, the studies r elated to specific 
areas must have been carried out in collaboration with t he operational staff 
of the Regional Department concer ned. 'nle results should have been useful in 
guiding the Bank's lending oper ations, provided they were available in time . 
But c l early a lot of potential is there for s uch work to be useful in Bank 
activities . 

Improvement in project identification me thodology in the LDCs could 
be of considerable significance for the Bank's operations . If more attractive 
projects a r e identified before the detailed pr oject r eports are prepared, 
the se reports would be made fo r comparatively better projects. 'lllis would 
imply that better projects are put up to the Bank for financing . 

Part of the work on the fertilizer sector plan for Eas t Africa 
might have been made irrelevant by the subsequent political developments 
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in East Africa and the breakup of the economic union . Even then, the non
cooperation solutions could still have been useful to the policy makers in 
the three countries . 

Tite Bank may have a unique comparative advantage in carrying out 
studies, such as the fertilizer study for East Africa, that identify areas 
for regional cooperation and facilitate the process of realizing such coop
eration . As an authority that lends money to the various countries of a 
region, it may have access to data and policy makers in these countries . 
Moreover , as a third party its analysis may be less suspect . On the other 
hand, the Bank should also be interested in promoting such coope ration that 
reduces the need for credit in the region. 

Development of Research Capacity in LDCs: Creating research capa
bility is a time- consuming task and learning by doing is an essential element 
in the development of research skills . Significant participation of research
ers from the LDCs is an absolute requisite for the successful transfer of 
the research to application in the LDCs . However, time const r aints hamper 
research pr ograms ; communication problems across large distances and lack 
of access to computers and xerox machines in many LDCs make such participa
tion difficult . 'Ille country specific- sector studies undertaken to date have 
involved participation of local persons . But an effective program has yet 
to be designed to facilitate participation of researchers from the LDCs, to 
ensure that there would be established within the country the capability to 
either update and/or improve the particular sector study or to carry out a 
similar study fo r another sector . 

Suggestions for Research in Future 

a) Extension : 'Ille research results and the methodology developed are 
sufficiently important that they be brought to practitioners, planner s and 
policy makers in the LDCs . 'Illis would call for a considerable amount of 
"extension " work . Tite manuals currently under preparation are vital to 
facilitate extension , but their availability constitutes only one element 
in the process . 

Similarly, short training courses woul d also be inadequate by them
selves . What would be requi r ed is a case study for a sector, which is carried 
out with active participation of a local team or, better still , a local insti 
tution . It may even be desirable that the studies be carried out by a local 
team. Such studies may be coordinated by Bank staff who are familiar with 
such research work , and should certainly be financed by the Bank . Even when 
the success rate of such research is not high, it may be considered a neces 
sary investment in building up research capability in LDCs . Such support 
should also include provision of computer hardware in the case of many LDCs . 
A sector study based on mixed- integer models needs convenient and substan
tial access to fairly large computers if the study is to be completed within 
a reasonable time . 
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Development of user-oriented software that permits convenient 
specification of the problem by users, who may not be computer specialists, 
could be of invaluable help in promoting such studies in the LDCs. 

The emphasis on extension is motivated by a vital consideration. 
An important benefit of any modelling accrues largely to the modeller in the 
form of sharper insights and improved understanding of the processes being 
modelled and their interdependence. The major benefit to be obtained from 
using a programming approach to the planning of an industry is to be derived 
from training that would be imparted, in following such an approach, to a set 
of engineers and economists to think more systematically about the scope of 
technical options in developing the sector. The engineers would be less 
certain of their thumb rules and the economists would be more aware of the 
technological constraints. The information and insights generated could 
substantially improve the quality of decision making in the sector. Unless 
these insights accrue to the people who will continue to take decisions in the 
LDCs, the benefit would not be maintained. 

The foregoing is not to deny the usefulness of attempts at extension 
through previous case studies, but to recommend that more resources be devoted 
to extension, and that the case studies have as their primary objective effec
tive extension. 

The decision, which is reporced to have been taken to set up a 
special group to promote case studies, is to be strongly endorsed . To begin 
with, two to three full-time professions, capable of guiding pro jects in a 
number of different areas and countries, should be provided for in this group. 

b) Consequences of Interdependence for Planning and Promoting Industrial 
Development: If economies of scale and interdependence are important, then the 
development of that industry would benefit from some form of central planning 
or coordination. On the other hand, effective implementation and central plan
ning of a sector such as the mechanical-engineering industry, characterized by 
a large number of products and processes, is difficult, to say the least. 

Thus the findings of the Korean Mechanical-Engineering Industry 
study, that interdependence appears not to be of much quantitative consequence, 
are very comforting as one can rely on implementable, decentralized procedures 
for developing the industry. Yet, the authors of the Ko rean study emphasize 
that the finding needs to be confirmed with further research. Moreover, as 
they point out, there is reason to suspect that the aggregation approach used 
may bias their findings. Would a different set of international prices, such 
as may prevail at other times, lead to a different result? Would different 
domestic prices, such as may be found in another country, give a different 
result? Would a different product -mix produce contrary results ? Is it pos
sible that under such different circumstances the benefits of accounting for 
interdependence would be highly significant, say 50 percent or more of the 
value added in the sector? 
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The quantitative dimension of the effects of interdependence is 
sufficiently important for policy purposes that further explorations to test 
the generalizabil ity of the Korean Mechanical-Engineering study are called 
for. Illis has been the only study that has investigated these issues empiri
cally , and after having made the investment in developing conceptual frame
works and methodologies for such studies, it would be desirable for the Bank 
to pursue this research to its logical conclusion . It would, according to 
the reviewer of this section, be a grave loss if the Bank were to stop after 
studying just one sector in one country. 

c) Programming models to evaluate Appropriate Technology for Rural 
Industrial Development: The models dealt with in this research can be used to 
throw some light on issues of considerable interest in LDCs . To what extent 
should one develop a decentralized industrial structure? What are the.costs 
of a rural-based industrial development? What is the implication for employ
ment and income generation of development based on small-scale industries? 
Are the benefits of dispersal sufficient to compensate for the extra cost of 
setting up smaller indus trial units? These issues need to be explored in a 
systematic, technical and dispassionate way. The case study of pulp and paper 
in Malaysia examines some of these issues, while the follow-up work under RPO 
670- 23 has a grea t deal of relevance to understanding questions concerned with 
the organization of production. 

Nonetheless , with the foregoing exceptions, the studies in industrial 
programming under RPO 670- 24 have tended to view the problems of development 
in a purely technical way. The objective has been to find least-cost solu
tions . Institutional issues in the or ganization of sectors, in the difficul
ties of implementation, or in the realm of selection of policy instruments 
should be brought to the fore in subsequent research . 

In evaluating the appropriateness or otherwise of technology, 
not only relative factor scar cities should be taken care of but also the 
limitations of public policy in using certain instruments. Illus if income 
redistribution policies are politically hard to pursue, one might put emphasis 
on income generation in selecting "appropriate" techniques. 

d) Institutional Issues In Implementation and Capacity Utilization: 
Though the bank research in this area of industrial programming has been 
useful and has indicated benefit in excess of costs , one may s till ask if 
there are other issues that need to be researched for promoting industrial 
development . 

Ille problem of implementation of projects and the efficiency with 
which even large industrial projects are operated in many LDCs are of great 
importance . ~tixed- integer programming models can be used to examine the 
consequences of dif ferent levels of oper ational efficiency in existing plants, 
as was done in the Egyptian fertilizer case study. Nonetheless , the issues 
here go much deeper. To what extent ar e delays in installation of capaci t y 
and ineffic i ent use of installed capac ity in large industrial projects due 
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to improper organization , due to inappropriate objectives of the management, 
or due to inexperience and inadequate skills? Are delays and inefficiencies 
inherent in the organization of the public sector, which plays a large part in 
the development of industrial sectors in some countries? Does the private 
sector really perform better? These issues need to be examined. The potential 
gains from being able to design effective organizational and institutional 
frameworks are enormous. Moreover, the Bank would have a comparative advan
tage in carrying out research in this area as it would be able to pull together 
experience from a number of countries with a wide range of characteristics. 
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